


Financial Management
FX Risk Management Exercises
Question Set One
1) A company operating in Saudi Arabia has transactions to be settled in Euro.  Transaction and exchange rate information is as follows:
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a) What is the receivables amount to be received on the due date?
b) What is the payables amount to be paid on the due date?
c) What is net gain/(loss) to the company resulting from matching the receivables and payables?
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2) A company operating in Colombia wants to use a futures transaction to hedge FX risk relating to a transaction in Canadian dollars.  Relevant information is as follows:
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a) Calculate the net gain/(loss) under the following scenario:

[image: ]

b) Calculate the net gain/(loss) under the following scenario:
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3) A company is evaluating the purchase of an option to hedge against foreign currency risk.  Relevant information is as follows:
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a) Calculate the net gain/(loss) under the following scenario:

[image: ]

b) Calculate the net gain/(loss) under the following scenario:
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Financial Management
FX Risk Management Exercises
Question Set Two
1) A company operating in Saudi Arabia has transactions to be settled in Euro.  Transaction and exchange rate information is as follows:
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a) What is the receivables amount to be received on the due date?
b) What is the payables amount to be paid on the due date?
c) What is net gain/(loss) to the company resulting from matching the receivables and payables?
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2) A company operating in Colombia wants to use a futures transaction to hedge FX risk relating to a transaction in Canadian dollars.  Relevant information is as follows:
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a) Calculate the net gain/(loss) under the following scenario:
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b) Calculate the net gain/(loss) under the following scenario:
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3) A company is evaluating the purchase of an option to hedge against foreign currency risk.  Relevant information is as follows:
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a) [bookmark: _GoBack]Calculate the net gain/(loss) under the following scenario:
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b) Calculate the net gain/(loss) under the following scenario:
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Transaction Amount Currency Currency

Payable 120,000            CAD COP

FX rate, COP:CAD

Day 1 2,137                

Day 120 2,260                

Future, 120 Days CAD COP:CAD COP

Buy CAD 120,000            2,137                 256,440,000   

Fee 5,100,000       

Transaction
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Exchange Rate, day 120 2,280                
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Exchange Rate, day 120 2,000                
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Exchange Rate, day 120 2,280                 Exchange Rate, day 120 2,000                

Futures Settlement CAD FX Rate COP CAD FX Rate COP

Futures FX rate 120,000            2,137.00           256,440,000    120,000            2,137.00           256,440,000   

Actual FX rate 120,000            2,280.00           273,600,000    120,000            2,000.00           240,000,000   

FX gain/(loss) 17,160,000      (16,440,000)   

Fee 5,100,000        5,100,000       

Transaction gain/(loss) 12,060,000      (21,540,000)   

Payable Settlement CAD FX Rate COP CAD FX Rate COP

Payable, Day 1 120,000            2,137.00           256,440,000    120,000            2,137.00           256,440,000   

Payables, Day 120 120,000            2,280.00           273,600,000    120,000            2,000.00           240,000,000   

FX gain/(loss) (17,160,000)    16,440,000     

Net gain/(loss) (5,100,000)       (5,100,000)      
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Transaction Amount Currency Currency

Payable 120,000            CAD USD

Option, 180 Days CAD USD:CAD USD

Buy USD 120,000            0.74                        88,800                  

Fee 240                        

Transaction
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Exchange Rate, day 180 0.71                       
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Exchange Rate, day 180 0.78                       
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Exchange Rate, day 180 0.71                        Exchange Rate, day 180 0.78                  

Options Exercise CAD FX Rate USD CAD FX Rate USD

Options FX rate 0.74                        120,000            0.74                   88,800             

Actual FX rate 0.71                        120,000            0.78                   93,600             

FX gain/(loss) 4,800                

Fee 240                         240                   

Transaction gain/(loss) (240)                       4,560                

Payables Settlement CAD FX Rate USD CAD FX Rate USD

Payables, 1-Jan-2016 120,000                 0.74                        88,800                   120,000            0.74                   88,800             

Payables, 1-Apr-2016 120,000                 0.71                        85,200                   120,000            0.78                   93,600             

