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CONVERSION WITH BID-ASK

PROBLEM - 1

Consider the following quotations —

1 USD = GBP 0.7650/70
1 SOUTH AFRICAN RAND (SAR)   = SWISS FRANC (SFR) 0.3540/10
1 MEXICAN PESO (MP) = SPANISH PESETA (SP) 15.3250/90

i. A British exporter exports goods worth USD 90,000 from London. What amount
of GBP will be receivable on conversion ?

ii. A Mexican firm imports goods from Spain worth SP 90,000. What amount of MP
is required to settle the payment ?

iii. A South African firm has surplus funds of SAR 4,00,000 and decides to invest in
Switzerland. What amount of SFR would be invested ?

Solution :

GBP/USD = 0.7650 / 0.7670
SFR/SAR = 0.3540 / 0.3610
SP/MP = 15.3250/ 15.3290

i. Amt of GBP that will be receivable on conversion = 0.7650 × 90,000 = GBP 68,850

ii. Amt of MP required to settle the payment 90,000 MP 5872.76
15.3250
 

iii. Amt of SFR that will be invested = 0.3540 × 4,00,000 = SFR 1,41,600
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PROBLEM - 2

Consider the following quotations —
1 HKD = USD 0.1310/70
1 GBP = Euro 1.2450/10
1 CHF = DG 15.3250/90

i. A US exporter exports goods worth HKD 70,000 from New York. What amt of USD
will be receivable on conversion

ii. A Chilean firm imports goods from Netherland worth DG 90,000. What amount of
CHF is required to settle the payment ?

iii. A UK firm has surplus funds of 4,00,000 pound and decides to invest in Europe.
What amount of Euro would be invested ?

Solution :

i. Sell HKD 70,000 @ 0.1310 to get
Amount of USD = 70,000 × 0.1310 = 9,170

ii. Sell CHF @ 15.3250

CHF = 90,000 5,87276
15.3250
 

iii. Sell £ 4,000,00 @ 1.2450
Investment = 4,00,000 × 1.2450 = 4,98,000
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FORWARD COVER

PROBLEM - 3
Diva jewellery Exporters, Chennai received orders to export diamond jewellery to
USA at the rate of one consignment every month in January, February and March,
2007. Amounts will be received at the end of each month. The company has the
option to invoice the exports either in US $ or Euro. The value of the shipments in
US$ and Euro is as under :

Particulars US $ Euro To be received at the end of
First consignment 63950 50000 January 07

Second consignment 96100 75000 February 07
Third consignment 128150 100000 March 07

You, as the Finance Manager of the Company have the following forecast for the
exchange rates at the end of the following months :

Currency January February March
$/Euro 1.2786/88 1.2806/08 1.2811/13
`/$ 45.98/46.00 46.05/07 46.07/09

The current forward rates in the market are as under :

Currency January February March
$/Euro 1.2803/05 1.2822/24 1.2828/30
`/$ 46.04/06 46.11/13 46.13/15

You are required to find out the rupee inflows and suggest the currency of invoicing
for each consignment :

i. If the exposure is hedged.

ii. If the exposure is left uncovered.
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Solution :

`/Euro rates can be calculated as follows:

Forward rates

Date (`/$)bid ×($/Euro)bid `
January, 2007 46.04×1.2803 58.95
February, 2007 46.11×1.2822 59.12
March, 2007 46.13×1.2828 59.18

Expected rates

Date (`/Euro)bid (` /$)bid ($/Euro)bid `
January, 2007 45.98×1.2786 58.79
February, 2007 46.05×1.2806 58.97
March, 2007 46.071.2811 59.02

Consignment
Invoicing

in
Hedged/not

hedged
Rate

Inflow in
foreign

currency

Inflow in
Rs.

