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Q-1 A) Describe the balance of payment identity and discuss its implications under | 07 |

the fixed and flexible exchange rate regimes.
B) Discuss the implications of the deviations from purchasing power parity for | 07
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Q-2 A) Given the following quotes for per unit of each currency against US Dollar, | 07

on two different dates:

British Pound 1.5398 1.6385

Canadian Dollar 0.6308 0.6591

EMU Euro 0.9666 1.0835

Japanese Yen 0.008273 0.008343

Mexican Peso 0.1027 0.0917

Swedish Krona 0.1033 0.1179
What is the rate of appreciation or depreciation of each currency over the
period?

B) On 15" January a company booked a forward purchase contract for French | 07
Francs 250000 from a Banker, delivery 15% February at Rs.6.95. On due
date the customer requests cancellation of the contract.

Assuming French Francs were quoted in the London foreign exchange
market as under:

Spot FFR/$ 5.02/5.03

And the US dollars were quoted in the local exchange market as under on
the date of cancellation:

Spot Rs./$ - 34.7900/7975
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What will be the charges payable by the company if any or otherwise?
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A) On 15" March Kaif Ltd., entered into a forward sale contract for US $ 5000 | 07
with it’s banker at the rate of Rs. 35.05 delivery due om 15" June. On May
the company requests the bank to postpone the date to 15 July. Calculate
the extension charges payable to the banker assuming the following rates in
the market on 5 May. Ignore interest charges.

Spot Rs./$ 35.00/02
Spot/June 35.04/06 N
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Spot/July 35.04/10

Spot/August 35.10/14

AB & Co. approaches a bank for a 2-m forward contract to help it to settle
Euro 200,000 Payable maturing on 1/10/2000. The bank quotes a rate of
Rs.39.77/Euro. On 1/10/2000 the customer requests the bank to extend the
contract by one month. If rates prevailing on 1/10/2000 are as follows, what
should the bank charge for extending the contract?

Spot Rs. 38.99/Euro

1-m Forward Rs. 39.10/Euro

Ignore interest rates.
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B)

MH Co. wishes to lend $ 500000 to its Japanese subsidiary. At the same
time YH Co. is interested in making a medium-term loan of approximately
the same amount to its US subsidiary. The two parties are brought together
by an investment bank for the purpose of making parallel loans. MH will
lend $500000 to the US subsidiary for YH for 4 years at 13%. Principal and
interest are payable only at the end of the fourth year with interest
compounded annually. YH will lend the Japanese subsidiary of MH 70
million Yen for 4 Years at 10%. Again, the principal and interest (annual
compounding) are payable at the year end. The current exchange rate is 140
yen to the $.

However, the dollar is expected to decline by 5 yen to the dollar per year
over the next 4 Years.

a) If these expectations prove to be correct, what will be the dollar
equivalent of principal and interest payments to YH at the end of 4
Years?

b) What total dollars will MH receive at the end of 4 Years from the
Payment of principal and interest in its loan by US subsidiary of YH?

¢) Which party is better off with parallel loan arrangement? What
would happen if Yen didn’t change its value?

OR

An American multinational corporation has subsidiaries whose cash
positions for the month of September, 2002 are given below:

Swiss subsidiary: cash surplus of SF 1,50,00,000

Canadian subsidiary: cash deficit of C$ 2,50,00,000

Uk subsidiary: cash deficit of £30.00,000

What are the cash requirements if:

a. Decentralized cash management is adopted?

b. Centralized cash management is adopted?

Exchange Rates : SF 1.48/$ ; C$1.588% ; $1.57/£.
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Q-4

A) ABC has proposed to expand its operations for which it requires funds of $
4.5 million, net of issue expenses which amount to 2% of the issue size. It
proposed to raise the funds through a GDR issue. It considers the following
factors in pricing the issue:

a) The expected domestic market price of the share is Rs. 200

b) 3 Shares underlie each GDR.

¢) Underlying shares are priced at 10% discount to the market price.

d) Expected exchange rate is Rs. 48/8.

You are required to compute the number of GDR’s to be issued & cost
of GDR to the company, if 20% dividend is expected to be paid with a
growth rate of 20%.

OR

B) Sunshine Ltd. is engaged in the production of Synthetic yarn and planning
to expand its operations. In this context, the company is planning to import
a multi-purpose machine from Japan at the cost of ¥2.460 Lakh. The
company is in a position to borrow funds to finance import at 12% interest
per annum with quarterly rests. India based Tokyo branch has also offered
to extend credit of 90 Days at 4% per annum against opening of an
irrevocable letter of credit. Other information is as under:
Present exchange rate: Rs.100 = ¥246.
90 days forward rate = Rs.100 =¥250.
[f the commission charges for letter of credit are at 4% per 12 months, advise
whether the offer from the foreign branch should be accepted.
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Gullit Inc. is considering a new plant in Netherlands, which will cost 26 million
guilders. Incremental cash flows are expected to be 3 million guilders per year for
the first three years, 4 million guilders the next three, 5 million in year 7 through9,
6 million guilders in years 10 through 19, after which the project will terminate with
no residual value. The present exchange rate is 1.90 guilders per §. The required
rate of return on repatriated dollars is 16%.

a) If the exchange rate stays at 1.90, what is the project NPV?

b) Ifthe guilder appreciates to 1.84 for years 1-3, to 1.78 for years 4-6, to 1.72 for

years 7-9 and to 1.65 for years 10-19, what happens to the NPV?
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