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CIFA PART I SECTION 6

N

INTERNATIONAL FINANCE

FRIDAY: 3 September 2021. Time Allowed: 3 hours.

Answer ALL questions. Marks allocated to each question are shown at the end of the question. Show ALL your workings.

QUESTION ONE

(2)

(b)
(©

(d)

DWW N

National economies have recently become more closely linked not only because of growing international trade
and investment opportunities, but also due to terms of international financial transactions.

In light of the above statement, discuss five factors that could have contributed to aiincreased general level of
correlation among markets and market integration. (5 marks)

Highlight two merits and two demerits of the theory of comparative advantagé’in international trade. (4 marks)

The following information relates to the Republic of Ziji for the year ended 31 December 2020:

USD “million”

Export of goods 15,000

Import of goods 10,000

Receipts from shipping 4,000

Payments for property 1,000

Gifts received from abroad 500

Gifts granted to foreigners 200

Interest paid to foreigners 100

Required:

Current account for the year ended 34 December 2020. (4 marks)

Venus Limited intends to invest’Sh.30,000,000 in a venture in China. The project is expected to generate the
following cash inflows:
Cash inflows

Year (Chinese Yuans)
500,000
650,000
700,000
800,000
Additional information: '
1 The company’s cost of capital is 12%.
2. The exchange rate between Kenya Shillings and Chinese Yuan is Ksh.16.50.
3 The Yuan is expected to appreciate by 10% per anoum.
4 Assume that there is no taxes and that all the cash flows are remitted to the parent company every year.
Required:
) Advise the management on whether to undertake the investment using the net present value (NPV)
approach. (4 marks)
(i1) Suggest three reasons that could make a parent company to reject a project with a positive net present
value (NPV) from the subsidiary perspective. (3 marks)

(Total: 20 marks)
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QUESTION TWO
(a) Explain four factors that could lead to differences in cost of capltal between domestic firms and multinational
corporations (MNCs). - L : o : 4 (4 marks)

) Faraja Limited, a company based in the United States, expects to receive 350,000 United Kingdom Pound'(£) in
225 days. The company is wondering whether to use a forward market hedge, a money market hedge or no hedge
strategies to manage its foreign exchange exposure. The company’s financial analysts has provided the following
information which could be used to assess alternative strategies:

Spot rate : 1£ = $1.50
225 day forward rate : 1£ = $1.47
Interest rates are as follows:
P ) United Kingdom USA
225 day deposit rate 5% 5% b
225 day borrowing rate 55%" 5.5% i

The company forecasted the future market rate in 225 days as follows:

l;ossible outcome Probability
$1.45 0.30
$1.46 0.50
$1.50 0.20
Required:
Demonstrate how the firm will apply the following hedglng strategies:
6] Forward market hedge. ' ' (2 marks)
(ii) Money market hedge. : ‘ . (3 marks)
(iii) No hedging strategy. ‘ 2 fnarks)
(iv)  Advise the management of Faraja Limitéd on the hedging strategy to undertake based on your results in
(b) (1) — (b) (iii) above. S (2 marks)
(©) You are provided with the following infermation relating t6 one year average interest rates and 1nﬂat10n rates in

Kenya and the United States of America (U SA):

, . Kenya USA
Interest rates 14% 8%

Inflation rates 23% - 13%

The current spot rate of the Kenyan shllhng (Ksh.) against the US dollar (USD) is:
1USD = Ksh 108. .

Required: -
The expected exchange rate between the Kenyan shillings and the US dollar in one year s time under the
following parity condltlons :

@ Interest rate panty (IRP). _ (3 marks)
(i) Purchasing power parity (PPP). : (3 marks)
(iif) Give one reason-that explain why PPP may not always hold. ' (1 mark)

. (Total: 20 marks)

QUESTION THREE
. (a) - Inrelation to international tax environment:

() Distinguish between “Base Erosion and Profit Shifting (BEPS)” and “transfer pricing (TP)”. (4 marks)

(ii) - Describe two forms of double taxation. ' ‘ (2 marks)
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(iif) Explain three implications of double taxation in international trade. (3 marks)