First(January 07) $ Hedged 46.04 63,950 29,44,258
Euro Hedged 58.95 50,000 29,47,500

Second(February 07) $ Hedged 46.11 96,100 44,31,171
Euro Hedged 59.12 75,000 44,34,000

Third(March, 07) $ Hedged 46.13 128,150 59,11,560
Euro Hedged 59.18 1,00,000 59,18,000

First(January 07) $ Un hedged 45.98 63,950 29,40,421
Euro Un hedged 58.79 50,000 29,39,500

Second(February 07) $ Un hedged 46.05 96,100 44,25,405
Euro Un hedged 58.97 75,000 44,22,750

Third(March, 07) $ Un hedged 46.07 128,150 59,03,871
Euro Un hedged 59.02 1,00,000 59,02,000

All the three consignments have to be invoiced in Euro and hedged to receive more
cash flows

Forex-Practice Problems

4
SANJAY SARAF SIR

Solution :

`/Euro rates can be calculated as follows:

Forward rates

Date (`/$)bid ×($/Euro)bid `
January, 2007 46.04×1.2803 58.95
February, 2007 46.11×1.2822 59.12
March, 2007 46.13×1.2828 59.18

Expected rates

Date (`/Euro)bid (` /$)bid ($/Euro)bid `
January, 2007 45.98×1.2786 58.79
February, 2007 46.05×1.2806 58.97
March, 2007 46.071.2811 59.02

Consignment
Invoicing

in
Hedged/not

hedged
Rate

Inflow in
foreign

currency

Inflow in
Rs.

First(January 07) $ Hedged 46.04 63,950 29,44,258
Euro Hedged 58.95 50,000 29,47,500

Second(February 07) $ Hedged 46.11 96,100 44,31,171
Euro Hedged 59.12 75,000 44,34,000

Third(March, 07) $ Hedged 46.13 128,150 59,11,560
Euro Hedged 59.18 1,00,000 59,18,000

First(January 07) $ Un hedged 45.98 63,950 29,40,421
Euro Un hedged 58.79 50,000 29,39,500

Second(February 07) $ Un hedged 46.05 96,100 44,25,405
Euro Un hedged 58.97 75,000 44,22,750

Third(March, 07) $ Un hedged 46.07 128,150 59,03,871
Euro Un hedged 59.02 1,00,000 59,02,000

All the three consignments have to be invoiced in Euro and hedged to receive more
cash flows

Forex-Practice Problems

4
SANJAY SARAF SIR

Solution :

`/Euro rates can be calculated as follows:

Forward rates

Date (`/$)bid ×($/Euro)bid `
January, 2007 46.04×1.2803 58.95
February, 2007 46.11×1.2822 59.12
March, 2007 46.13×1.2828 59.18

Expected rates

Date (`/Euro)bid (` /$)bid ($/Euro)bid `
January, 2007 45.98×1.2786 58.79
February, 2007 46.05×1.2806 58.97
March, 2007 46.071.2811 59.02

Consignment
Invoicing

in
Hedged/not

hedged
Rate

Inflow in
foreign

currency

Inflow in
Rs.

First(January 07) $ Hedged 46.04 63,950 29,44,258
Euro Hedged 58.95 50,000 29,47,500

Second(February 07) $ Hedged 46.11 96,100 44,31,171
Euro Hedged 59.12 75,000 44,34,000

Third(March, 07) $ Hedged 46.13 128,150 59,11,560
Euro Hedged 59.18 1,00,000 59,18,000

First(January 07) $ Un hedged 45.98 63,950 29,40,421
Euro Un hedged 58.79 50,000 29,39,500

Second(February 07) $ Un hedged 46.05 96,100 44,25,405
Euro Un hedged 58.97 75,000 44,22,750

Third(March, 07) $ Un hedged 46.07 128,150 59,03,871
Euro Un hedged 59.02 1,00,000 59,02,000

All the three consignments have to be invoiced in Euro and hedged to receive more
cash flows



Strategic Financial Management

5
SANJAY SARAF SIR

CURRENCY OF BORROWING

PROBLEM - 4

General Import Company (India) Pvt. Ltd. needs short term funds of `50 million for a
period of 3 months.

