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QUESTION 1
PART A
1.) American Institute for Foreign Study is a company is a well-established firm founded in 1964. It is a travel and insurance company which provide travel and educational programmes for the global university. Its aim is helping young people from many nations and different cultures to understand each other in the best manner. This can only be achieved by what the company view as the provision of quality education platform to the students.

		
	Key members
	Key activity
	Value proposition

	AIFS Company
	Providing travel facilities
Provision of scholarships
Insurance cover 
	The outcome is a healthy relationship between the customers and the company is developed

	Customers-students
	Paying for the services
Supporting the service programme
	The give relevant communications and feedback to the company.

	Suppliers-global universities
	Provide education
Provides a platform to learn different cultures
Gives a platform for interactions of students
Provides standards of living
	Provides quality education to the students.
Improves the standard of living
Enhances good relationships development



Running these activities will generally involve an efficient system put in place in the company. AIFS company has efficient management personnel running the organization. Any issues arising are well discussed before arriving at a conclusion.
Question 2
a.) Hedging is not an optimal strategy.
The company is facing three types of risks and the management wants to put measures to minimize these risks. According to Bernstein (2015), hedging strategies will only help a firm on measures to choose in order to minimize risks facing it. Performance a company will generally be measured on how it is generating its returns in the course of the business. Other strategies include; innovation, differentiation of products, cost leadership, and marketing strategies. A firm may not use any hedging technique and still survive in a competitive market (Crowther & Seifi, 2018). 
Besides hedging, American Institute for Foreign Study can also allocate assets in an appropriate manner. This is done by striking a balance in weighing investments in a portfolio with the aim of mitigating risk. For instance, of an objective is to enhance growth, an investor ought to be a risk seeker (Crowther & Seifi, 2018). The company may decide to place many assets in market stock which is risky with anticipation of marking huge returns. This can be done by using derivatives that suits investors demands. Another portion of assets can be put in the bonds market which can be either be short term or long-term based on the investor’s desires. A balance of the two can be the best way to enhance returns, growth as well as diversifying risks. It is prudent before allocating assets to know the timeframe, possible returns, and rewards from each asset class (Bernstein, 2015).
Portfolio diversification is also important and it goes hand in hand with asset allocation. This is the process of selecting various investments within asset classes to help in reducing risk.  This can involve investing in stock as well as other different investments. In the case of market swings in a sector, the other sector offset the losses experienced in the other sector. If an investor was investing in just one company, heshe would be a greater risk by relying solely on one company to grow investments. Instead, if an investor buys stock in different industries, he will reduce a substantial loss (Crowther & Seifi, 2018).	
b.) Becky will agree to the idea that option hedge makes a better choice since;
Option hedging technique is a financial contract which gives one party the right to eliminate risk by taking another investment position at a given future date. The party will have to pay a commitment fee called premium and there are more advantages if it is exercised (Guéant & Pu, 2017). This makes it more advantageous to a firm, unlike a forward contract which involves an agreement between parties whereby a company has a right and obligation to exchange foreign currency at future date. 
Additionally, options can be considered riskier at the expense of of-of owning equities. On the other hand, they are situations where the option derivative is less risky and hence can be used as a way of obviating the risk involved in the investment. the use varies and the investor ought to make the best moves and choices (Guéant & Pu, 2017). Adopting this kind of risk mitigation puts the investor at a balanced position because they require a less financial commitment. Unlike equities, a premium is only paid and the likelihood of hampering risk is prone to best action taken. 
Options are also relatively impervious to serious effects of stock gap openings. If an investor is more about a gap down in price, they may rely upon a limit order as protection against loss. As a solution, an investor can buy a put option which gives liberty but not an obligation to sell shares at a predetermined strike price in the future (Guéant & Pu, 2017). Upon maturity, the contract can lapse if market prices are favourable or exercised if they are unfavourable. Options are therefore very important tool when there is a depreciation of currency involved in exchange unlike the price involved (Bernstein, 2015).
Additionally, holding an option is the very dependable type of hedge. This makes them safer in comparison with stock. Upon buying stock, a stop loss order is often used to protect that position. This position gives the investor an arbitrage by stopping losses below the identified price. This makes it more important than the forward contracts which are mandatory to exercise (Guéant & Pu, 2017).
Question 3
Primary social responsibility of a firm going public.
For many years ago, corporate social responsibility has been growing immensely and becoming a vital part of organizational success. (Maksimovic, Phillips & Yang, 2017). Social responsibility is a very crucial thing today and it takes different forms including financial responsibilities, employee community service days, product donations among others.
While it benefits society, it is also helpful for leaders and business analysts to analyse how such initiatives also positively impact the companies which carry out such activities. Among them include possible good reputation in the general public, growth in liaising and joining hands with other companies and also earning more returns based on revenues earn as a result of an enlarged market (Maksimovic, Phillips & Yang, 2017).
When a company goes public, they should hone adherence to ethical issues. The firm should ensure that all ethics must be strictly followed to enhance the smooth running of the company. In cases involving pollution of the environment, the company should find measures to stop these actions (Maksimovic, Phillips & Yang, 2017).
One of the best ways of having a responsible and sustainable business is the ability to generate positive publicity in the general public. This can be enhanced through community social responsibility (McWilliams & Siegel, 2001). This involves participation in community events such as charitable events, infrastructure development and also guarding the environment among others. AIFS company has to build its positive publicity in such ways.
On the other hand, if AIFS fails to take responsibility for corporate actions, it will affect its reputation intensely. Nowadays through media and reports from various bodies, statements of companies are stated based on their action whether good or not. Companies that portray poor ethics such as polluting environment, violation of human rights and others are put directly to consumers through todays climate of social media (Maksimovic, Phillips & Yang, 2017).
A company should adhere to all rules and regulations. There are rules which govern how a company should be administered. An example is the registration of the NSE index to help the company be known as a legal entity. 
When going into public the community plays an important role in how the business will thrive out and emerge successfully. As a company, you should treat your customers well and lock them from your competitors using the right measures. A company ought to care about people especially employees by valuing their human rights (McWilliams & Siegel, 2001).
Additionally, companies should depend upon communities to supply employees and customers. If they violate the rules and regulations, they should pay the price. This will keep the company in check and in good status quo (McWilliams & Siegel, 2001). However, to test this, some responsibilities should be given to the community and their opinion sought before making decisions. For instance, in a situation such as community participation inspire employees and also enrich the community.
b.) Decision making in investing in New Zealand
losing key employees in business leads to failure in normal operations of the company. Hence as a company, you will have to put in the right measures in order to retain these employees. It also gives the management a chance to weigh the level of risks in terms of normal operations that the company has been undertaking. 
In the long run, the decision that will be arrived will be positive and inclusive to all. The hiring of new employees to work in New Zealand and retaining these employees will be an optimal decision to the management.
PART B
QUESTION 4
	1 euro =dollars 1.16
Hence Expected volume costs = (2500*1.16)30000 = $87,000,000
	Worst case scenario costs = (2500*1.16)10000 = $2900000
	Best case scenario costs = (2500*1.16)36000 = $10440000
b) using a forward contract
 Forward contracts involve a company entering into a binding agreement to exchange the foreign currency at a future date. An exchange forward rate is usually given to be used in the conversion of the currencies.
Each forward contract is custom designed as it is unique in terms of each contact size and its future expiration date. Being bilateral contacts, they are often exposed to counterparty risks.
	 Forward rate to be used 1 euro = 1.185 dollars
Hence Expected volume cost
· Volume costs = (2500*1.185)30000 =$88,875,000
· Worst case = (2500*1.185)10000 =$29,625,000
· Best case = (2500*1.185)36000 =$10,665,000

