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Please select the best or most appropriate answer from among those provided. 
1. [bookmark: _Ref316902411]When one refers to the foreign exchange rate applicable on the ‘return trip’ or on the ‘round trip’ this refers to:
a. The FX rate you get at the airport when you convert foreign currency back to local currency after a vacation;
b. The FX rate applicable on conversion after liquidating a long position in one currency in order to repay a short position in a second currency to conclude a cross currency investment strategy;
c. The FX rate applicable on conversion of proceeds of a short position in one currency in order to take a long position in a second currency to initiate a cross currency investment strategy;
d. The term is s meaningless and does not have general application in discussions of foreign currency;
e. None of the above. 

b., half marks for a. and c.

2. A fixed to floating interest rate swap quote that is 9.94% - 9.97% means that:
a. The swap dealer pays fixed to the fixed rate borrower at 9.94% and receives LIBOR flat from the fixed rate borrower;
b. The swap dealer pays fixed to the fixed rate borrower at 9.97% and receives LIBOR flat from the fixed rate borrower;
c. The swap dealer receives fixed from the floating rate borrower at 9.94% and pays LIBOR flat to the floating rate borrower;
d. The swap dealer receives fixed from the fixed rate borrower at 9.97% and pays fixed to the floating rate borrower at 9.94%;
e. None of the above.

a.
 
3. Thinking of the matter of credit risk in a fixed to floating interest rate swap transaction between a swap dealer and a swap counterparty, and where the swap dealer is not a direct lender to the swap counterparty:
a. The swap dealer has credit risk in the swap transaction;
b. The swap counterparty has credit risk in the swap transaction;
c. Both the swap dealer and the swap counterparty have credit risk in the swap transaction;
d. Neither the swap dealer nor the swap counterparty have credit risk in the swap transaction;
e. None of the above.

c., half marks for a. and b.

4. In a US dollar fixed to floating interest rate swap the floating side is based on:
a. The prevailing Banker’s Acceptance rate;
b.  The prevailing LIBOR rate plus the swap counterparty’s credit risk premium;
c. The prevailing LIBOR rate plus the swap dealer’s credit risk premium;
d. LIBOR flat;
e. None of the above.

d.

5. In financial markets the level of the spot FX rate and the level of both the foreign and domestic interest rates fluctuates all the time with a component of randomness. Despite this, the correctly priced forward exchange rate can be determined today with certainty. This is because:
a. FX rates aren’t really random;
b. While a forward exchange rate can be determined today, it is not actually known with certainty – it is really just an estimate;
c. Traders can enter a trading strategy today that replicates the forward exchange contract in which all elements of the trading strategy are known today with certainty;
d. None of the above.

c.

6. Intermediate payments are made under futures contracts because:
a. This facilitates public trading of the contract on an exchange;
b. Investors prefer to receive intermediate payments as profits under the contract arise;
c. This eliminates counterparty risk in the contract;
d. None of the above.

[bookmark: _GoBack]a.

7. Currency futures contracts cover a pre-specified number of units of currency – the contract size – because:
a. This is not true – each futures contract corresponds to a single unit of the applicable currency;
b. Typically, economic agents prefer to enter hedges in round quantities of a currency;
c. The idea is to make the contract sizes small enough so that hedgers can use them to match the total amount they want to hedge, while making contract sizes large enough to keep the number of traded contracts manageable.
d. None of the above.

c.

8. Bankers Acceptances differ from LIBOR notes in that;
a. Banker’s Acceptances are sold with a declared interest rate to be applied to principal and paid at maturity whereas LIBOR notes are sold at a discount;
b. Banker’s Acceptances are sold at a discount whereas LIBOR notes are sold with a declared interest rate to be applied to principal and paid at maturity;
c. They don’t differ – both are sold at a discount;
d. They don’t differ – both are sold with a declared interest rate to be applied to principal and paid at maturity;
e. None of the above.

b.

9. Drawdowns under a line of credit for a company (the “borrower”) can be specified as being allowed by way of Bankers Acceptances or by way of LIBOR notes. In this context, Banker’s Acceptances differ from LIBOR notes in that:
a.  Banker’s Acceptances are issued the borrower and guaranteed by the bank whereas LIBOR notes are issued by the bank;
b. Banker’s Acceptances are issued the bank whereas LIBOR notes are issued borrower and guaranteed by the bank;
c. They don’t differ – both are issued by the bank;
d. They don’t differ – both are issued by the borrower and guaranteed by the bank;
e. None of the above.

a.

10. The change in dollar interest cost corresponding to a one basis point change in interest rates for a $1 million LIBOR note is;
a. Not determinable as it depends on the magnitude of the underlying loan;
b. Not determinable as it depends on the prevailing level of interest rates;
c. $24.66;
d. $25.00;
e. None of the above.

d.

11. The change in dollar interest cost corresponding to a one basis point change in interest rates for a $1 million Banker’s Acceptance note is;
a. Not determinable as it depends on the prevailing level of interest rates;
b. $24.66;
c. $25.00;
d. None of the above.

a.

12. If one is constructing a forward rate curve, say annual forward rates for ten years, the prices of zero coupon bonds are required for each maturity from year one to ten. If the price of a zero coupon bond for one or more of the maturities is missing what is to be done?
a. Tell you boss you can’t do it, quit your job and find something else to do;
b. Guess;
c. Find the missing rate by interpolating between the rates you do have;
d. Bootstrap the missing rate from bond prices;
e. None of the above.

d.

13. When a swap dealer commits to an interest rate swap it commits to pay (receive) a fixed rate payment in return for receiving (paying) a floating rate payment. Clearly, floating rates can change to put the swap dealer in a loss position – decrease if the dealer is paying the fixed rate and increase if the dealer is paying the floating rate.  In modern markets swap dealers do not have to price this risk into a swap because:
a. The swap dealer typically flattens the risk inherent in committing to one swap by entering into an equal and offsetting second swap;
b. The swap dealer conducts trades throughout the day and if exposure to an adverse move in floating interest rates accumulates it hedges it in the derivatives market (often using futures) or initiates a swap in the swap market to flatten the risk;
c. The swap dealer enters into such a large number of swaps throughout the day and over time that the risk evens out;
d. None of the above.

b., half mark for a.