The company collected the following information from its banker :

`/€ `/£

Spot 73.78/55 84.03/10
3 months forward 45/50 85/90

3 month Interest rates (p.a.)
` : 8%
€ : 2%
£ : 1.5%

You are required to calculate the annualized effective cost of borrowing,

i. If the company borrows in Euro € and
a. Covers the exchange rate risk through forward market
b. Keeps the position open and spot rate after 3 month returns out to be
`/€ 73.90/98.

ii. If the company borrows in pounds and
a. Covers the exchange rate risk through forward market
b. Keeps the position open and spot rate after 3 months turns out to be

Rs/£ 84.75/80.

Solution :

i. ∈borrowing
Step  I

Amount borrowed =


`

`

50 million
73.78/

= ∈ 0.67769 million at 2%×3/12 i.e. 0.5%

=∈ 0.67769× 1.005
=∈ 0.681078
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a. Forward cover : Buy ∈ 0.681078 million 3 m forward
at 74.55+0.50 = `/∈ 75.05
so outflow after 3 m = ∈ 0.681078×`/∈ 75.05

=` 51.1149 million∴ Annualized cost of borrowing

  

51.1149 50 12100 8.92%
50 3

b. No cover : purchase ∈ after 3 m spot at `73.98/∈
So, rupee outflow after 3m = 0.681078×73.98

=`50.3862 million∴ Annualized effective cost of borrowing = 
  

50.3862 50 12100 3.09%
50 3

ii. Pound borrowing

Amount borrowing = ` 50million
84.03

= £0.595026 million at 1.5%/4 i.e., 0.375%
Amount payable after 3 m = 0.595026 × 1.00375

= 0.597257 million
Step II
Forward cover : purchase £ 0.597259 million at  84.10+0.90 forward at = 85
So rupee outflow after 3 m £ 0.597259 × `85/£ = `50.7670 million

Annualized effective cost of borrowing = 
  

50.7670 50 12100 6.14%
50 3

No cover : purchase £ after 3 m. Spot at 84.80∴ So, rupee outflow after 3m = £ 0.597257×`84.80/£ = 50.6474 million

Annualized effective cost of borrowing = 
  

50.6474 50 12100 5.18%
50 3
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CURRENCY OF INVESTMENT

PROBLEM - 5

A  foreign  institutional  investor  invested  in  unit  is  of  a  mutual fund  in  India  for
a  period  of  one year.  The  following  information  is  available  regarding  the
investment  and  other  economic variables :

Value of investment ` 1000 million
NAV at the time of investment ` 10.00
NAV at the end of investment horizon ` 11.00
Dividend received per unit after 6 months ` 1.20
`/ $ rate at the time of investment 44.50 / 44.60
`/ $ rate at the end of investment horizon 46.70 / 46.85
Reinvestment rate during the period 10%

You are required to

i. Calculate the nominal return to FII.

ii. Calculate the real return to FII.

iii. Calculate  the  real  return  to  an  Indian  investor  who  invested  in the  same
fund  for  the  same period.

Solution :

i. Step - 1 US FII sold $x million spot at 44.50 getting ` 1,000 m.
 x × 44.50 = 1000

 x = 
1000 $22.4719m
44.50

Step - 2 Invest ` 1,000 in MF units getting  
` 1000

100 m units
10

Step - 3 Dividend Received after 6 months = 100 × 12 = ` 120 m

Step - 4 Dividend Amt reinvested @ 
10 5%
2

for 6m. So, F value of received

dividend = ` 126 m
Step - 5 FII sold 100 m units at the end of year at ` 11/unit getting ` 1100 m.
Total amt. available = 1100 + 126 = ` 1226 m
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Step - 6 Buy $ at year end @ 46.85 getting 
1226 $26.1686m
46.85

