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PROBLEM - 1 

Perfect  Inc.,  a  U.S.  based  Pharmaceutical  Company  has  received  an  

offer  from  Aidscure  Ltd.,  a company  engaged  in  manufacturing  of  

drugs  to  cure  Dengue,  to  set  up  a  manufacturing  unit  in Baddi 

(H.P.), India in a joint venture. 

As per the Joint Venture agreement, Perfect Inc. will receive 55% share of 

revenues plus a royalty @ US $0.01 per bottle. The initial investment will 

be  `200 crores for machinery and factory. The scrap value of machinery 

and factory is estimated at the end of five (5) year to be `5 crores. The 

machinery is depreciable @ 20% on the value net of salvage value using 

Straight Line Method. An initial  working  capital  to  the  tune  of  `50  

crores  shall  be  required  and  thereafter  `5  crores  each year. 

As per GOI directions, it is estimated that the price per bottle will be `7.50 

and production will be 24 crores bottles per year. The price in addition to 

inflation of respective years shall be increased by `1 each year. The 

production cost shall be 40% of the revenues. 

The  applicable  tax  rate  in  India  is  30%  and  35%  in  US  and  there  is  

Double  Taxation  Avoidance Agreement between India and US. According 

to the agreement tax credit shall be given in US for the tax paid in India. 

In both the countries, taxes shall be paid in the following year in which 

profit have arisen. 

The Spot rate of $ is `57. The inflation in India is 6% (expected to decrease 

by 0.50% every year) and 5% in US. 

As  per  the  policy  of  GOI,  only  50%  of  the  share  can  be  remitted  in  

the  year  in  which  they  are earned and remaining in the following year. 

Though WACC  of Perfect Inc. is  13%  but due to risky  nature  of the  

project it  expects  a return of 15%. 

Determine whether Perfect Inc. should invest in the project or not (from 

subsidiary point of view). 
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PROBLEM - 2 

Its Entertainment Ltd., an Indian Amusement Company is happy with the 

success of its Water Park in India. The company wants to repeat its 

success in Nepal also where it is planning to establish a Grand  Water  

Park  with  world  class  amenities.  The  company  is  also  encouraged  by  

a  marketing research report on which it has just spent ` 20,00,000 lacs.   

The  estimated  cost  of  construction  would  be  Nepali  Rupee  (NPR)  450  

crores  and  it  would  be completed in one years time. Half of the 

construction cost will be paid in the beginning and rest at the  end  of  

year.  In  addition,  working  capital  requirement  would  be  NPR  65  

crores  from  the  year end one. The after tax realizable value of fixed 

assets after four years of operation is expected to be  NPR  250  crores.  

Under  the  Foreign  Capital  Encouragement  Policy  of  Nepal,  company  

is allowed  to  claim  20%  depreciation  allowance  per  year  on  reducing  

balance  basis  subject  to maximum capital limit of NPR 200 crore. The 

company can raise loan for theme park in Nepal @ 9%. 

The  water  park  will  have  a  maximum  capacity  of  20,000  visitors  per  

day.  On  an  average,  it  is expected to achieve 70% capacity for first 

operational four years. The entry ticket is expected to be NPR  220  per  

person.  In  addition  to  entry  tickets  revenue,  the  company  could  earn  

revenue  from sale of food and beverages and fancy gift items. The average 

sales expected to be NPR 150 per visitor  for  food  and  beverages  and  

NPR  50  per  visitor  for  fancy  gift  items.  The  sales  margin  on food  

and  beverages  and  fancy  gift  items  is  20%  and  50%  respectively.  The  

park  would  open  for 360 days a year. 

The annual staffing cost would be NPR 65 crores per annum. The annual 

insurance cost would be NPR 5 crores. The other running and maintenance 

costs are expected to be NPR 25 crores in the first year of operation which 

is expected to increase NPR 4 crores every year. The company would 

apportion existing overheads to the tune of NPR 5 crores to the park. 

All costs and receipts (excluding construction costs, assets realizable value 

and other running and maintenance costs) mentioned above are at current 



Strategic Financial Management - Forex  

 

Sanjay Saraf Sir          3 

 

prices (i.e. 0 point of time) which are expected to increase by 5% per year. 

The current spot rate is NPR 1.60 per `. The tax rate in India is 30% and 

in Nepal it is 20%.   

The current WACC of the company is 12%. The average market return is 

11% and interest rate on treasury bond is 8%. The company’s current 

equity beta is 0.45. The company’s funding  ratio for the Water Park would 

be 55% equity and 45% debt. 

Being  a  tourist  Place,  the  amusement  industry  in  Nepal  is  

competitive  and  very  different  from  its Indian  counterpart.  The  

company  has  gathered  the  relevant  information  about  its  nearest 

competitor in Nepal. The competitor’s market value of the equity is NPR 

1850 crores and the debt is NPR 510 crores and the equity beta is 1.35. 

State whether Its Entertainment Ltd. should undertake Water Park 

project in Nepal or not. 

 

 