14. In the context of explaining interest rate swaps, borrowers are often presented as being able to borrow directly at either a fixed interest rate or a floating interest rate. In some cases a borrower is said to have a comparative advantage in one type of financing versus the other. This means that:
a. The borrower will find it easier to arrange financing in one type versus the other;
b. The credit spread for the borrower is smaller than the credit spread for another company;
c. The credit spread for the borrower for one type of financing is smaller than the credit spread for the other type of financing;
d. The credit spread of the borrower is smaller than the credit spread of the swap dealer;
e. None of the above.

c.

15. An important reason why fixed to floating interest rate swaps are so popular is that:
a. They enable companies to speculate on interest rates;
b. They are very profitable for swap dealers;
c. They a much less expensive way for a company to change its financing rate structure than recalling one kind of debt and re-issuing another;
d. Floating rates can be fixed in the derivatives market;
e. None of the above.

c.

16. An important reason why cross-currency swaps (either fixed to fixed or fixed to floating) are so popular is that;
a. They enable companies to shop the world for the best financing rate irrespective of currency;
b. They are a much less expensive way for a company to change the currency profile of its financing than recalling debt in one currency and re-issuing it in another;
c. They are an inexpensive and flexible way for a company to ensure that the currency profile of its short position in debt aligns with the currency profile of its long position in cash flows;
d. All of the above;
e. None of the above.

d.

17. For the most part, a swap dealer makes money by:
a. Charging a credit spread on the fixed side of the swap;
b. Charging a credit spread on the floating (e.g. LIBOR) side of the swap.
c. Charging a flat fee;
d. Paying a lower fixed rate on the ‘fixed pay’ side of the swap than it receives on the ‘fixed receive’ side of the swap;
e. None of the above.

d.

18. The message in the idea of relative purchasing power parity is that:
a. You can’t count on your relatives to give you any purchasing power;
b. Things cost the same in countries once you make the currency conversion;
c. Differential inflation between two countries is a key driver of changes in their FX rate through time;
d. All of the above;
e. None of the above.

c., half mark for b.

19. The idea of the International Fisher Effect is that:
a. If you are an international fisher you need a fishing license in all the countries where you fish;
b. The expected change in an FX rate between two jurisdiction is revealed by the observed difference in nominal interest rates between the two jurisdictions;
c. The expected change in an FX rate between two jurisdiction is revealed by the observed difference in real interest rates between the two jurisdictions;
d. None of the above.

b.

20. A key assumption in the International Fisher Effect is that:
a. The relevant governments adopt inflation targeting as their monetary policy goal;
b. There is perfect capital mobility such that real interest rates across jurisdictions tend to converge;
c. There is perfect capital mobility such that nominal interest rates across jurisdictions tend to converge;
d. There is perfect capital mobility such that inflation rates across jurisdictions tend to converge;
e. None of the above.

b.

21. The reason the International Fisher Effect works, provided its key assumptions hold, is that:
a. The difference in observed nominal interest rates between two jurisdictions is, in effect, the difference in inflation rates between the two jurisdictions;
b. Purchasing power parity does not hold;
c. Capital is not mobile;
d. None of the above.

a.

22. An investor who is planning to make an investment in a floating rate financial instrument will take the following position in an interest rate futures contract:
a. A long position to protect against declines in the prevailing interest rate;
b. A short position to protect against declines in the prevailing interest rate;
c. A long position to protect against increases in the prevailing interest rate;
d. A short position to protect against increases in the prevailing interest rate;
e. None of the above.

a.

23. A company with US dollars on hand that seeks to use them to repay a liability in Mexican pesos will take the following position in the Peso futures contract:
a. A long position to protect against strengthening of the Peso;
b. A short position to protect against strengthening of the Peso;
c. A long position to protect against weakening of the Peso;
d. A short position to protect against weakening of the Peso;
e. None of the above.

a.

24. In the context of foreign currencies, a perfect hedge is:
a. A futures contract;
b. A forward contract;
c. A currency option;
d. Any arrangement that pays off in a way that leaves one completely unaffected by any change in the FX rate.
e. None of the above.

d.

25. A derivative security is:
a. A kind of contract that is too complicated to explain;
b. As Warren Buffet put it, financial weapons of mass destruction;
c. The instrument of choice for rogue traders;
d. A contract that pays off based on the realization of a level or range of levels of one or more specified economic variables;
e. None of the above;

d.

26. Margin is required under futures contracts by both the long and the short side because:
a. They are inherently risky;
b. Depending on the closing futures price the following day either the long position or the short position may be required to make a daily settlement payment;
c. This is not true – only the short side is required to put up margin;
d. This is not true – only the long side is required to put up margin;
e. None of the above.

b.

27. The term ‘the currency has moved against me’ refers to the case where 
a. A foreign currency has weakened thus affecting the profitability of a cross currency business transaction;
b. A foreign currency has strengthened thus affecting the profitability of a cross currency business transaction;
c. A foreign currency has either strengthened or weakened with the effect that the change in FX rate has adversely affected the profitability of a cross currency transaction;
d. There is no general interpretation of the term;
e. None of the above.

c.

28. Some argue that China has achieved a substantial trade surplus through:
a. Holding the level of its currency artificially low
b. Labour that is more productive than its trading partners
c. Lack of government regulation and intervention that make commerce easier
d. Exploiting a large supply of natural resources
e. None of the above

a.

29. One of the challenges that an MNE faces when doing business in China is that:
a. It is a geographically large country
b. It is the most populous country on Earth
c. There is a single party governance system
d. Bribery is a common practice
e. None of the above

d., half mark for c.

30. A financial oddity in Japan is that:
a. Numerous multinational enterprises operate out of Japan
b. It runs a floating rate foreign exchange regime
c. For a period of time interest rates were approximately zero
d. Many foreign enterprises have acquired Japanese firms
e. None of the above.

c.

31. Despite being classed as an upper middle income country, South Africa suffers form the following, which is often characteristic of third world countries:
a. Double digit inflation
b. A terrible Corruptions Perception Index rating
c. High growth in money supply
d. Negligible economic growth
e. None of the above.

b.

