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	                       Part A                                                10 x 1 = 10       
           	Choose the correct answer

1. Which of the following is a legitimate reason for international investment?                                 CO1K1
a) Dividends from a foreign subsidiary are tax exempt in the United States.
b) Most governments do not tax foreign corporations.
c)   There are possible benefits from international diversification.
d) International investments have less political risk than domestic investments.
	
2.  Interest-rate parity refers to the concept that, where market imperfections are few,                   CO1K1
a) The same goods must sell for the same price across countries.
b)  Interest rates across countries will eventually be the same.
c) There is an offsetting relationship between interest rate differentials and differentials in the forward spot exchange market.
d) There is an offsetting relationship provided by costs and revenues in similar market environments

3. The forward market is especially well-suited to offer hedging protection against                          CO2K2
a) Translation risk exposure                                  b)   Transactions risk exposure.
c)    Political risk exposure                                       d)   Taxation

4. Suppose that the Japanese yen is selling at a forward discount in the forward-exchange market.                This implies that most likely                                                                                                            CO2K1
a) This currency has low exchange-rate risk.
b) This currency is gaining strength in relation to the dollar.
c) Interest rates are higher in Japan than in the United States.
d) Interest rates are declining in Japan

5. Following FASB Statement No. 52, gains or losses from currency translation are shown:             CO3K2
a) On the income statement as currency gains (or losses).
b) On the balance sheet as an adjustment to owners' equity.
c) On the balance sheet as an adjustment to cash.
d) Nowhere because gains or losses from currency changes need not be shown

6. All of the following are hedges against exchange-rate risk EXCEPT                                              CO3K2
a) Balancing monetary assets and liabilities.         b) Use of spot market.
c)    Foreign-currency swaps.                                   d) Adjustment of funds commitments between countries.

7. A multinational can centralize cash management and attempt to reduce exchange rate risk exposure through the use of                                                                                                                            CO4K1
a) a reinvoicing center.     b) a bill of lading.          c) a time draft.      d) Countertrade

8. Forfaiting most closely resembles                                                                                                   CO4K2
a) Export factoring.           b)  Countertrade.          c) Netting.             d) Rein voicing

9. The euro is the name for                                                                                                                  CO5K1
a) a currency deposited outside its country of origin.
b) a bond sold internationally outside of the country in whose currency the bond is denominated.
c) a common European currency.
d) a type of sandwich

10. Assume that a Big Mac hamburger is selling for £1.99 in the United Kingdom, the same hamburger is selling for $2.71 in the United States, and the actual exchange rate (to buy $1.00 with British pounds)          is 0.63. According to         , the British pound is          the US dollar.                                               CO5K2
a)  purchasing-power parity; undervalued               b) interest-rate parity; undervalued
c)   purchasing-power parity; overvalued                 d) interest-rate parity; overvalued

	          Part – B				        5 x 4 = 20 
Answer any five questions
Each answer should not exceed 200 words or one page


11. What are the factors influencing international trade flows?                                     CO1K3

      12. How to compute the overall balance and also its significance?                              CO1K3

13. What is the difference between the retail or market and the wholesale
 market for foreign exchange?                                                                                         CO2K4
                                                                            
      14. What are the different strategies for foreign exchange risk management?              CO2K4

15. What is the international fishers effect? Why does it work?                                    CO3K3

      16. What is the security conditions a perfect capital market? Why do these  
             assumptions make the analysis of international parity conditions easier?             CO3K3

17. How do companies use the international capital market?                                       CO4K4
                                                                            
      18. Why cash management process is more difficult in MNCs? How does working 
 capital management in MNCs and domestic firms?                                               CO4K3

19. What are the disadvantages of company financing in preferred stock?                  CO5K4

      20. What are the special drawing rights? Why were they created?                               CO5K3

	
	          Part – C			                       3 x 10 = 30 
Answer any three questions
Each answer should not exceed 600 words or three pages
Question No.29 Case is Compulsory 

21. Explain the theory of competitive advantages and examine the role of incentives 
            for exports?                                                                                                             CO1K5

22. Explain the major role of International monetary fund in international monetary 
                  system?                                                                                                                   CO1K5

23. Define foreign exchange market. How are foreign exchange transactions between 
     international banks settled?                                                                                      CO2K4
                                                                             
24.  Discuss the advantages of company options contract as a hedging tools  
                 compared with the forward contract?                                                                        CO2K4

25.  Discuss the major differences between purchase power parity and interest rate 
     parity? What are the reasons for deviations from purchasing power parity?             CO3K5

      26. What are the factors affecting International portfolio investment? Describe the advantages 
                 and disadvantages of Foreign Direct Investment in developing countries?               CO3K5

27. Discuss the basic motivations for a counterparty to enter into a currency swap?   
     What are the risks confronting an interest rate and currency swap dealer?              CO4K4

      28. What are the complexities in optimization of cash flow in MNCs? What are the  
                 specific problems which an MNC finance manager faces in managing receivables 
                 and inventories?                                                                                                         CO4K4

29. Case Study:
 In a currency swap, counterparties exchange the same sums at the beginning and the end of the swap period. Explain how this practice relates to the custom of making interest payments during the life of the swap agreement.                                                                                                     CO5K6
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