(iif) ) Suggest one measure that a multinational corporatioi} could take to avoid double taxaﬁoni ‘ (1- mark)
(B ~ ‘The World Trade Organisation (WTO) is a global trade organisation that was formed to ensure trading among
nations was conducted on a fair level ground among other functions.
Required:
Summarise five key objectives of WTO. : (5 marks)
(c) Jeremy Kiptoo, a forex trader has 10,000,000 Swiss Francs (SF). He is considering selhng or buying the J. apanese
Yens (¥), US dollars (§) or the Swiss Francs (SF) quoted at the following exchange rates:
Bank Exchange rate
A ¥120.00/US$
B - SF1.60/US$
C ¥80.00/SF
Required: . ,
The profit the forex trader could earn through triangular arbitrage. ' (5 marks)
‘ ' (Total: 20 marks)
QUESTION FOUR
(a) Differentiate between “leading” and “lagging” in relation to international trade. i (4 marks)
(b Evaluate three debt restructuring options available to governments expérencing a debt crisis. o (6 marks)
(c) Discuss two impediments to economic trading blocs among nations. . (4 marks)
’ (dj The current global Covid-19 pandermc has triggered multinational corporations (MNCs) to conduct most of their
trade through onhne platforms due to movement restrictions across borders.
Required:
Examine three ethical concerns that are likely torarise while conducting international business over the internet
platforms. - T (3 marks)
(e) Sovereign risk is perhaps the most detrimiéntal of all the political risks that a multinational company is exposed to.
This is because a host government could take over the business of a multinational corporation (MNC) without
icompensatlon
Required:
Outline three strategies thaba MNC could apply to reduce exposure to sovereign risk. (3 marks)
(Total: 20 marks)
QUESTION FIVE
(a) Cite four reasons why developing countries adopts deficit financing. (4 marks)
(b) Propose three strategies that could be adopted by a multinational corporation (MNC) to repatriate blocked funds
from the host country.. ‘ : (6 marks)
(c) Examine two forms of hedge used by multinational companies to manage transaction exposures. (4 marks) »
(d) Foreign Direct Investments (FDIs) have been criticised for exerting pressure on host countries in terms of foreign

policy:

In relation to the above statement, analyse three limitations associated with FDIs in your country. (6 marks)
_ (Total: 20 marks)

..........................................................................
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Present Value Interest factor of 1 Received at the End of n Periods atr Percent:

PVIF pn=1/(140)" =(1+1)"

