
BFF2341: MINI TEST 1 Written Part (MCQ Part in MOODLE)  

**READ THE INSTRUCTIONS CAREFULLY: SOME QUESTIONS ARE COMPULSORY 

WHILE SOME HAVE ALTERNATIVE OPTIONS 

Q.1 Theory Week 1: Answer ONE of the following:              5x1=5 Marks 

(a) Discuss the agency problem. What initiatives can help to resolve this problem? 

OR 

(b) Mention the theories in relation to MNC’s growth and expansion. Elaborate one of them by 

explaining how this serves the expansion purpose. 

Q.2 Financial Math Week 2: Answer any ONE of the following:         5x1=5 Marks 

(a) You are planning to pay off your current car. You expect to pay $8500 per year at the end of 

each year from year 2 to year 5 (inclusive). What is the present value of this annuity today, if the 

annual interest rate is 6%? 

OR 

(b) Jarrod plans to set aside $2,000 a year, at the end of each of the next two years (year 1 and 

year 2), then $4,000 a year in the following two years (year 3 and year 4), and increase his annual 

savings to $8,000 in year 5 and year 6. His savings will earn 6% per annum.  

What would be the accumulated future value of this savings amount if interest is paid annually? 

All the money will be withdrawn at the end of year 7.  

Q. 3 Financial Math Week 3 and 4: COMPULSORY                    10 Marks 

You are the forex control officer in the foreign exchange department of Bank Monash (based in 

Melbourne, Australia). You have been given three tasks to accomplish.  

Task 1: 

You need write a put option for one of your client ABC Ltd. The option involves Canadian Dollar 

($CAD) and Australian Dollar ($AUD). Your bank charges a premium of $AUD 0.05 for each unit 

of $CAD traded via put option contract. The prediction is, the spot rate can be $ 1CAD = $AUD 1.23 

around the time of option’s execution date (expiry date). What strike rate you should put to 

prevent any loss if the contract is executed? 

Task 2: 

The following exchange rate quotations are currently available in the interbank market: 

$1 AUD = $2.75 NZD (New Zealand Dollars) 

$1 NZD = $0.65 CAD 

Your client XYZ Ltd needs to purchase $500,000 $CAD with $AUD. How many $AUD will you need 

to purchase to fulfil your client’s order? 

Task 3: 

You need to prepare a disclosure document for both of your clients. You need to write down 2 

(two) advantages and disadvantages for Option, Forward and Future contracts so that your 

clients are aware of some pros and cons for each type.  



Q. 4 Financial Math Week 4: Answer ONE of the following:             5x1=5 Marks 

You are a speculator who sells a put option on Canadian dollars for a premium of $0.05 per unit, 

with an exercise price of $0.70. The option will not be exercised until the expiration date, if at all. 

If the spot rate of the Canadian dollar is $0.68 on the expiration date, what will be your net profit 

per unit? What will be your total profit if you have 25,000 units to be traded? 

OR 

Spectrum (a USA based company) has purchased currency put options to hedge a $150,000 

Canadian dollar ($CAD) receivable. The exercise price of the option is $0.70 and the premium is 

$0.03. The spot rate at the time of maturity is $0.68. What is the net amount received by the 

Spectrum if it acts rationally? 

 

Q. 5 Financial Math Week 3: COMPULSORY      10 Marks 

Assume the following information regarding U.S. and European annualized interest rates:  

Currency Lending Rate Borrowing Rate 

U.S. Dollar ($) 4.25% 6.30% 

Euro (€) 4.90% 6.75% 

 

Bank USA has two alternative strategies to consider: It can borrow either $5 million or €5 million 

to make some speculative profit. The current spot rate of the euro is $1.30. Furthermore, Bank 

USA expects the spot rate of the euro to be $1.25 in 90 days due to strong economic prediction. 

Calculate the profit and loss amount for both strategies.  

 

***MCQ part is in MOODLE. No need to show any working for MCQs in your written parts. 

 


