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M.B.A. Scmcster-Ill ExemiDation

INTERNATIONAL FINANCIAL MANACEMENT
PAPER-MBA,/3104/I,'

Time : Three Hoursl lMaximum Marks : 70

Notc : (l) Anempt ALL questions.

(2) Figures to the right indicate mark.

SECI ION-A
l. (a) What Rpe ofexchange exposu.rc is a multinational cnterprise subject to ? Explain lransaction

exposue, tanslation cxposure and economic cxposure u,ith the help of suitable example.

14

OR

O) What factors affect ftc degree ofpolitical risk faced by a flrm operating in a forcign country 'l

" Political risk is frfty pcrcent of the exercise but inscparable from economic risk." Elucidatc.

l4
SECTION-B

2. (a) Whal do you mean by cash positions 'l Should the suryrlus cash bc ccntaliscd ? 7

(b) The Vodafone Corporations arrenged a one year $ 1.5 million loan to a imd a foreign projcot;

the loan was denominated in lluro zmd carried l0% nominal rate; the exchaflgc rate at thc

time of thc loan *as 0-6799 euos per dollar but dropped to 0.6455 euros per dollar b,y

tho time repalment came due. What effective interest Iate did Vodafone end up pafng on
the foreign loan ? '1

on
(c) ls intemational working capital management more oomplex than the domestic working capital

management ? 7

(d) Urit A has to pay tJS $ 20 million 10 unit B & $ 15 million to unit C. llnit B has to

pay $ 15 million to unit A & $ 10 million to unit C. Unil C has to pay $ 5 million to

unit B & $ 9 million to Unit A. Find out \r-hat uill be the ?imourt of firnds movement zLfrer

multilateral netting. 7

3. (a) Why do entcrprises go intemational in thcir operations ? What arc thc different means of
lbrcign investrnent ? 7

O) A project ol the subsidiary with an initial investmcnt of$ 15 million has a nct cash inflow
of $ 10 million each )car of the three ycars of fic project. The host governmcnt permits

the cash llo$' to the home counlry only alter the life-time of the projcct i.e. aftcr 3 years.

But subsidiary invests the lund at the rate of l2yo till actual outflo$, takes place.

Calculate NPV Currcnt exchange rate is I $ . 36 Rs. and Exchange rate after 3 ycars

is I $ : Rs. 39. Cost of capital is l0%. 7

OR
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(c) Rrier'ly explain a fcw imfi,rtaot factors that should bc asscssed frorr:r the point of view of

incorne tax \\hilc cntcring into foreign coLlaborations agrcement. i
(d) An Indian Company rval1ti lo set up subsidixry in USA. Thc initial project cost is l]s $

18 billion. lhe projecr is to gcneratc cash inllow of S 7 billion p* ycar in first 3 )'ears

and then gro*rh Lrl 5'li pcr rear is expcclcd upto 8rr )ear.

Life of thc project is 8 years with lhe I Is S 2 billion *orking oapital rcquircment.

Cost of capital is 1291. Dcpreciarion of rupcc againsl dollar at the rate of 170 per ycar.

'l'he current exchangc ratc is Rs. i51LS S. Calculate the Nl'V oi the project. 7

SECTIO\'{
(a) Briefly explain thc role of Intemational Nloncury fund in stabilisation of Ralaice ofPatrmenls.

1

ft) Suppose India u'clcorncs -irreisn rnt cstil.nl $ith open arms: horv docs this affect currenl

account of Balancc of ltayments 'l '7

OR

(c) "The Intemational monct.tn'system as rve have todav has evolvcd though several different

exchange rate arrangements oler a period oftime. Commcnt. 7

(d) What do you mcan 51' Sl)Rs ? I l.rs thcir orcation and allocation bccn able ro improve

irtemational liquidity / '7

sucTIo\-D
Detennine effcctivc locatc cost of debt of US subsidia4' in India. Givcn the following factors :

(i) l'rircipal amount ol Cebt l{s. I billir,n.

(ii) Rale of inlcrest 16%,.

(O Iloatarion cost ol dcbt is lls. 60 million.

(iv) Inl0rest is to bc paid at Lhe end oI cach ycar & principal sum b,rrowcd is ro be repaid

il Lump sum at the end of 5'r' year

(\, Subsidiarl is subjcc: to n. ta\es in Incir.

(vi) Ihc Rs. is expected !o dcprcciatc in relation to the US $ at the rate of 3oZ each year

lbr 5 years.

Deteamifle thc cffectivc aost of debt to US parcnr \{\-.C. Assume corect exchangc ralc of
US $ to Irdian rupce tc be 36- 14

lti
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