32. Factors that favor Mexico and its economic future are:
a. It is a large economic power it its region;
b. It is an open economy with numerous free trade agreements with other countries;
c. A large ‘young consumer market’;
d. Strategic location near the largest economy on the planet;
e. All of the above.

e.

33. A potential barrier to attracting foreign direct investment in Malaysia is that:
a. It is a very long plane ride from the world’s centres of capital.
b. Government revenue is dependent on oil revenue.
c. Its inflation rate is very high.
d. It scores poorly on corruption indices.

d., full mark for b. as well.

34. Bolivia is a rare example in modern times of:
a. A country with relatively low wage rates;
b. Mismanaging its currency so badly in recent history that it had to resort to barter;
c. Political stability
d. A dangerous drug trade;
e. None of the above.

b.

35. New Zealand is a country with a reasonably well functioning economy. A less Canada can take from it is that:
a. It trades almost exclusively with Australia;
b. It uses the dollar as its currency;
c. It is a parliamentary democracy;
d. It has an outstandingly high literacy rate which may contribute to its productivity and economic success;
e. None of the above.

d.

36. Thailand is a country that is an example of:
a. A well functioning democracy;
b. A country with a long history of stable foreign exchange rates;
c. A country that attempted to hold to a peg and then suffered a major devaluation because economic fundamentals did not support the pegged price;
d. None of the above.

c.

37. South Africa’s monetary policy style is known as:
a. Inflation targeting
b. Money supply targeting
c. Fixed exchange rate
d. Interventionist
e. None of the above

a., half mark for b.

38. [bookmark: _Ref242672085]If a country chooses to impose capital controls, which two of the three goals is a country most able to achieve?
a. Monetary independence and exchange rate stability.
b. Monetary independence and political independence.
c. Exchange rate stability and full financial integration.
d. Full financial integration and monetary independence.
e. Monetary stability and full financial integration.

a.

39. Under a pegged exchange rate with horizontal bands, the government of the country is officially responsible for
a. Intervention in the foreign exchange markets to maintain the currency between the bands;
b. Setting the level of the bands;
c. Setting the size of the gap between the bands.
d. All of the above

d.

40. [bookmark: _Ref316897802]You are domiciled in the UK. You ask for a quote for a Canadian dollar and you are told the quote is CAD$1.8943/1.9258. From your point of view, this is a/an:
a. Direct quote 
b. Indirect quote
c. American quote
d. None of the above

b.

41. The equivalent of the quote in the question above (40) expressed in £ is:
a. £1.9258/£1.8943
b. £0.5193/£0.5279
c. £0.5279/£0.5193
d. £1.8943/£1.92
e. None of the above

b.

		[image: ]

42. Which of the following is nearest to the correct three-year forward FX rate for the British Pound if the spot rate is $1.6340, the domestic riskless interest rate is 5.20% and the British riskless interest rate is 4.23%?
a. $1.6492
b. $1.6800
c. $1.6189
d. $1.5892
e. None of the above.

b.





43. Both Audi and Mazda need to borrow USD50 million. Audi can borrow at 5.35% fixed or at LIBOR plus 105 basis points. Mazda can borrow at 5.95% fixed or at LIBOR plus 2.05%. The quoted swap rate is 4.20%/4.15%. Audi wishes to borrow floating and swap to fixed; Mazda wishes to borrow fixed and swap to floating. What are the all in rates that result from this:
a. Audi 5.35% fixed; Mazda LIBOR+2.05%;
b. Audi LIBOR+1.05%; Mazda 5.95% fixed;
c. Audi 5.25% fixed; Mazda LIBOR+1.80%;
d. Audi 5.20% fixed; Mazda LIBOR+1.75%;
e. None of the above.

c.

44. The current spot rate for the Euro is $1.2312. The domestic riskless interest rate is 3.50% and the Euro riskless interest rate is 6.80%. You are planning a two-year investment strategy and hope to make a riskless arbitrage profit. Which of the following forward rates provides this?
a. $1.1403
b. $1.1932
c. $1.1133
d. $1.0933
e. All of the above

e. 

One rate provides a profit through borrowing domestically. The other three provide a profit by borrowing Euro’s, but all provide an arbitrage profit.




Please use chart below to answer the remaining questions. Please do not forward value the daily settlements in calculating your answers.








45. [bookmark: _Ref280018981][bookmark: _Ref279998042]Assuming you do not enter into any hedging instruments, which of the following is closest to the ultimate cost to you of 50,000 units of this currency expressed in Canadian dollars on November 24, 2010:
a. $57,350;
b. $55,100;
c. $56,685;
d. $58,015;
e. None of the above.

a.

46. [bookmark: _Ref280018580]Assuming you enter into a long position in a single futures contract at the closing futures price on November 22, 2010, which of the following is closest to the ultimate cost to you of 50,000 units of this currency expressed in Canadian dollars after taking account of the gains and losses on the hedge, if any:
a. $57,350;
b. $55,100;
c. $56,685;
d. $58,015;
e. None of the above.

c.

47. [bookmark: _Ref280018586]Assuming the closing futures prices are the same as the forward prices for forward contracts maturing on November 24, 2010, which of the following is closest to the ultimate cost to you of 50,000 units of this currency expressed in Canadian dollars if you enter into a forward contract on November 22, 2010:
a. $57,350;
b. $55,100;
c. $56,685;
d. $58,015;
e. None of the above.

c.