Note : Try to calculate this answer by shortcut.
Indian Investor MF 22.6%

` Expected depreciation in `

=        

S F 12 44.50 46.85100 100 1
F n 46.85

= - 5.016%

Return = [(1.226 × 0.9498) - 1] = 16.45%

ii. Real Return   
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1.226 1
1.08

= 13.52%

PROBLEM - 6

A  US  Institutional  Investor  decided  to  invest  in  a  Indian  security  of  b  =  1.40
and  standard deviation 20%. The return on the market portfolio is 18% and risk-free
rate is 7% in India. Indian rupee  in expected  to  depreciate by  5%  in  the next  one
year.  Standard  Deviation  of `/$  exchange rate is 9%. The correlation coefficient
between the Indian security and exchange rate is 0.25.

You  are  required  to  calculate  expected  return  and  risk  in  dollar  terms  if  the  FII
holds  the investment for one year.
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Solution :

The US investor has actually invested in a portfolio comprising Indian security and
Indian rupee.
Hence, return computation will be as follows :
Step : 1 As per CAPM, expected return in rupee terms -    f m fR R R

 7 + (18 - 7) × 1.4 = 22.4%
Step : 2 Expected depreciation of rupee = 5%
Step : 3 Hence, expected return in dollar terms = (factor × factor) - 1

= (1.224 × 0.95) - 1
= 16.28%

Now let us compute Risk of Portfolio using MARKOWITZ formulae
     p Variance of stock Variance of ex. rate 2.r stock er

     2 220 9 2 0.25 20 9

  400 81 90

= 23.9%

PROBLEM - 7
A  UK  Institutional  Investor  decided  to  invest  in  a  Indian  security  of  b  =  2.40
and  standard deviation 30%. The return on the market portfolio is 20% and risk-free
rate is 8% in India. Indian rupee  in expected  to  depreciate by  6%  in  the next  one
year.  Standard  Deviation  of `/$  exchange rate is 10%. The correlation coefficient
between the Indian security and exchange rate is 0.45.

You  are  required  to  calculate  expected  return  and  risk  in  pound  terms  if  the
FII  holds  the investment for one year.

Solution :

The UK investor has invests in portfolio comprising of Indian Security & Indian rupee
Step 1 : As per CAPM, expected return in ` term -    f m fR R R

 8 + (20 - 8) 2.4
 8 + 12 × 2.4
 36.8%
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Step 2 : Expected depreciation of rupee = 6%
Step 3 : Hence, expected return in £ terms = (1.368 × 0.94) - 1

= 28.59%
Now, risk in £ term     2 230 10 2 0.45 30 10

  900 100 270
 1270
= 35.64%

PROBLEM - 8
An  American  investor  is  considering  to  invest  in  an  Indian  security  with  a  beta
of  1.20  and standard deviation of returns 8%. The holding period of investment will
be one year. The current rupee-dollar exchange rate is ` 46/$. The expected
depreciation of rupee against dollar is 6% with a standard deviation of 10%. The
expected return from the market portfolio in India is 15% and the correlation
between the return on security and the exchange rate is 0.10. The risk free rate of
return in India is 8%.

Solution :
Expected return from security =    f m fR R R

= 0.08 + 1.2 (0.15 - 0.08)
= 0.08 + 0.084
= 16.4%

Here it is given, spot `/$ = 46 & rupee depreciation against $ is 6%.
So, Forward rate

 
 


`

46 48.94 / $
100 6 %

Step 1: Let amount invested is $100
Investment in ` terms is ` 4,600.

Step 2: Sale proceeds from investment = ` 5,354.40
Step 3: Sale proceeds in $ terms  

5354.40 $109.41
48.94

So, expected Return to US investor   
9.41 100 9.41%
100

Expected risk        ``2 2
stockstock 2.r

    2 28 10 2.01 8 10
  64 100 16
 180 13.42%
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PROBLEM - 9
A  company  based  in  US  has  surplus  funds  to  the    tune  of  $5,00,000  for  3
months.  The  company has obtained the following quotes/information  from its
bank:

$/Euro Spot : 09079/0.9083

3 month forward : 35/33

$/£ Spot : 1.4554/1.4558

3 month forward : 54/51

3 month interest rate: $ : 3.00% p.a.
£ : 4.00% p.a.
Euro : 2.50% p.a.

