











C. M. Korth

Work Problems: FXX

1. Your company has an NKr 8,000,000 account receivable due in 3 months.  Spot rates
are NKr 1.3500-20/$ and the 3-month forward is NKr 1.3690-720/$.  Dollars can be 
invested at 6.00% and NKr at 8.00%.  Dollars can be borrowed at 6.50% and 

NKr at 8.50%.
a.  _____________________ What kind of exposure is this: translation, transaction or 



economic? 

b. What are your alternatives?  ______________________________________________



_________________________________________________________________

c. _____________________ How much would you receive (in $) using a forward hedge?
d. _____________________ How much would you receive (in $) using a money-market 


hedge?



e. What is your choice?  Explain.  ____________________________________________




__________________________________________________________________




__________________________________________________________________




__________________________________________________________________

f. Is a forward hedge on or off the balance sheet? _______________________

f. Is a money-market hedge on or off the balance sheet? _______________________

2. Your company has a MEKr 12,000,000 account payable due in 6 months.  Spot rates 
are MEKr 1.3500-20/$ and the 6-month forward is MEKr 1.3690-720/$.  You forecast that the forward rate will be MEKr 1.3680/$.  Dollars can be invested at 6.00% and MEKr at 8.00%.  Dollars can be borrowed at 6.50% and MEKr at 8.50%.
a.  _____________________ What kind of exposure is this? 
b. What are your alternatives?  ______________________________________________



_________________________________________________________________

c. _____________________ How much would you pay (in $) if you did not hedge but

your forecast was correct?

d. _____________________ How much would you pay (in $) using a forward hedge?

e. _____________________ How much would you pay (in $) using a money-market 



hedge?



f. What is your choice?  Explain.  ____________________________________________




__________________________________________________________________




__________________________________________________________________

3. ________________ You had bought $2,000,000 of MF one year ago when the franc was 
trading at MF 5.2430/$ and you had invested the funds to earn 8.00%.  What will your 
ROR be in $ if the XR is MF 5.7500/$ when the investment matured?

4. On May 26, 2009, middle rates for the spot and forward MF were as indicated below:




_Spot__ 
1 Month
 2 Months  
 3 Months

MF/$

0.4482

 0 .4491
   0.4502
  0.4514


_______________________ A supplier is submitting a bid on an order and must quote


his bid in MF.  The supplier would like to receive exactly $9,000,000 for his goods.  The 

purchaser will pay 1/3 of the purchase price in 30 days, 1/3 in 60 days, and 1/3 in 90 

days.  How much should the supplier bid in MF in order to secure his stated objectives?

[Ignore the time value of money.]
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Selected Answers  
[FX Exposure]

1-c.
$5,830,903.79

1-d.
$5,880,947.04

2-c.
$8,765,522.28

3 (1.52%)

4 MF4,052,100.00
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