48. [bookmark: _Ref280018993]Based on your answers to 46 and 47, what do you conclude about hedging using forwards versus hedging using futures:
a. The hedging results are very similar in this instance;
b. Forwards are more effective hedges than futures;
c. Forwards are less effective hedges than futures;
d. One cannot generalize about the relative effectiveness in this instance;
e. None of the above.

a.
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Sheet1
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														4		5.10%



								Risk premium		2%

								Discount rate		7%

								Period				Bond cash flows		PV of bond cash flows		ZCB Prices		PV of bond cash flows

								1		2.80%		50.00		48.64		0.97		48.64
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								4		5.10%		1,050.00		860.55		0.82		860.55
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								2		400		3.50%		2.00%		5.50%		0.8985		359.38		0.8734		349.38				0.9070294785		362.8117913832		0.9335107004		373.4042801466

								3		400		4.10%		2.00%		6.10%		0.8372		334.90		0.8163		326.52				0.8638375985		345.5350394126		0.8864368698		354.5747479075

								4		400		5.10%		2.00%		7.10%		0.7600		304.02		0.7629		305.16				0.8227024748		329.0809899168		0.8195758181		327.830327236



																				1,379.98				1,354.88						1,418.38				1,444.91

																		Capital cost		1,365.00				1,365.00						1,365.00				1,365.00

																				14.98				(10.12)						53.38				79.91

										Forward rates

										Spot Rate		$1.2312

										Domestic		3.50%

										Foreign		6.80%

										Horizon		2		years

										Borrow		100,000.00		100,000.00		100,000.00		100,000.00		100,000.00

										Spot		$1.2312		$1.2312		$1.2312		$1.2312		$1.2312

										FX		€    81,221.57		€    81,221.57		€    81,221.57		€    81,221.57		€    81,221.57

										Future FX		€    92,643.27		€    92,643.27		€    92,643.27		€    92,643.27		€    92,643.27

										Forward Rate		$   1.1563		$   1.1403		$   1.1932		$   1.1133		$   1.0933

										Spot		$   107,122.50		$105,641.13		$110,538.00		$103,139.76		$101,286.89

										Loan		$   107,122.50		$   107,122.50		$   107,122.50		$   107,122.50		$   107,122.50

										Profit		$   - 0		($1,481)		$3,416		($3,983)		($5,836)

										Forward rates again

										Spot rate		$1.6340

										Canadian riskless rate				5.20%

										British riskless rate				4.23%

										Horizon				3		years

										Borrow		100,000.00		100,000.00		100,000.00		100,000.00

										Spot		$1.6340		$1.6340		$1.6340		$1.6340

										FX		£   61,199.51		£   61,199.51		£   61,199.51		£   61,199.51

										Future FX		£   69,298.87		£   69,298.87		£   69,298.87		£   69,298.87

										Forward Rate		$   1.6800		$   1.6492		$   1.6189		$   1.5892

										Spot		$   116,425.26		$   114,288.15		$   112,190.27		$   110,130.90

										Loan		$   116,425.26		$   116,425.26		$   116,425.26		$   116,425.26

										Profit		$   - 0		$   2,137.11		$   4,234.99		$   6,294.36
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Spot Rate $1.2312

Domestic 3.50%

Foreign 6.80%

Horizon 2years

Borrow 100,000.00      100,000.00        100,000.00        100,000.00             100,000.00       

Spot $1.2312 $1.2312 $1.2312 $1.2312 $1.2312

FX 81,221.57 €     81,221.57 €       81,221.57 €       81,221.57 €            81,221.57 €      

Future FX 92,643.27 €     92,643.27 €       92,643.27 €       92,643.27 €            92,643.27 €      

Forward Rate 1.1563 $          1.1403 $            1.1932 $            1.1133 $                 1.0933 $           

Spot 107,122.50 $   $105,641.13 $110,538.00 $103,139.76 $101,286.89

Loan 107,122.50 $   107,122.50 $     107,122.50 $     107,122.50 $          107,122.50 $    

Profit - $                ($1,481) $3,416 ($3,983) ($5,836)
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												Spot rate		$1.67																Incorrect

														Zero Rates																Use CAD factor on GBP and convert at spot at the end										Convert as spot and use CAD factor

								Year Ended		Cash Inflows in GBP		Year Ended		GBP		CAD				PV in GBP		Forward Rates		CAD		PV in CAD				CAD Factor										At CAD spot		At CAD factor

								1		200		1		5.0%		7.5%				190.48		1.7098		341.95		318.10				0.9302325581		186.0465116279								$334.00		310.6976744186

								2		200		2		5.5%		8.0%				179.69		1.7501		350.02		300.08				0.8573388203		171.4677640604								$334.00		286.3511659808

								3		200		3		6.0%		8.5%				167.92		1.7910		358.19		280.43				0.7829080984		156.5816196861								$334.00		261.4913048759

								4		200		4		5.5%		9.0%				161.44		1.9029		380.58		269.61				0.7084252111		141.685042213								$334.00		236.6140204958

								5		200		5		4.5%		9.5%				160.49		2.1096		421.93		268.02				0.6352276653		127.0455330564								$334.00		212.1660402041



																		Total		860.02						1,436.24						782.8264706438										$   1,307.32

																		At spot		$1.67												$1,307.32

																		CAD		1,436.24

								expected risky bond return

										Face value in MYR				100,000.00

										Market price in MYR				78,352.62				Implied MYR five year zero rate						5.00%

										Maturity				5 Years				5 year forward rate for MYR						$0.3418

										Spot				$0.3067				Forward CAD						34,184.92

																		PV in CAD						24,034.54

																		Conversion at spot						24,034.54

										CAD 5 year  zero rate				7.30%

																		YTM						7.30%

										Face value in MYR				100,000.00

										Market price in MYR				78,352.62

										Spot MYR				$0.3067

										5 year forward MYR				$0.3418

								what was the fisc mon pol

										state an observed effect in a floating rate/fixed rate economy and ask for the likely monetary or fiscal policy tool that was used.