Period 150 2% 3% 4% 5% 6% 7% 8% 9% 10% 1% 12% 13% 14% 15% 16% 20% 24% 25% 30%
1 0.9901 09804 | 0.9709 | 09615 | 0.9524 | 09434 | 0.9346 | 05258 | 0.9174 | 0.9691 0.9008 | ©6.8929 | 0.8850 | 0.8772 | 0.86%6 | 0.8621 | 0.8333 | 0.8065 | 0.8000 0.7692
2 0.9803 09612 | 0.9426 | 05246 | 0.9070 | 08900 | 0.8734 | 0.8573 | 0.8417 | 0.8264 | 0.8116 | 0.7972 | 0.7831 0.7685 | 0.7561 0.7432 | 0.6944 | 0.6504 | 0.6400 05817
3 0.8706 | 0.9423 | 09151 | 0.8830 | 0.B538 | 0.6396 | 0.8163 | 0.7938 | 07722 | 0.7513 | 07312 | 0.711B | 0.6931 | 0.6750 | 0.6575 | 0.6407 | 0.5787 | 0.5245 | 0.5120 | 04552
4 0.9610 | 0.9238 | 0.8885 | 0.8548 | 0.8227 | 0.7921 | 0.7629 | 0.7350 | 0.7084 | 0.6830 | 0.6587 | 0.6355 | 0.5133 | 0.5921 | 05718 | 0.5523 | 04823 | 0.4230 | 0.4095 | 03501
5 0.8515 | 0.9057 | 08626 | 0.8219 | 0.7835 | 0.7473 | 0.7130 | 0.6806 | 0.6499 | 0.6208 | 0.5935 | 0.5674 | 0.5428 | 0.5194 | 0.4872 | 0.4761 0.4018 03411 | 03277 | 026893
& 0.9420 | 0.8880 | 0.8375 | 0.7903 | 0.7462 | 0.7050 | 0.6653 | 0.6302 | 0.5963 | 0.5645 | 0.5346 | 0.5066 | 0.4803 | 0.4556 | 0.4323 | 0.4104 | 03349 | 02751 | 02621 | 0.2072
7 0.9327 | 0.8706 | 03131 07599 | 0.7107 | 0.6651 0.6227 | 0.5835 | 0.5470 | 0.5132 | 0.4817 | 04523 | 0.4251 03996 | 0.375% | 03538 | 02791 02218 | 0.2097 | 0.1594
8 0.9235 | 0.8535 | 07894 | 0.7307 | 0.6768 | 0.56274 | 0.5820 | 0.5403 | 05018 | 0.4665 | 0.4339 | 0.4039 | 0.3762 | 0.3506 | 0.326%9 | 0,3050 | 0.2326 | 0.1788 | 0.1678 | 01226
9 0.9143 | 0.8368 | 0.7664 | 0.7026 | 0.6446 | 0.5919 | 0.5439 | 0.5002 | 04604 | 0.4241 0.3908 | 0.3606 | 0.3328 | 0.3075 | 02843 | 0.2630 | 0.1938 | 0.1443 | 0.1342 | 0.0843
10 03053 | 0.8203 0.7441 0.6756 | 0.6133 | 0.5584 | 0.5083 | 0.4632 | 04224 | 0.3855 | 0.3522 | 0.3220 | 0.2946 | 0.2697 | 02472 | 0.2267 | 0.1615 | 0.4164 i 01074 | 0.0725
by 08963 | 0.8043 | 0.7224 | 0.6496 | 05847 | 0.5268 | 04751 | 04288 | 03875 | 03505 | 63173 | 0.2875 | 02607 | 0.2366 | 02149 | 0.1954 | 61346 | 0.0938 | 0.0858 | 0.0558
12 0.8874 | 0.7885 | 07014 | 0.6246 | 0.5568 | 04970 | 0.4440 | 03971 | 0.3555 | 03186 | 0.2858 | 0.2567 | 0.2307 | 0.2076 | 0.1869 | 0.1685 | 01122 | 0.0757 | 0.0687 | 0.0428
13 O.8787 | 07730 | 0.6810 | 0.6006 | 0.5303 | 04688 | 0.4150 | 0.3677 | 0.3262 | 0.2897 | 02575 | 0.2292 | 0.2042 | 0.1821 | 0.1625 | 0.1452 | 0.0935 | 0.0610 | 0.0550 0.033?
