Quiz 4, 11/06/03

A.
Topics that we’ve covered so far:

I’ve placed these topics in four categories: (A+) – totally fundamental - if you can’t do A+ concepts, you can’t do anything in other sections; (A) – very important; (B) medium importance; (C) lower priority. Note that the topics placed in category B must be understood in order to make sense of any of the A and C category topics.

Chapter 9

1. Operating exposure – how does it differ from the other two exposures we know (A+).

2. Channels through which operating exposure arises: unit volume of sales, prices, & costs – I know this is confusing, so I will give an example question for it; apart from it, just need to understand that forex change could impact unit sales volume, prices, & costs (A).

3. Currency risk sharing clauses (B).

4. Matching cash flows – again, no need to memorize diagrams, need only to now, in words, how it works(A).

5. Back-to-back loans – basically, how could you set up a one (A).

6. Cross-currency swaps – same here, how can you set it up (A).

Chapter 10

1. Translation exposure (A).

2. Functional currency (B).

3. Current rate method or re-measurement vs. temporal method of translation – remember, just the two main differences b/n them – existence of CTA account for current rate & the way translation exposure treats the non-monetary assets & liabilities (A+).

4. US translation policies (A).

5. Balance sheet hedge: basically how would you do it, in a nutshell (B).

6. Earnings management (C).

Chapter 11
1. Weighted average cost of capital – how can you compute it (A+).

2. International cost of equity: world CAPM – need only to understand how it works conceptually (A).

3. International cost of equity: segmented/integrated CAPM – same here, just need to understand how it works conceptually (A).

B.
Quiz Format/Structure

5 questions. 25 minutes. There will be five questions, where each question (as usual () will have two sub-questions, of which you have to answer only one (by your choice).

You will not be allowed a crib sheet w/notes. You will need a calculator. (I’ll bring one or two spares – depending on what I can round up – but you shouldn’t count on them.)

I reserve the right to include among the five questions one relevant question from the replies on chapters nine, ten, & beginning of eleven (.
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