								Risk and arbitrage

														Spot		Possible Outcomes				Riskless Interest Rate						Riskless		Up less riskless		Riskless minus down

																Good Case		Bad Case				Up		Down

												I		$   523.00		$   627.60		$   434.09		5%		1.20		0.83		$   549.15		$78.45		$   115.06

												II		£   325.00		£   367.25		£   286.00		11%		1.13		0.88		$   360.75		$6.50		$   74.75

												III		€    436.00		€    457.80		€    414.20		6%		1.05		0.95		$   462.16		-$4.36		$   47.96

												IV		¥   653.00		¥   855.43		¥   496.28		7%		1.31		0.76		$   698.71		$156.72		$   202.43

								Bond versus forward rates

								Riskless Bond						Period		Yield to Maturity

								Face value		1,000.00				1		2.80%

								Coupon		5%				2		3.50%

														3		4.10%

														4		5.10%



								Risk premium		2%

								Discount rate		7%

								Period				Bond cash flows		PV of bond cash flows		ZCB Prices		PV of bond cash flows

								1		2.80%		50.00		48.64		0.97		48.64

								2		3.50%		50.00		46.68		0.93		46.68

								3		4.10%		50.00		44.32		0.89		44.32

								4		5.10%		1,050.00		860.55		0.82		860.55



														1,000.19				1,000.19

								Period		CAD Cash Flow		Four year riskless bond yield to maturity		Risk Premium		All in Rate		PV Factor off of all in rate		PV of capital project		PV factor from bond		PV from bond				Incorrect

								1		400		2.80%		2.00%		4.80%		0.9542		381.68		0.9346		373.83				0.9523809524		380.9523809524		0.9727626459		389.1050583658

								2		400		3.50%		2.00%		5.50%		0.8985		359.38		0.8734		349.38				0.9070294785		362.8117913832		0.9335107004		373.4042801466

								3		400		4.10%		2.00%		6.10%		0.8372		334.90		0.8163		326.52				0.8638375985		345.5350394126		0.8864368698		354.5747479075

								4		400		5.10%		2.00%		7.10%		0.7600		304.02		0.7629		305.16				0.8227024748		329.0809899168		0.8195758181		327.830327236



																				1,379.98				1,354.88						1,418.38				1,444.91

																		Capital cost		1,365.00				1,365.00						1,365.00				1,365.00

																				14.98				(10.12)						53.38				79.91

										Forward rates

										Spot Rate		$1.2312

										Domestic		3.50%

										Foreign		6.80%

										Horizon		2		years

										Borrow		100,000.00		100,000.00		100,000.00		100,000.00		100,000.00

										Spot		$1.2312		$1.2312		$1.2312		$1.2312		$1.2312

										FX		€    81,221.57		€    81,221.57		€    81,221.57		€    81,221.57		€    81,221.57

										Future FX		€    92,643.27		€    92,643.27		€    92,643.27		€    92,643.27		€    92,643.27

										Forward Rate		$   1.1563		$   1.1403		$   1.1932		$   1.1133		$   1.0933

										Spot		$   107,122.50		$105,641.13		$110,538.00		$103,139.76		$101,286.89

										Loan		$   107,122.50		$   107,122.50		$   107,122.50		$   107,122.50		$   107,122.50

										Profit		$   - 0		($1,481)		$3,416		($3,983)		($5,836)

										Forward rates again

										Spot rate		$1.6340

										Canadian riskless rate				5.20%

										British riskless rate				4.23%

										Horizon				3		years

										Borrow		100,000.00		100,000.00		100,000.00		100,000.00

										Spot		$1.6340		$1.6340		$1.6340		$1.6340

										FX		£   61,199.51		£   61,199.51		£   61,199.51		£   61,199.51

										Future FX		£   69,298.87		£   69,298.87		£   69,298.87		£   69,298.87

										Forward Rate		$   1.6800		$   1.6492		$   1.6189		$   1.5892

										Spot		$   116,425.26		$   114,288.15		$   112,190.27		$   110,130.90

										Loan		$   116,425.26		$   116,425.26		$   116,425.26		$   116,425.26

										Profit		$   - 0		$   2,137.11		$   4,234.99		$   6,294.36
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Contract size 50,000

Date

Days to 

Maturity

Spot 

rate

Closing future 

price

Daily price 

change

Daily 

Settlement

22-Nov-10 2 1.1020 1.1337

23-Nov-10 1 1.1260 1.1577

24-Nov-10 0 1.1470 1.1470
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Q57-59 Volvo C30

				Old question:																Volvo C30 basic model (ignore any Tax)

				Location		2009 Price Year 
End Price		Currency		Inflation in 
2010		2010 Price Year
End Price								Country		Year 2010
End Price		Currency		Inflation expectation		Year 2011
End Price

				Canada		16,488.00		CAD		5%		17,312.40								Canada		27,695.00		CAD		2%

				Japan		1,800,984.24		YEN		3%		1,855,013.77								China		180,152.37		YUAN		10%

				FX (per 1 CAD)		109.2300						107.1494								FX (per 1 CAD) (mid market-cost)		6.5049

						111.4146

						109.7454		113.0838												Quote for CAD

						0.008843		0.009112												Quote for Yuan		0.1508		0.1528



				CAD cost pay Yen sticker price				16410.57		Canadian purchaser prefers to buy in YEN										CAD cost pay Yuan sticker price

				Yen proceeds from CAD				1809482.00		Japanese vendor prefers to sell in CAD										Yuan proceeds from CAD



																				Solution:



																				Volvo C30 basic model (ignore any Tax)

																				Country		Year 2010
End Price		Currency		Inflation expectation		Year 2011
End Price

																				Canada		27,695.00		CAD		2%		28,248.90

																				China		180,152.37		YUAN		10%		198,167.61

																				FX (per 1 CAD) (mid market-cost)		6.5049						7.0151



																				Quote for CAD		6.5445		6.6313

																				Quote for Yuan		0.1508		0.1528



																				CAD cost pay Yuan sticker price				27,527.28		Canadian purchaser prefers to buy in Yuan

																				Yuan proceeds from CAD				181,250.00		Japanese vendor prefers to sell in CAD







Q60-62 CAN EURO forward

																						Old question:

						New question:



						Canadian dollar costs of 
one Euro		1.3957

						Domestic interest rate		2%

						Euro interest rate		4%

						Possible future outcomes
for the rate one year from
now

						High scenario		1.4231

						Low scenario		1.2115



						Forward rate



						Solution:



						Canadian dollar costs of 
one Euro		1.3957

						Domestic interest rate		2%						0.0274

						Euro interest rate		4%						2740

						Possible future outcomes
for the rate one year from
now

						High scenario		1.4231

						Low scenario		1.2115



						Forward rate		1.3688596154						0.0531

						forward rate formula		1.3957 * (1.02/1.04)						5310



						Incorrect forward rate		1.4231



						 Machine cost in Euro		100,000

						Difference in price		1.3689





Q63-65 Audi Mazda SWAP

				Old question:

