
QUESTION 1
PART A
1.) [bookmark: _GoBack]American Institute for Foreign Study is a company is a well-established firm founded in 1962. 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 platform for interactions of students
Provides standards of living
	Provides quality education to the students.
Improves the standard of living
Enhances good relationships development



Question 2
a.) hedging is not an optimal strategy.
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. 
	
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 but not an obligation to buy or sell a given quantity of underlying security at a given future date. The part will have to pay a commitment fee called premium. This makes it more advantageous to a firm, unlike a forward contract which involves an agreement that a company enters into to exchange the foreign currency at future date. 

Question 3
Primarily social responsibility for a firm going public;
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.
Adherence to all rules and regulations. There are rules which govern how a company should be administered. An example is registration of the NSE index to help the company be known as a legal entity.
Customer relationship. 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.

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 forward contract
	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)
a.) total costs = (2500*1.16)30000 = $87,000,000 
b.) using rate of 1.25
(2500*1.25)30000 =$ 93,750,000
	This will result in an increase in total costs incurred
       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 option hedge)
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 which 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.




