You  are  required  to  advise the  company  as  to    the  currency,  in which  it  should
invest  to  have more inflow of dollars.

Solution :

Alternative I

Invest in US dollars

Return after 3  months =  
0.035,00,000 $3,750

4

Alternative II

Invest in Euro after converting dollars into Euro at spot market

Return after 3 months  
 
 

5,00,000 0.025=Euro × 1+
0.9083 4

= Euro 553919.41.

The company has to sell Euro and buy $ at 3 month forward rate of 0.9044
= 553919.41×0.9044
= $ 500,964.71∴ Return after 3 months = $964.71
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Alternative III

Invest in Pounds after converting dollars into pounds at spot market
Return after 3 months

=£     
 

5,00,000 0.041 £ 346,888.31
1.4558 4

The company has to sell pounds and buy $ at 3 months forward rate of 1.4500

= 346,888.31 × 1.4500
=$ 502,988.05
Return in $ = $2988.05

Considering all the three alternatives, it is better to invest in dollars at 3%.

PROBLEM - 10

A Foreign Institutional Investor (FII) invested  in Indian  capital  market on  December
01,2000. When the  Mumbai  stock exchange  sensex  was    quoting at  3800.  The
rupee-dollar spot  exchange rate at that time was Rs./$46.30/33. The FII  sold the
investment on November 30, 2001. When the Mumbai stock exchange sensex was
quoting at 3250, to take back the amount in  dollars. The spot exchange  rate  quoted
on    November  30,  2001  was  Rs./$48.02/05.  Inflation  rate  in  India  was  6%, and
in US was 2.5% during  the same period.

You are required to:

i. Compute nominal rate of return to FII

ii. Compute real rate of return to FII.

iii. Compute the real return to an Indian investor who invested Rs. 100,000 in the
capital market for the same period.

(You can assume return earned should be in line with the return from sensex.)

Solution :

i. Value of investment in rupee = 50 × 46.30=Rs.2315 million

Return from sensex = 
 

3250 3800 14.47%
3800
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Value of investment in rupee on November 30, 2001 = 2315 × (1 - 0.1447) = Rs.
1980.02 million

Value in $ on November 30,2001

= 
1980.02 $41.2075Million

48.05

Nominal return to FII = 


41.2075 50 17.59%.
50

ii. Real return to FII
    

1 Nominal return 1
1  Inflation rate in US


   


1 0.1759 1 19.60%.
l 0.025

iii. Initial investment=Rs. 100,000
Return from investment=14.47%
Real return to Indian investor

    
1  Nominal return 1

1  Inflation rate in India


  


1 0.1447 1 19.31%
1 0.06
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INTERNATIONAL WORKING CAPITAL MANAGEMENT

PROBLEM - 11

A multinational company has surplus fund of £ 300,000 in UK for 90 days. The
company is planning to invest the fund for 90 days. The company is considering to
invest the fund in 90-day deposit in banks or invest in CDs for 90 days. The interest
rate offered by a British bank on 90-day deposit is 6.5%. The interest rate on CD is
10%, but the minimum size of investment in CD is £ 500,000 and in multiples of £
500,000. The overdraft charges applicable to the company is 14%. You are required
to

i. Find out the break-even size of investment in CD and suggest the bank whether to
invest in  CD or not.

ii. Compare the gain/loss if the company have decided to invest in a CD against the
investment in bank deposits.