								Market		Toyota				Bank				Honda		Market

						SWAP								4.15%

														4.10%

						Net								0.05%

						Fixed				5.20%								4.60%

						Float				1.30%								0.30%

						LIBOR+				1.10%

						SWAP Plus												0.30%

						SWAP all in												4.45%



								the basic new number (fixed & float rate) is the old numbers plus 0.75%														0.75%

				New question:

								Market		Mazda				Bank				Audi		Market

														4.20%

														4.15%

										Spread for the bank				0.05%

														LIBOR



								Fixed		5.95%								5.35%

								Float		2.05%								1.05%



												Mazda receives fixed from the swap				Audi pays fixed into the swap

										5.95%				Pays to market				LIBOR + 1.05%

										4.15%				Receives from the swap				LIBOR

										1.80%				Net				1.05%

										LIBOR				Pays into the swap				4.20%

								LIBOR +		1.80%				All in				5.25%		Fixed

								LIBOR +		2.05%				Benchmark				5.35%		Fixed

										0.25%				Better/ (Worse)				0.10%



														4.20%

														4.15%

														0.05%

														LIBOR



												Mazda pays fixed into the swap				Audi receives fixed from the swap

										LIBOR + 2.05%				Pays to market				5.35%

										LIBOR				Receives from the swap				4.15%

										2.05%				Net				1.20%

										4.20%				Pays into the swap				LIBOR

								Fixed		6.25%				All in				1.20%		LIBOR +

								Fixed		5.95%				Benchmark				1.05%		LIBOR +

										-0.30%				Better/ (Worse)				-0.15%





Q66-68 Land Rover 

				New question:																				Old question



				Import Land Rover from U.K.

				Initial cost of the vehicle in GBP		34,450						Low case		High case

				Current CAD cost of a GBP		1.6229				Spot rate		1.5231		1.7165

				Forward rate		1.5918

				Option strike price		1.5918

				Option cost per dollar in CAD		0.0149











				Solution:



				Import Land Rover from U.K.

				Initial cost of the vehicle in GBP		34,450				Low case		High case		Low case		High case

				Current CAD cost of a GBP		1.6229		GBP		34,450		34,450		34,450		34,450

				Forward rate		1.5918				1.5231		1.7165		1.5231		1.7165

				Option strike price		1.5918		CAD		52,471		59,133		52,471		59,133

				Option cost per GBP in CAD		0.0149



								Forward price/strike price		1.5918		1.5918				1.5918

								Difference		-0.0687		0.1247				0.1247

								Gain/(Loss)		(2,367)		4,296		- 0		4,296

								Opton cost						513		513

								All in cost		54,838		54,838		52,984		55,351



				Forward rate = spot rate * ((1+domestic interest)/(1+foreign interest))

				Incorrect forward rate = spot rate * ((1+foreign interest)/(1+domestic interest))

										If use incorrect forward rate:

												Low case		High case

										GBP needed		34,450		34,450

										Spot rate		1.5231		1.7165

										Forward rate 		0.0000		0.0000

										At spot		52,471		59,133

										At forward		- 0		- 0

										Gain/loss on hedging		52,471		59,133		(saved)



										Cost spread		6,663		(high case spot- low case spot)





Q69 Spot rate

				New question:																		Old question:



				Contract size		50,000





				Date		Days to Maturity		Spot rate		Closing future price		Daily price change		Daily Settlement

				22-Nov-10		2		1.1020		1.1337

				23-Nov-10		1		1.1260		1.1577

				24-Nov-10		0		1.1470		1.1470













				Solution:



				FX needs:		50,000





				Date		Days to Maturity		Spot rate		Closing future price		Daily price change		Daily Settlement

				22-Nov-10		2		1.1020		1.1337

				23-Nov-10		1		1.1260		1.1577		0.0240		1,200

				24-Nov-10		0		1.1470		1.1470		-0.0107		(535)

												sum		665

												Purchase amount		57,350

												Net amount		56,685



												Difference		56,685
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Canadian dollar costs of a US 


dollar 1.02239
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															Low			High


			Cost			1.8557						US$ needed			47,000			47,000


			rd			3.50%						Spot			1.7438			1.9353


			rf			7.20%						F			1.7917			1.7917


			F			1.7917						At spot			81,959			90,959


												At fwd			84,208			84,208


												Gain or loss on hedge			(2,249)			6,752


									For test purposes F=			1.7917


												Cost spread			9,001


						1.9220390338						Wrong answers			26,953			24,286


						90335.834589372									2,667


															84,208			84,208


															-   2,249			6,752
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Low High


Cost 1.8557 US$ needed 47,000          47,000        


rd 3.50% Spot 1.7438 1.9353


rf 7.20% F 1.7917 1.7917


F 1.7917 At spot 81,959          90,959        


At fwd 84,208          84,208        


Gain or loss on hedge (2,249) 6,752


For test purposes F= 1.7917


Cost spread 9,001           


1.922039 Wrong answers 26,953 24,286


90335.83 2,667


84,208          84,208        


2,249 -           6,752          
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			2			Sales															3450			3450


						Operating expenses (including cost of goods sold)															2760			-2760


						General and administrative expenses															150			-150


						Depreciation															320			-320


																					220


						Taxes															100			-100


						Net															120


						Sustaining capital investment															20			-20


						Investment in working capital															30			-30


						FCFF															70			70


			12			Fixed co			raises			11%			10.75%			0.2500%


									float			0.50%


						Floatco			fix			12%


									float			1%			10.75%			11.75%


			17			rus			5.37%


						rcad			4.86%						wrong answer						1.0571583752			1.0572


						spot in us			1.0623												1.0674666317			1.0675


						spot in cad			0.9414												0.9459786191			0.946


						fwd			0.9368


			18			rus			8.29%									1.0385785599


						rcad			5.55%									0.9628544615


						spot in cad			1.0123


						fwd			0.9867


			25						cdn			0.9624			0.9714						1.0391			1.0294


												1.0294420424			1.0390689942


												1.0294			1.0391


			38			Canada			272.45			5%			286.0725


						fx			1.18


						Europe			230.8898305085			12%			258.5966101695


									1.18						1.1063


															1.2587


									Required number of units of FX									1,000


									Date			Days to Maturity			Spot			Closing Futures Price			Daily Price Change			Daily Settlement