14 0.8700 | 07579 | 0.6611 | 05775 | 0.5051 | 0.4423 | 03878 | 03405 | 02092 | 0.2633 | 0.2320 | 0.2046 | 0.1807 | 0.1597 | 0.1413 | 0.1252 | 0.0778 | 0.0492 | 0.0440 | 0.0254
15 0.8613 | 0.7430 | 0.6419 | 05553 | .04810 | 04473 | 03624 | 03152 | 0.2745 | 0.2394 | 0.2090 | 0.1827 | 0.1599 | 0.1401 | 0.1229 | 0.1079 | 0.0649 | 0.0397 | 0.0352 | 0.0195
16 0.8528 | 0.7284 | 0.6232 | 0.5339 | 04581 | 0.3936 | 03387 | 02919 | 0.2518 | 0.2176 | G.1883 | 0.1631 | 0.1415 | 0.1229 | 0.1069 | 0.0936 | 0.0541 | 0.0320 | 0,0281 | 0.0150
17 0.8444 | 07142 | 0.6050 | 05134 | 04363 | 03744 | 03166 | 0.2703 | 02311 | 0.1978 | 0.9696 | 0.1456 | 0.1252 | 0.1678 | 0.0928 4\.0.0802 | 0.0451 | 0.0258 | 048225 | 0.0116
18 0.836G | 0.7002 | 0.5874 | 04936 | 0.4155 | 03503 | 02958 | 0.2502 | 02120 | 0.1799 | 0.1528 | 0.1300 | 0.1108 | 0.0946 | 0.0808\| 0.0691 0.0376 | 00208 | 0.180 0.0089
19 0.8277 | 0.6864 | 05703 | 0.4745 | 03957 | 0.3305 | 0.2765 | 02317 | 0.1945 | 0.1635 | 0.1377 | G.1161 0,0981 0.0828 | 0.0703 | 6.0586 | 0.0313 | 0.0168 | 0.0144 | 0.0068
20 0.8195 | 0.6730 | 0.5537 | 04564 | 0.3768 | 03118 | 0.25B4 | 02145 | 0.1784 | 0.1486 | 0.1240 | 0.1037 | 0.0868 | 0,0728 {“0.0611 | 0.0514 | 0.0261 | 0.0135 | 0.0145 | 0.0053
21 0.8414 | 0.6588 | 05375 | 04388 | 0.3589 | 0.2042 | 02415 | 0.1987 | 0.1637 | 0.1351 | Q1117 | 0.0926 | 0.0768 | 00638 | 0.0531 | 0.0443 | 0.0217 | 0.0108 | 0.0082 | 0.0040
22 0.8034 | 0.6468 | 05219 | 04220 | 03418 | 02775 | 02257 | 0.183% | 0.1502 | 0.1228 | 6.1007 | 0.0826 | 0.8680.[(0.0560 | 0.0462 | 0.0382 | 0.0181 0.0088 | 0.0074 { 0.0031
23 0.7954 | 0.5342 | 05067 | 04057 | 06,3256 | 0.2618 | 02108 | 0.1703 | 6.1378 | 01117 | 6.0807 | 0.0738 | 0.060% .0491 0.0402 | 0.0329 | 0.0151 0.0071 0.0058 0.0024
24 {0.7876 | 0.6217 | 0.4918 | 0.3901 03101 02470 | 01871 01577 | 64264 | 0.1015 | 0.0817 | 0.0658 | (.0532 | 0.0431 0.0349 | 0.0284 | 0.0126 | 0.0057 | 0.0047 | 0.0018
25 0.7798 | 0.6035 | 04776 | 03751 | 02953 | 0.2330 | 0.1842 | 0.1460 | 061160 | 0.0923 | 0.0736 | 0.0588 |(B,0471 0.0378 | 0.0304 | 0.0245 | 0.0105 | 0.0046 | 0.0038 | 0.0014
30 07418 | 05521 | 04120 | 03083 | 0.2314 | 0.1741 0.1314 | 00994 | 00754 | 00573 | 0.0437 | 0.0334 | 0.0256 | 0.0196 | 0.0151 0.0116 | 0.0042 | 0.0016 | 0.0012 *