Solution :

i. Let x be breakeven size of Investment
[x = owned fund].
Alternative 1 Bank Deposit

Int. income =   
36.5% of x 0.01625x

12
Alternative 2 Invest 5,00,000 in C.D by borrowing [5,00,000 - x]

Net Int. Income      
3 310% of 5,00,000 14% of 5,00,000 x

12 12
    

 

70000 0.14x12, 500
4

= 12,500 - 17,500 + 0.035x
= 0.035x - 5000
At break even, 0.01625x = 0.035x - 5000

 
5000x 2,66,666.67

00.1875
= 2,66,667
Since the Co. has owned fund of ` 3,00,000 (> 2,66,667)
It should choose Alternative 2 i.e. invest in C.D.
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[x = owned fund].
Alternative 1 Bank Deposit

Int. income =   
36.5% of x 0.01625x

12
Alternative 2 Invest 5,00,000 in C.D by borrowing [5,00,000 - x]

Net Int. Income      
3 310% of 5,00,000 14% of 5,00,000 x

12 12
    

 

70000 0.14x12, 500
4

= 12,500 - 17,500 + 0.035x
= 0.035x - 5000
At break even, 0.01625x = 0.035x - 5000

 
5000x 2,66,666.67

00.1875
= 2,66,667
Since the Co. has owned fund of ` 3,00,000 (> 2,66,667)
It should choose Alternative 2 i.e. invest in C.D.
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ii. Int income on bank deposit = 0.1625x = 0.01625 × 3,00,000
= £ 4875

Net Int. income in CD = 0.035x - 5000
= 0.035 × 3,00,000 - 5000 = £ 5,500
 Gain to company    = £ 625
Due to CD investment.

PROBLEM - 12

A multinational company based in Germany has its subsidiaries in UK, Singapore,
Hongkong and Japan. The cash position of these subsidiaries for the month of
February 2003 is as follows:

UK. Cash surplus of £1 million
Singapore Cash deficit of S$1 million
Hongkong Cash deficit of HK$2 million
Japan Cash surplus of JPY 50 million

The current exchange rates are given below:

Euro/£ 1.5025
S$/Euro 1.8910
Euro/HK$ 0.1190
JPY/Euro 130

You are required to determine the cash requirement of the MNC adopts:

i. Centralized cash management.
ii. Decentralized cash management.

Solution :

i. Total cash requirement under centralized cash management
=+£1 million + JP ¥50 million - S$1 million - HK$2 million

=Euro        
50 11 1.5025 2 0.119

130 1.8910

=Euro [1.5025+0.3846-0.5288-0.2380]
=Euro 1.1203 million.
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ii. Total cash requirement under decentralized cash management
=S$1 million +HK$2 million

=Euro    
 

1 2 0.119
1.8910

= Euro 0.7668 million
Surplus available at U.K subsidiary and Japan subsidiary is not available for
adjustment against the deficit of the other subsidiaries.

PROBLEM - 13

The covered after tax lending and borrowing rates for three unit of a Multinational
corporation located in the United States, Singapore and Hong Kong are :

Lending (%) Borrowing (%)
United States 4.9 5.0
Singapore 2.70 3.9
Hong Kong 2.75 3.3

Currently, the Singapore and Hong Kong units owe $25,00,000 and $35,00,000,
respectively to their US parent. The Singapore unit also has $10,00,000 in receivables
from is Hong Kong affiliate. The timing of these payment can be changed by up to 60
days in either direction. If US Parent is borrowing funds, while both the Singapore
and hang Kong subsidiaries have surplus cash available, you are required to

i. Determine the MNC's optional leading and lagging strategies

ii. Calculate the net profit impact of these adjustments

iii. Indicate the change in the MNC's optimal strategy, if the US parents has surplus
cash available.
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Solution :

i. The entire  company's  are owing below

Obtain leading an lagging strategies
I. Singapore should pay US $ 25,00,000 today.
II. Hongkong should pay US $ 3,500,000 today.
III. Hongkong should pay US $ 10,00,000 after 60 days.