									28-Oct-09			2			1.2940			1.2936


									29-Oct-09			1			1.2999			1.2998			0.0062			$6.20


									30-Oct-09			0			1.2897			1.2897			-0.0101			-$10.10


																								-$3.90


																					Purchase			$1,289.70


																					Net			$1,293.60


									rd			9%


									rf			4%


									Required number of units of FX									10,000


									Date			Days to Maturity			Spot			Closing Futures Price			Daily Price Change			Daily Settlement


									28-Oct-09			2			1.2669			1.2667


									29-Oct-09			1			1.2337			1.2339


									30-Oct-09			0			1.2178			1.2178


																					Purchase


																					Net			$0.00


									rcad			3.50%


									rgbp			7%
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			2			Sales															3450			3450


						Operating expenses (including cost of goods sold)															2760			-2760


						General and administrative expenses															150			-150


						Depreciation															320			-320


																					220


						Taxes															100			-100


						Net															120


						Sustaining capital investment															20			-20


						Investment in working capital															30			-30


						FCFF															70			70


			12			Fixed co			raises			11%			10.75%			0.2500%


									float			0.50%


						Floatco			fix			12%


									float			1%			10.75%			11.75%


			17			rus			5.37%


						rcad			4.86%						wrong answer						1.0571583752			1.0572


						spot in us			1.0623												1.0674666317			1.0675


						spot in cad			0.9414												0.9459786191			0.946


						fwd			0.9368


			18			rus			8.29%									1.0385785599


						rcad			5.55%									0.9628544615


						spot in cad			1.0123


						fwd			0.9867


			25						cdn			0.9624			0.9714						1.0391			1.0294


												1.0294420424			1.0390689942


												1.0294			1.0391


			38			Canada			272.45			5%			286.0725


						fx			1.18


						Europe			230.8898305085			12%			258.5966101695


									1.18						1.1063


															1.2587


									Required number of units of FX									1,000


									Date			Days to Maturity			Spot			Closing Futures Price			Daily Price Change			Daily Settlement
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Required number of units of FX 10,000
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28-Oct-09 2 1.2669 1.2667


29-Oct-09 1 1.2337 1.2339


30-Oct-09 0 1.2178 1.2178


Purchase


Net $0.00
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28-Oct-09 2 1.2669 1.2667


29-Oct-09 1 1.2758 1.2775 0.0108 $       108 $             


30-Oct-09 0 1.2875 1.2875 0.0100 $       100 $             


Purchase 12,875 $        


Net 12,667 $        


13,083 $        
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Q57-59 Volvo C30

				Old question:																Volvo C30 basic model (ignore any Tax)

				Location		2009 Price Year 
End Price		Currency		Inflation in 
2010		2010 Price Year
End Price								Country		Year 2010
End Price		Currency		Inflation expectation		Year 2011
End Price

				Canada		16,488.00		CAD		5%		17,312.40								Canada		27,695.00		CAD		2%

				Japan		1,800,984.24		YEN		3%		1,855,013.77								China		180,152.37		YUAN		10%

				FX (per 1 CAD)		109.2300						107.1494								FX (per 1 CAD) (mid market-cost)		6.5049

						111.4146

						109.7454		113.0838												Quote for CAD

						0.008843		0.009112												Quote for Yuan		0.1508		0.1528



				CAD cost pay Yen sticker price				16410.57		Canadian purchaser prefers to buy in YEN										CAD cost pay Yuan sticker price

				Yen proceeds from CAD				1809482.00		Japanese vendor prefers to sell in CAD										Yuan proceeds from CAD



																				Solution:



																				Volvo C30 basic model (ignore any Tax)

																				Country		Year 2010
End Price		Currency		Inflation expectation		Year 2011
End Price

																				Canada		27,695.00		CAD		2%		28,248.90

																				China		180,152.37		YUAN		10%		198,167.61

																				FX (per 1 CAD) (mid market-cost)		6.5049						7.0151



																				Quote for CAD		6.5445		6.6313

																				Quote for Yuan		0.1508		0.1528



																				CAD cost pay Yuan sticker price				27,527.28		Canadian purchaser prefers to buy in Yuan

																				Yuan proceeds from CAD				181,250.00		Japanese vendor prefers to sell in CAD







Q60-62 CAN EURO forward

																						Old question:

						New question:



						Canadian dollar costs of 
one Euro		1.3957

						Domestic interest rate		2%

						Euro interest rate		4%

						Possible future outcomes
for the rate one year from
now

						High scenario		1.4231

						Low scenario		1.2115



						Forward rate



						Solution:



						Canadian dollar costs of 
one Euro		1.3957

						Domestic interest rate		2%						0.0274

						Euro interest rate		4%						2740

						Possible future outcomes
for the rate one year from
now

						High scenario		1.4231

						Low scenario		1.2115



						Forward rate		1.3688596154						0.0531

						forward rate formula		1.3957 * (1.02/1.04)						5310



						Incorrect forward rate		1.4231



						 Machine cost in Euro		100,000

						Difference in price		1.3689





Q63-65 Audi Mazda SWAP

				Old question:

								Market		Toyota				Bank				Honda		Market

						SWAP								4.15%

														4.10%

						Net								0.05%

						Fixed				5.20%								4.60%

						Float				1.30%								0.30%

						LIBOR+				1.10%

						SWAP Plus												0.30%

						SWAP all in												4.45%



								the basic new number (fixed & float rate) is the old numbers plus 0.75%														0.75%

				New question:

								Market		Mazda				Bank				Audi		Market

														4.20%

														4.15%

										Spread for the bank				0.05%

														LIBOR



								Fixed		5.95%								5.35%

								Float		2.05%								1.05%



												Mazda receives fixed from the swap				Audi pays fixed into the swap

										5.95%				Pays to market				LIBOR + 1.05%

										4.15%				Receives from the swap				LIBOR

										1.80%				Net				1.05%

										LIBOR				Pays into the swap				4.20%

								LIBOR +		1.80%				All in				5.25%		Fixed

								LIBOR +		2.05%				Benchmark				5.35%		Fixed

										0.25%				Better/ (Worse)				0.10%



														4.20%

														4.15%

														0.05%

														LIBOR



												Mazda pays fixed into the swap				Audi receives fixed from the swap

										LIBOR + 2.05%				Pays to market				5.35%

										LIBOR				Receives from the swap				4.15%

										2.05%				Net				1.20%

										4.20%				Pays into the swap				LIBOR

								Fixed		6.25%				All in				1.20%		LIBOR +

								Fixed		5.95%				Benchmark				1.05%		LIBOR +

										-0.30%				Better/ (Worse)				-0.15%





Q66-68 Land Rover 

				New question:																				Old question



				Import Land Rover from U.K.

