Case Study: International Finance in Sudan
Wafaa, a graduate of the MSc Accounting and Finance program at Sudan International University, is Manager, International Finance at Elbarbary Group, a conglomerate in Khartoum, Sudan.  Because of the US sanctions against Sudan, the company is limited in the countries with which it can do business.  Currently, the company’s main supplier for the medical supplies division is a Chinese manufacturer based in Shenzhen.  The company regularly enters into hedging transactions to manage foreign exchange rate risk.  Currently, the exchange rates between the Sudanese pound and the Chinese renminbi are as follows:
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The SDG has experienced major devaluation since the separation of South Sudan in 2011; 75% of the country’s oil is in South Sudan and the loss of this revenue stream has significantly affected Sudan’s economy.  Additionally, the US economic sanctions against Sudan continue to weaken the Sudanese economy.  Since 2011, the SDG has declined in value approximately 140% relative to the CNY, and it is expected that during 2017, the SDG will experience an additional 30% depreciation against the CNY, as reflected in the following 60 day forward exchange rates:
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Wafaa is evaluating options to hedge a CNY 850,000 transaction between Elbarbary Group and one of the suppliers in China.  Currently the company has the opportunity to purchase a 60 day option to purchase CNY 850,000 at a rate of 2.83 SDG to 1 CNY for a fee of SDG 28,000.  This is a typical hedge transaction for the company.  However, Wafaa has been reading about the changing perspective of the United States towards Sudan; while the US continues to condemn the conflict in Darfur, South Kordofan, and Blue Nile State, it has been in closer communication with the government in Khartoum and seems to be softening its stance on the idea that Sudan is a state sponsor of terror.  She knows that if the US reduces or removes the sanctions regime against Sudan that the result will be a significant boost to Sudan’s economic position, including the strength of its currency.
[bookmark: _GoBack]As President Obama will be leaving office in 30 days, Wafaa senses that the US government could possibly make a favorable announcement regarding the sanctions against Sudan in the very near future.  She is wondering whether to hedge the transaction with the option purchase as normal, or whether to forego the hedge in light of the possibility that Sudan’s economic situation will change favorably in the short term.



REQUIRED:
As Wafaa:
1) Assume the forward rate today is the same as the spot rate at the time the payable is due. 
a. Calculate the amount of foreign exchange loss on the transaction if the company does not purchase the option to buy Chinese renminbi.
b. Calculate the effect of purchasing the option.

2) Assume that the US government eases the sanctions against Sudan during the next 30 days, resulting in a significant appreciation of the SDG, with a spot rate at the time the payable is due as follows:
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a. Calculate the foreign exchange effect on the transaction if the company does not purchase the option to buy Chinese renminbi.
b. Calculate the effect of purchasing the option.
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Spot Rate SDG CNY

Indirect: 1.0000      0.3614      

Direct: 2.7673      1.0000      
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Forward Rate SDG CNY

Indirect: 1.0000      0.3438      

Direct: 2.9087      1.0000      
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Spot Rate SDG CNY

Indirect: 1.0000      0.5500      

Direct: 1.8182      1.0000      