35 0.7058 | 05000 | 03554 | 02534 | 0.1813 | 0.1301 00937 { 0.0676 | 00490 { 0.0356 | 0.0259 |-6.0189 | 0.0139 | 0.0102 | 0.0075 | 0.0055 | 0.0017 | 0.0005 * *
36 0.6989 | 04902 | 03450 | 02437 | 04727 | 0.1227 | 0.0875 | 0.0626 | 0.0449 | 0.0323 | 0.0234.} 0.0169 | 0.0123 | 0.0080 | 0.0065 | 0.0048 | 0.0014 * * *
40 0.6717 | 04529 | 03066 | 02083 | 0.1420 | 0.0972 | 0.0668 | 0.0460 | 00318 | 0.0221 00154 | 0.0107 | 0.0075 | 0.0053 | 0.0037 | 0.6026 | 0.0007 * - .
50 0.6080 | 03715 | 0.2281 0.1407 | 0.0872 | 0.0543 | 0.0339 | 0.0213 | 0.0134 | 0.0085 [ Q0054 | 6.0035 | 0.0022 | 0.0014 | 0.0003 | 0.0006 * * * *
Present Value Interest factors for Annuity of 1 Discounted at r Percent for n Periods:
PVIFA n=[1—1/(1+)"] /r

Period 1% 2% 3% 4% 5% 8% 7% 8% 9% 10% 113 12% "] 13% 14% 15% 16% 20% 24% 25% 30%
1 0.9901 §.9804 | 09703 | 09615 | 09524 | 0.9434 | 09346 | 09258 | 0.9173 | (.8091 0.8008 | 0.8920 | 0.8850 | 0.8772 | 0.8696 | 0.8621 0.8333 | 0.8065 | 0,8000 | 07892
2 1.5704 | 19416 | 19135 | 18861 | 1.8594 | 1.8334 | 48080 | 1.7833 | 17591 | 1.7355 | 1.7125 | 1.6001 | 1.6681 | 1.6467 | 1.6257 | 1.6052 | 15278 | 1.4568 | 1.4400 | 1.3608
3 28410 | 2.883% | 2.8286 | Z7751 | 27232 | 26730-| 26243 | 25771 | 25313 | 24868 | 2.4437 | 24018 | 23612 | 23216 | 22832 | 22453 | 21085 | 19813 | 19520 | 1.8161
4 38020 | 3.8077 | 37171 | 3.6299% | 35460 | 3.465% 7 33872 | 33121 | 3.2397 | 31689 | 3.1024 | 3.0373 | 20745 | 29137 | 28550 | 2.7982 | 2.5887 | 2.4043 | 2.3616 | 2.1662
5 4.8534 | 47135 | 45797 | 44518 | 43295 | 42124 | 41002 | 3.9927 | 3.8897 | 3.7908 | 3.6958 | 3.6048 | 35172 | 34331 | 3.3522 | 3.2743 | 29906 | 27454 | 26893 | 2.4356

