
Th€ project financing is for $ 8,500,000
and it is financed as follows.
Equity $ 3,000,000
Debt $ 5,5m,000

The avemge rate of int€rest for a loan is
7%. The cost of equig has been estimated to
bef5%.
Tax concessions for zone
a) Corporate income tax exemption fior 8

yeaIs
b) Reduction of corporate income tax by 50%

for 5 years after the exemption period.
c) Permission to camT forward losses and to

deduct them as expenses up to 5 yeals
The following data have be€n Eojected by
the company as illusfat€d in the table
given below.

Table (AllFigures in $ 000)

Y3 Y5 Y6 Y-8
2moo 2(x)@ 20(I)0 Zffrn 20000 200q1 2@OO zlvJx)
t7@a 17110 17135 171@ 17195 t7275 t73Ta
33 363 395 430 454 554 @3
3!16 3% 396 396 396 396 3lx
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Based on th€ data Eovided you are r€quircd
to advis€ Panoroma Group about the financial
viabiliv of th€ proposal and suggest. Assume
that lhe rupee dollar exchange rate will be as
follows.
Rs.35=$1(Year1to4)
Rs.37=$1(year5to8)

***r**ia***a

Notes: 1. Attempt allquestions.
2. figures to the right indicate marla.

SECTION . A
1. a) Discnss the organizational stuctue and 14

functions of Intemational monelary system
OR

b) Discuss the broad features of the ,ixed parity 14
system of exchange rate initiated by the t.M.F.
during 1940's. What are the factors responsible
for its collapse by early 1970' s ?

SECTION - B
2- a) Explain the me ts and demerits of centralised 7

cash management for a multi National
company.

b) Assume that in lndia one year interest rate is 7
14%. Also assume that Indian rup€e is expected
to appreciate by 8% over the next year against
the U.S. dollar. What is the expected effective
yield on a one year deposit in India by a U.S.
firm?

OR
c) What are the main consideration in choosing 7

an investmenl instrument in the inlernational
market while investing surplus fund.
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d) If the order cost is $ 2000 per order, holding cost 7
is $ 500 per order size and if total demand is 300
tonnes. What will be the economic ordering
quantity.

a) Briefly enumerate dGtinguishing features which 7
make evaluation of foreign projec{s dilfer€nt Iiom
dom6tic project.

b) A Japanese automobile company has decided to 7
manufachre 10,000 motor cars per year in India
with an initial inveshnent of Rs. 500 oores. The
price is Rs 2 [a]'trs and the variable cost lncluding
atso the import cost of the spares is Rs. 1.30
La!fis. The risk free interest is 10%. The car is the
Iowest pric€ car in the market and so the demand
is expected to rise from 10,000 cars in the ftrst gear
to 12000 cars in the second yean and even more
in the follo,r,ing yea6. On the other hand the
rupee 'l5 expected to depreciate vis-a-vis y€n and
the valiable cost is e)p€cted to rise fast ftom Rs.
1.30 lahhs to Rs. 1.80 t al'hs. Find out the NPV at
i) Curent level,
ii) When the demand level increase and
iii) When variable co6t increases and give

advise the company.
OR

c) What are the different forms of tax heaven 7
countries?

d) Project X has an NPV estimated by your employee 7
to be $ 1.2. million. Your employee stat€s in their
report that theg have not accounted risk: but that
with such a lalge NPV, would likely to be positive.
You have the final decision as to whether to
accept or reject the project. What is your decision.

4. a)

b)

c)
d)

5.

sEcTtoN - c
Explain in brief political risk. How can it be 7
managed?
Explain and find out the distinguishing factors 7
b€tw€en tanslation exposurc and tratrsaction
exposure.

OR
Explain the various forms of country Risk. 7
How do you hedge real operating exposure? 7
Explain.

SECTION - D
The Panorama Group is a multinational
oryanization situated in India. Each company of
the chain is independent and is responsible for
ib own plofib and inv€strnent projecls.

The Thailand bmnch of this group is

working in a chemical and textile sector.

This branch has decided to increase ib
cpaclty by putting up a new plant with a
capacity of 2500 tons in the yam division. This
plant is planned to be located in Thailand in a
zone which is eligible fo! lax conc€ssions.

This plant would be named as laxmi Yarns
(Thailand) texliles Ltd. and it will cater to 10O%

exports markeb especially to Europe and
Japan.

The investment for the plant would be

$ 4,500,000. The usetul life of the plant is
€xpected to be 8 years with a salvage value of
$2,500,000. The company follows a shaight line
method of depreciation. The working capital
requirement will be $ 4,000,000.
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