				Initial cost of the vehicle in GBP		34,450						Low case		High case

				Current CAD cost of a GBP		1.6229				Spot rate		1.5231		1.7165

				Forward rate		1.5918

				Option strike price		1.5918

				Option cost per dollar in CAD		0.0149











				Solution:



				Import Land Rover from U.K.

				Initial cost of the vehicle in GBP		34,450				Low case		High case		Low case		High case

				Current CAD cost of a GBP		1.6229		GBP		34,450		34,450		34,450		34,450

				Forward rate		1.5918				1.5231		1.7165		1.5231		1.7165

				Option strike price		1.5918		CAD		52,471		59,133		52,471		59,133

				Option cost per GBP in CAD		0.0149



								Forward price/strike price		1.5918		1.5918				1.5918

								Difference		-0.0687		0.1247				0.1247

								Gain/(Loss)		(2,367)		4,296		- 0		4,296

								Opton cost						513		513

								All in cost		54,838		54,838		52,984		55,351



				Forward rate = spot rate * ((1+domestic interest)/(1+foreign interest))

				Incorrect forward rate = spot rate * ((1+foreign interest)/(1+domestic interest))

										If use incorrect forward rate:

												Low case		High case

										GBP needed		34,450		34,450

										Spot rate		1.5231		1.7165

										Forward rate 		0.0000		0.0000

										At spot		52,471		59,133

										At forward		- 0		- 0

										Gain/loss on hedging		52,471		59,133		(saved)



										Cost spread		6,663		(high case spot- low case spot)





Q69 Spot rate

				New question:																		Old question:



				Contract size		50,000





				Date		Days to Maturity		Spot rate		Closing future price		Daily price change		Daily Settlement

				22-Nov-10		2		1.1020		1.1337

				23-Nov-10		1		1.1260		1.1577

				24-Nov-10		0		1.1470		1.1470













				Solution:



				FX needs:		50,000





				Date		Days to Maturity		Spot rate		Closing future price		Daily price change		Daily Settlement

				22-Nov-10		2		1.1020		1.1337

				23-Nov-10		1		1.1260		1.1577		0.0240		1,200

				24-Nov-10		0		1.1470		1.1470		-0.0107		(535)

												sum		665

												Purchase amount		57,350

												Net amount		56,685



												Difference		56,685
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															Low			High


			Cost			1.8557						US$ needed			47,000			47,000


			rd			3.50%						Spot			1.7438			1.9353


			rf			7.20%						F			1.7917			1.7917


			F			1.7917						At spot			81,959			90,959


												At fwd			84,208			84,208


												Gain or loss on hedge			(2,249)			6,752


									For test purposes F=			1.7917


												Cost spread			9,001


						1.9220390338						Wrong answers			26,953			24,286


						90335.834589372									2,667


															84,208			84,208


															-   2,249			6,752
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Low High


Cost 1.8557 US$ needed 47,000          47,000        


rd 3.50% Spot 1.7438 1.9353


rf 7.20% F 1.7917 1.7917


F 1.7917 At spot 81,959          90,959        


At fwd 84,208          84,208        


Gain or loss on hedge (2,249) 6,752


For test purposes F= 1.7917


Cost spread 9,001           


1.922039 Wrong answers 26,953 24,286


90335.83 2,667


84,208          84,208        


2,249 -           6,752          
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			2			Sales															3450			3450


						Operating expenses (including cost of goods sold)															2760			-2760


						General and administrative expenses															150			-150


						Depreciation															320			-320


																					220


						Taxes															100			-100


						Net															120


						Sustaining capital investment															20			-20


						Investment in working capital															30			-30


						FCFF															70			70


			12			Fixed co			raises			11%			10.75%			0.2500%


									float			0.50%


						Floatco			fix			12%


									float			1%			10.75%			11.75%


			17			rus			5.37%


						rcad			4.86%						wrong answer						1.0571583752			1.0572


						spot in us			1.0623												1.0674666317			1.0675


						spot in cad			0.9414												0.9459786191			0.946


						fwd			0.9368


			18			rus			8.29%									1.0385785599


						rcad			5.55%									0.9628544615


						spot in cad			1.0123


						fwd			0.9867


			25						cdn			0.9624			0.9714						1.0391			1.0294


												1.0294420424			1.0390689942


												1.0294			1.0391


			38			Canada			272.45			5%			286.0725


						fx			1.18


						Europe			230.8898305085			12%			258.5966101695


									1.18						1.1063


															1.2587


									Required number of units of FX									1,000


									Date			Days to Maturity			Spot			Closing Futures Price			Daily Price Change			Daily Settlement


									28-Oct-09			2			1.2940			1.2936


									29-Oct-09			1			1.2999			1.2998			0.0062			$6.20


									30-Oct-09			0			1.2897			1.2897			-0.0101			-$10.10


																								-$3.90


																					Purchase			$1,289.70


																					Net			$1,293.60


									rd			9%


									rf			4%


									Required number of units of FX									10,000


									Date			Days to Maturity			Spot			Closing Futures Price			Daily Price Change			Daily Settlement


									28-Oct-09			2			1.2669			1.2667


									29-Oct-09			1			1.2337			1.2339


									30-Oct-09			0			1.2178			1.2178


																					Purchase


																					Net			$0.00


									rcad			3.50%


									rgbp			7%
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Indirect quote in the uk 1.8943 1.9258

Direct qutoe in the uk 0.5193 0.5279