[ 5.7055 | 58014 | 54172 | 52421 507581 48173 | 4.7665 | 4.6729 | 4.4859 | 4.3553 | 4.2305 | 41114 | 3.9575 | 3.B887 { 3.7845 | 3.6847 | 3.3255 | 3.0205 | 28514 | 2.6427
7 6.7282 | BA720 62383 | 5.0021 57864 | 55824 | 53893 | 52064 | 5.0330 | 4.8684 | 47122 | 4.5638 | 4.4226 | 4.2883 | 41504 | 4.0386 | 3.5046 | 3.2423 | 31611 | 2.8021
8 7.6517 | 73255 | 7.0197 | 87327 64632 | 62098 | 59713 | 57466 | 55348 | 53349 | 5.1461 4.9676 | 4.7988 | 4.6389 | 44873 | 43436 | 3.8372 | 34212 | 33289 | 29247
3 8.5660 | 8.1622 | 7.7861 7A4353)] 71078 | 6.8017 | 65152 | 62463 | 59352 | 5.7580 | 5.5370 | 53282 | R1317 | 45464 | 47716 | 46065 | 4.0310 | 3.5655 | 34631 3.0190
10 9.4713 | 89826 | 85302 | 81188 | 77217 | 73601 7.0236 | 87101 64177 | 61446 | 58882 | 56502 | 54262 | 5.2161 5.0188 { 4.8332 | 41925 | 3.6819 | 35705 | 3.0915
11 10368 | 9.7868 | 9.2526f 8.7605 | 83064 | 7.8889 | 7.4987 | 7.1390 | 68052 | 64851 | 62065 | 59377 | 5.6869 | 54527 | 52337 | 5.0286 | 43271 | 37757 | 3.6564 | 3.4473
12 14.255 | 10.575 | 9.9540 | 9.3851 | 8.8633 | 8.3838 | 7.9427 | 7.5361 | 7.1607 | 68137 | 64824 | 61944 | 59176 | 5.6603 | 54206 | 5.1971 | 44392 | 3.8514 | 3.7251 | 3.4903
13 12134 | 11.348 | 10.635 | 9.9856 | 93936 | 8.8527 | 83577 | 7.9038 | 7.4869 | 7.1034 | 67499 | 64235 | 6.1218 | 58424 | 55831 | 53423 | 45327 | 39124 | 37801 | 32233
14 13.004 | 12106 | 11.206 | 10.563 | 9.8986 | 82950 | 8.7455 | 82442 | 7.7862 | 7.3667 | 6.9819 | 6.6282 | 63025 | 6.0021 | 57245 | 54675 | 4.6106 | 3.9616 | 3.8241 | 32487
15 13.865 | 12.849 11.938 { 11.118 | 10.380 | 8.7322 | 91078 | 8.5595 | 8.06807 { 7.6061 | 7.1809 | 6.8108 6.4624 | 61422 | 58474 | 55755 | 4.6755 | 40013 | 3.8593 | 32682
§
16 14.718 | 13.578 | 12561 | 11.652 | 10.838 | 10.106 | 9.4466 | 8.8514 | 83126 | 7.B237 | 7.3792 | 69740 | 6.6039 | 62651 | 59542 | 5.6685 | 4.7206 | 4.0333 | 3.8874 | 3.2832
17 - 15562 | 14292 | 13.166 | 12166 | 11274 | 10.477 | 9.7632 | 9.1216 | 85436 | 8.0216 | 7.5488 | 7.1196 | 6.7291 | 63729 | 6.0472 | 57487 | 47746 | 4.0591 | 39099 | 3.2948
18 16398 | 14.992 | 13.754 | 12.659 | 11.650 | 10.828 | 10.059 | 93719 | B.7556 | 82014 | 7.7016 | 7.2497 | 6.8399 | 64674 | 6.1280 | 58178 | 4.8122 | 4.0799 | 3.9273 | 3.3037
18 17226 | 15.678 | 14324 | 13.134 | 12.085 | 11.158 | 10336 | 9.6036 | 8.9501 8.3649 | 7.8393 | 7.3658 | 6.9380 | 6.5504 | 61982 | 58775 | 4.8435 | 4.0967 | 3.9424 | 33105
20 48.046 | 16351 14.877 | 13.580 | 12.462 | 11.470 | 10,594 [ 98181 | 9.1285 | 8.5136 | 7.9633 | 7.4684 | 7.0248 | 6.6231 62533 | 59288 | 4.8696 | 4.1103 | 3.9538 | 33158
21 18.857 | 47.011 | 15415 | 14.029 | 12.821 | 11.764 | 10.836 | 10.017 | 92922 | B6487 | 80751 | 7.5620 | 7.1016 | 6.6870 | 63125 | 59731 | 4.8913 { 4.1212 | 38631 | 3.3198
22 19.660 17.658 | 15.837 | 14.451 13163 | 12.042 | 11.061 10201 | 94424 | 87715 | 81757 | 7.6446 | 7.1695 | 67429 | 63587 | %0113 | 4.9094 | 41300 | 39705 | 33230
23 20.456 | 18,292 | 16.444 | 14,857 | 13.48% | 12303 | 11.272 | 10371 95802 | 8.8832 | 82664 | 7.7184 | 7.2297 | 6.7921 53988 | 6.0442 | 49245 | 41371 | 39764 | 33254
24 21.243 18,814 | 16.936 { 15247 | 13799 { 12.550 | 11.468 | 10520 | 8.7066 | B.9847 | 8.3481 77843 | 72828 | 6.8351 54338 | 6.0726 { 49371 | 4.1428 | 3.9811 33272
25 22.023 19.523 | 17.413 | 15622 | 14.094 | 12.783 | 11.654 | 10.675 | 9.8226 | 9,0770 | 8.4217 | 7.8431 7.3300 | 6.8729 | 6.4641 6.0971 | 4.9476 | 41474 | 39849 | 33286
30 25808 | 22386 | 19.600 | 17.202 | 15372 | 13.765 | 12408 | 11.258 | 10274 | 9.4260 | 8.6938 | 8.0552 | 7.4857 | 7.0027 | 65660 | 6.1772 | 4.9789 | 4.1601 | 3.8950 | 33321
35 29.409 | 24999 | 21.487 | 18.665 | 16.374 | 14.498 | 12.948 | 11.655 | 10.567 | 9.6442 | 8.8552 | 81755 | 7.5856 | 7.0700 | 6.6166 | 62153 | 4.9915 | 4.1644 | 3.9984 | 33330
36 30.108 | 25488 | 21.832 | 18,908 | 16.547 | 14.621 13.035 | 11.717 | 10.612 | 9.6765 | 8.8786 | 8.1924 | 7.5979 | 7.0780 { 6.6231 62201 | 4.9929 | 41649 { 38987 | 3.3331
40 32.835 | 27.355 | 23415 | 19.793 | 17.153 | 15.046 | 13332 | 11.925 | 10757 | 9.7791 | 89511 | 82438 | 7.6344 | 7.1050 | 6.6418 | 62335 | 49966 | 4.1658 | 3.9995 | 33332
50 39.196 | 31,424 | 25.730 21.48_2_ 18.256 15.782_ 13.801 _11'__.83 10,862 | 9.9148 | 9.0417 | B3045 | 7.6752 | 7.1327 (LBBO5 6.2463 4._9995 41666 | 39899 | 33333






