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WEEK 16- FINAL EXAMINATION

ANSWER ALL QUESTIONS                                                                     Time -1 hour.

QUESTION 1

Assume that the foreign currency (F) has been quoted against the £ as follows:

Spot rate 			£1: F2156 – 2166
3 months forward rate 	£1: F2207 – 2222

Required:
1. Determine the amount required in sterling pound to buy 2 million foreign currencies.

· At the spot
· In 3 months’, time under the forward exchange contract.

2. Compute the amount a customer would get if he were to sell 2 million foreign currencies.

QUESTION 2

Explains the Bid and ask rate with the aid of an example.

QUESTION 3

Assume that the following quotation is given:

		Spot rate 			£1: $1.635 - $ 1.6385
One month forward 	                  0.5 – 0.47 cents premium

Required:
Compute the cost of the forward cover for a customer. 
i. Buying dollars 1 month forward. 
ii. Selling dollars one month forward.
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QUESTION 4

Explain the following parity conditions in international finance.
i) Purchasing power parity
ii) Covered interest rate parity.


QUESTION 5

What are factors affecting the components of BOP account?


****THE END****
