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The figures in the nght-hand margin indicate marks.
Candidates are reqguired fo give thelr answers
1 their own words as far as practicable.

fllustrate the answers iwherever necessarnry.

COM-402.1

1. Answer any two cuestions from the following
2x2=4

() What are the different methods of quoting
foreign exchange rates?
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(2)

Who are the participants in forex market?

What 1s forward rate dafferential?

fcd) What ure cross rates?

2.
fci}
()
/456

Answer ¢ng two gluostions from ihe following :

du2=8
state the differences hetween spot market
and forward markert.
Forward promaiums for the Us dollars

{(in paise per US 8) are given below -

' Month Exporters ‘ Iimmporters ‘
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The spot rate for the US dollar @+ 68.75 (bid
ratel and 6915 (offer ratel.

Find out forwara rates for the different

months,
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The inllation rotes in India and USA over
the vear wre expected to bhe 7.53% and
4% respectivelv, The current dollar-
rupee cxchenge rate is €73.15/U8 §.
The ivterest 1s likely to be 3% in the
USA. What would be the expected
nominal iriterest rate at the vear end?

The current exchange rate between
the Us dollar and the Indian rupee is
US & - =73.15. The inflation rates in
india nnd the USA are expected to be
7.0% andd 4". respectively, over the next
two vcars, What would be the dollar:
rupec exchange rate after two vears?

) Describe ihe fundamentals lactors affecting
&

exchange rate fluctuations.

3. Answer any one guostion from the following :

Bx1=8

fa} Explain the absolute and relative versions
of the Purchasiing Power Parity {PPP) theory,

5

(b} Write short notes on the following :  2x4=§8
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Arbiirage
Speculation
Hedeing

Covered mterest arbitrage
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COM-432.2

Answoer qny two questions from the following .

(ti

D<2=3
What additional fuclors are 1o be considered
e international capited budgeting compared
to domestic capital hudgeting?

What 1s an option?

Write the meaning of foreign exchange
risk,

Why do companics issue American
Depository Receiprs™

Answer oy twe guestiens from the following

fil

ih)

()
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What is forvward contract? Use an example

1o show how 1t can be used by exporters for

hedging. 2ol
Explain 'money markel nedging’ technique,
Explam the concept of syndicate foan.

Mention with reason whether there will be
gainn or loss i the oliowing ransactions

iy Export by an indian company mn US
doliars and the dollay appreciates
against the rupoee.

{ Continueed )



6. Answer

fuf
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{1i)

frii)

fiv)

i)

(1}

{5
Receipt of dividend by an Indian
company 0 pound sterling and the
pound depreciates against the INR.
Import by an Indian fArm from US
[denominsated in INR} and the rupeo
depreciates against the dollar,
Repavment:  of  foan  to  Asian
Development Bunlk {(denominated i US
doliarsj and ‘he dollar depreciates
against the INR,

cny one question from the following

8al=3
An mmporier wanlts to hedge its pavables
of £1.00.000 using « call option thi
has an exorase price of ¥ 102.30/8 and
option premuam of $1.50/%. It is
mentionced that the spot rate at the
ume of reeeipt of payvment is likely o
be F100,L (107 probability), T102/8
(+0% probabilivy) and F104/8 {507
probabilitv). Un the basis of above
informaiion. vou are reguired to
compule the expected cash outflow as
a result of hecging.

Explain the concept of paralle! loans,
F+4
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(6)
fi2p (i} Expilain maiching as a hedging
stratem

iy P Lid . an Indian Companyv, has
recenved o nroposal to carry out a 4-vear
duratior project in USA that will
require aix nitial investment of
FTT8.00.000. Following are the details
nf‘h( D Q100

V ear : P;\Ii (C: I@C%}i 7!

1

2 30

a3 45 |
4 B5 |

[t is givern that a machine cosling
US55 25 lacs will be used in the nroicct on
which depreciotion will he charged 109
on WDV basis Assuming that the cost of
capital is 127, corporate tax rate is 30%
and withholding tan rate 1s 13%, compute
NPV of the project if the exchange rates
are as folinows

Year 1 T79/5 Yeor 20 781/8

Year 3 ¢ 880 /8 and Year < ¢« ¥84/5. 325
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