C) total option premium
	Option strike = {0.02*1.165} =0.0233
· Volume costs (2500*0.0233) 30000 =$ 1,747,500
· Worst case (2500*0.0233) 10000 =$ 582,500
· Best case (2500*0.0233) 36000 =$ 2,097,000
		
Question 5 (no hedge)
Using this technique will only be possible if the amount involved is relatively small compared with the business of the company. the company could also use this measure if it expects the exchange rates to move to its favour in the long run.

a.) total costs = (2500*1.16)30000 = $87,000,000 
b.) using rate of 1.25
(2500*1.25)30000 =$ 93,750,000
	Total costs incurred increases (93,750,000 – 87,000,000)
       c.)  using exchange rate of 1.08
	(1.08*2500)30000 =$81,000,000
	This results in decline in total costs incurred (87,000,000 -81,000,000)

Question 6 (using forwards rate 1.185)
a.) costs incurred (1.185-1.16) *2500}30000 =1,875,000
	percentage loss; 1,875,000/87,000,000   = 2.16%
b.) costs incurred (1.25-1.185) *2500}30000 = 4,875,000
	percentage benefit; 4,875,000/93,750,000 = 5.2%
c.) costs incurred {(1.185-1.08) *2500) *30000} = 7,875,000
percentage loss; 7,875,000/81,000,000 =9.72%

Question 7 (using options hedge)
This is a financial contract which gives one party the right to eliminate risk by taking another investment position at a given future date. The party with the right but no obligations will have to pay premiums. Since American Institute for Study is dealing with receivables the option hedge technique to be used will be a put option. A put option gives the seller the right but not an obligation.
a.) Exchange rate of 1.16
	The value of put option max (excise price -market price, 0)
		{1.165 – 1.16} hence exercise and rate to be used is 1.165
	(2500*{1.165 -0.02})30000 = $85,875,000
b.) Exchange rate of 1.25
value of put option = {1.165-1.25} do not exercise the exchange rate to be is used 1.25
{(1.25-0.02) *2500}30000 = $92,250,000
c.) Exchange rate of 1.08
	value of put option = (1.165-1.08) exercise and exchange rate to be used is 1.165
	(2500{1.165-0.02}30000 =$85,875,000


Question 8
	
	Rates
	No hedge
	forward
	Option
	decision

	1.16
	= $87,000,000
	=$88,875,000
	= $85,875,000
	Option technique is preferred 

	1.25
	=$ 93,750,000
	=$88,875,000
	$92,250,000

	The forward hedge is most preferred

	1.08
	=$81,000,000
	=$88,875,000
	=$85,875,000

	No hedge strategy is preferred



d.) All these methods play a key role in an organization. They are measures what a company can use to manage forex risks. The best strategy in each case always lies on that which minimizes the level of risks involved.
In conclusion, we can say all these methods are important to AIFS since they all give a choice to be relied upon at different rates. The main reason behind this is the minimization of the total costs to be incurred to enhance the efficiency and smooth running of the business.
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