Self Note: Always decide in favour of the entity which has higher opportunity
cost. The word favour means -

If the entity is suppose receive/ pay, we advice leading/lagging.

ii. Profit as a result of 1st strategy

= $2,500000 × ( 5-2.7) % × 2/12
= $2,500000 × 2.30 % × 2/12
= $9583.33

Profit due to 2nd strategy
=$ 3,500000 × ( 5% - 2.75 ) % × 2/12
=$ 3,500000 × 2.25 % × 2/12
= $13,125

Profit due to 3rd advice

= $ 10,00,000 × (2.75 - 2.70) % × 2/12
=$10,00,000 × 0.05% × 2/12
=$ 83.33
Overall profit = $ [ 9583.33+13,125+83.33] = $ 22,791.66
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iii. If US has surplus its opportunity cost is 4.9% this is less then 2.75% for Hon-Kong.
So, there is only one change i.e. strategy II i.e., Hong-Kong should pay US $
35,00,000 after 60 days.
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INTERNATIONAL PROJECT APPRAISAL

PROBLEM - 14

An Indian company is planning to set up a subsidiary in South Africa. The initial
project cost is estimated to be ZAR 500 million; Working Capital required is estimated
to be ZAR 30 million. The finance manager of company estimated the data as follows:

Variable Cost of Production (Per Unit Sold)
Fixed cost per annum
Selling Price
Production capacity
Expected life of Plant
Method of Depreciation
Salvage Value at the end of 5 years

ZAR 5.20
ZAR 4 million
ZAR 15
16 million units
5 years
Straight Line Method (SLM)
NIL

The subsidiary of the Indian company is subject to 40% corporate tax rate in the
South Africa and the required rate of return of such types of project is 15%. The
current exchange rate is ` 5/ZAR and the rupee is expected to depreciate by 3% per
annum for next five years.

The subsidiary company shall be allowed to repatriate 60% of the CFAT every year
along with the accumulated arrears of blocked funds at the end of 5 years, the
withholding taxes are 10%. The blocked fund will be invested in the South African
money market by the subsidiary, earning 6% (free of taxes) per year.

Determine  the  feasibility  of  having  a  subsidiary  company  in  the  South  Africa,
assuming  no  tax liability in India on earnings received by the parent company from
the South Africa subsidiary.
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Solution :
Step - 1 Calculation of CFAT (Cash flow After Tax)

Selling Price ` 15
(-) V. cost 5.2
Contribution 9.8
Quantity 16m
Annual cost 156.8
(- ) Cash Flow Cost 4
EBDIT 152.8
(-) Dep (500/5) 100
EBIT 52.8
NOPAT @ 60% 31.68
+ Dep 100
CFAF 131.68

Step - 2 PV of Repatriated amount each year

Years Repatriated Amount
(60% of CFAT)

E(S) Repatriated ` PV @ 15%

1 79.01 5.15 406.90 353.83
2 79.01 5.31 419.54 317.23
3 79.01 5.48 432.97 284.68
4 79.01 5.65 446.61 255.24
5 79.01 5.82 459.84 228.62

After applying 10% withholding tax, PV = 1295.64
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Step - 3 PV of the blocked funds Repatriated at the end

Blocked funds each year = 40% of CFAT = 52.67

Years Blocked fund Reinvested @ 6%
1 52.67 66.49
2 52.67 62.73
3 52.67 59.18
4 52.67 55.83
5 52.67 52.67

PV of Reinvested 296.9
(-) C F withholding Tax @ 10% 29.69

267.21

E (Ss) 5.82
Expected ` proceeding ` 1555.16

PV @ 15% 773.19

Step - 4 We assume that working capital of 30m is received in full. No withholding tax
is charged on its repatriation.
So, amount repatriated = 30 × 5.82 = ` 174.6m
PV @ 15% = 86.81 m

NPV = Step 2 + Step 3 + Step 4 - Initial Investment
= 1259.64 +773.19 +86.81 - 530 × 5
= (494.34)

Project is not viable.
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