FX gain/(loss) 3,600                     (4,800)              

Net gain/(loss) 3,360                     (240)                  
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Balances, 1-Jan-2016 Currency Amount

Receivables, due 1-April-2016 Euro 63,000             

Payables, due 1-April-2016 Euro 71,500             

FX rate, SAR: Euro

1-Jan-16 4.20          

1-Apr-16 3.70          


image12.emf
Txn Currency Home Currency

Euro SAR:Euro SAR

Receivables, 1-Jan-2016 63,000              4.20                   264,600           

Receivables, 1-Apr-2016 63,000              3.70                   233,100           

Gain/(loss) (31,500)            

Euro SAR:Euro SAR

Payables, 1-Jan-2016 71,500              4.20                   300,300           

Payables, 1-Apr-2016 71,500              3.70                   264,550           

Gain/(loss) 35,750             

Net gain/(loss) 4,250                
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Home

Transaction Amount Currency Currency

Receivable 120,000            CAD COP

FX rate, COP:CAD

Day 1 2,137                

Day 120 1,996                

Future, 120 Days CAD COP:CAD COP

Sell CAD 120,000            2,137                 256,440,000   

Fee 5,100,000       

Transaction
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Exchange Rate, day 120 2,290                
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Exchange Rate, day 120 1,980                
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Exchange Rate, day 120 2,290                 Exchange Rate, day 120 1,980                

Futures Settlement CAD FX Rate COP CAD FX Rate COP

Futures FX rate 120,000            2,137.00           256,440,000    120,000            2,137.00           256,440,000   

Actual FX rate 120,000            2,290.00           274,800,000    120,000            1,980.00           237,600,000   

FX gain/(loss) (18,360,000)    18,840,000     

Fee 5,100,000        5,100,000       

Transaction gain/(loss) (23,460,000)    13,740,000     

Receivable Settlement CAD FX Rate COP CAD FX Rate COP

Receivable, Day 1 120,000            2,137.00           256,440,000    120,000            2,137.00           256,440,000   

Receivables, Day 120 120,000            2,290.00           274,800,000    120,000            1,980.00           237,600,000   

FX gain/(loss) 18,360,000      (18,840,000)   

Net gain/(loss) (5,100,000)       (5,100,000)      
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Transaction Amount Currency Currency

Receivable 120,000            CAD USD

Option, 180 Days CAD USD:CAD USD

Sell USD 120,000            0.74                        88,800                  

Fee 240                        

Transaction
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Exchange Rate, day 180 0.71                        Exchange Rate, day 180 0.78                  

Options Exercise CAD FX Rate USD CAD FX Rate USD

Options FX rate 120,000                 0.74                        88,800                   0.74                  

Actual FX rate 120,000                 0.71                        85,200                   0.78                  

FX gain/(loss) 3,600                    

Fee 240                         240                   

Transaction gain/(loss) 3,360                     (240)                  

Receivables Settlement CAD FX Rate USD CAD FX Rate USD

Receivables, 1-Jan-2016 120,000                 0.74                        88,800                   120,000            0.74                   88,800             

Receivables, 1-Apr-2016 120,000                 0.71                        85,200                   120,000            0.78                   93,600             

FX gain/(loss) (3,600)                    4,800                

Net gain/(loss) (240)                       4,560                
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Balances, 1-Jan-2016 Currency Amount

Receivables, due 1-April-2016 Euro 63,000             

Payables, due 1-April-2016 Euro 71,500             

FX rate, SAR: Euro

1-Jan-16 3.80          

1-Apr-16 4.10          
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Txn Currency Home Currency

Euro SAR:Euro SAR

Receivables, 1-Jan-2016 63,000              3.80                   239,400           

Receivables, 1-Apr-2016 63,000              4.10                   258,300           

Gain/(loss) 18,900             

Euro SAR:Euro SAR

Payables, 1-Jan-2016 71,500              3.80                   271,700           

Payables, 1-Apr-2016 71,500              4.10                   293,150           

Gain/(loss) (21,450)            

Net gain/(loss) (2,550)              


