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CIFA PART III SECTION 6

INTERNATIONAL FINANCE

MONDAY: 30 November 2020. 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

(a)

(b)

(c)

(d)

Explain the following terms as applied in international finance:

: &

(1) Delphi technique. <
KT

(ii) Currency cocktail bond. ’09 (2 marks)

(2 marks)

Dyna Ltd. is a Kenyan company involved in international business of expo: ‘@%xecutwe footwear. The company is
expecting a receivable of 50,000,000 Tanzania shillings (Tsh.) in 90 days ﬁ@n sales transaction to Tanzania.

Additional information: Q,@
i; Annualised interest rate in Tanzania is 9%. S
78 Annualised interest rate in Kenya is 13%. §
3 90-day forward rate in Tanzanian currency is Tsh.1
4 Spot exchange rate of the Tanzania shilling to Kerm shilling is Tsh.9.50.
St
Required: Q¥
(1) The amount to be received by Dyna Ltd. qﬁ(enya shillings using money market hedge. (3 marks)
@
(ii) The amount to be received by Dyrﬁ%td. in Kenya shillings using forward contract hedge. (2 marks)
®)
(iii) Advise Dyna Ltd. on which e two options under (b) (i) and (b) (ii) above to select. (1 mark)
(o
Savanna Technologies Limited computer software to Maxweb Limited, a company based in Rwanda on credit

and invoiced 10 million Rwanflan Francs (RWF) payable in six months. Currently, the six-month forward exchange
rate is 0.1121 KES/RWF a@the foreign exchange advisor for Savanna Technologies Limited predicts that the spot
rate is likely to be 0.1 lQlJIKESfRWF in six months.

e
Required:
(1) The expected gain/loss from the forward hedging. (2 marks)
(i1) Recommend to the management of Savanna Technologies Limited on whether to hedge the Rwandan Franc
(RWEF). (1 mark)

(iii) Suppose the forward exchange rate advisor predicts that the future spot rate will be the same as the forward
exchange rate quoted today.

Explain whether you would still recommend hedging of the RWF, (1 mark)
Discuss three risk exposures that your country is likely to face from excessive external borrowing. (6 marks)
(Total: 20 marks)
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QUESTION TWO

(a) Tom Lusweti has been engaging in locational arbitrage for some time now. He is considering the following quotation
from two different banks located in different locations:
Lipa Bank Vuma Bank
Currency quotes Bid Ask Bid Ask
Euro/US dollar (€/$) €0.8226  €0.8293 €0.8361 €0.8395
Required:
(1) Assuming that Lusweti is holding 20,000 Euros, demonstrate how he could take advantage of locational
arbitrage. (3 marks)
(i) Highlight two assumptions of locational arbitrage made in (a) (i) above. (2 marks)
(b) Citing four reasons, justify why it is inevitable for multinational corporations to manage political risks. (4 marks)
(c) Examine three major reasons why multinational corporations face challenges in computing cost of capital across
countries. (3 marks)
S
(d) Evaluate four causes of global financial crisis. %9 (8 marks)
> (Total: 20 marks)
S
QUESTION THREE KR
(a) Zulu Enterprises, a South African company intends to invest in a capital pxe%ct in Kenya. The project is expected to
commence on 1 July 2020. OCQQ
Q¥

Additional information:

&

1) The project is expected to cost South African Rands (ZAR) 75,000,000 and a further ZAR 42,000,000 will be
required for working capital requirements on commegicement of the project.

2. The working capital requirements on commenceqient of the project would be recouped at the end of the
project’s economic life. @)

3. The economic life of the project is 5 years.

4. Capital allowance would be provided on@.‘ght-line basis over the project’s economic life with zero salvage
value expected. 1S

5. The expected revenue, sales and fp\{@ztosts are as follows:

(% Year
2021 2022 2023 2024

Sales (ZAR “000™) ,000 170,000 195,000 210,000 75,000
Fixed costs (ZAR “0007).2°26,000 40,000 45,000 35,000 30,000

6. Variable costs are e{@"ed to be 40% of sales revenue annually.

7. The exchange rate$\between the South African Rand and the Kenya shilling are expected to be as follows
over the projecb’/ﬁ%conomic life:

&)
(Assume th@exchange rate on 1 January 2020 was Ksh.14.00/ZAR).

31 December 2020 15.20
31 December 2021 17.10
31 December 2022 18.95
31 December 2023 20.50
31 December 2024 22.00
8. “ost of capital in both South African and Kenya is 12% and the rates of taxes are assumed to be the same at
30%.
9. The project would be exempted from tax in South Africa.
10. All ¢t sh flows are expected to accrue at the year end.
Required:
(i) The project’s Net Present Value (NPV) in Kenya shillings. (10 marks)
(i1) Advise the management whether to invest in the project. (2 marks)
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(b) Explain the application of the following in the context of international finance:
(1) Risk adjusted discounted rate. (2 marks)
(i)  Sensitivity analysis. ' (2 marks)
(iii) Simulation. (2 marks)
(iv) Tax drag. (2 marks)
(Total: 20 marks)
QUESTION FOUR
(a) Max Limited has its head office located in Nairobi, Kenya and a subsidiary in London, United Kingdom. The
subsidiary remits a total of 50,000 Sterling Pound (£) every month to_the head office. On average, it takes the
subsidiary 15 days to transfer the funds to the head office.
The finance manager of Max Limited has approached HTL Bank to transfer the funds on its behalf.
The bank would take 3 days to transfer the funds at a transfer fee of 2% of the amount transferred every month.
Max Limited would use the days saved on transfer to invest the funds received. Q
Q)
Additional information: \%‘0
i The return on investment is 18% per annum. &
2 The exchange rate between Kenya shilling and Sterling pound is Ksh&@l% 1£.
@)
7ag
Assume a year has 360 days. @Q
&
Required: ®\J¢
Advise the management of Max Limited on whether to use the HFL Bank for the transfer of funds. (6 marks)
(b) Describe three limitations of using fundamental analysis intforecasting trends in exchange rate markets. (3 marks)
(c) Explain five points of considerations when selectin&@n international payment method. (5 marks)
A\
(d) Citing an example in each case, describe three@ges of foreign direct investments (FDIs). (6 marks)
®® (Total: 20 marks)
N
5\‘\
QUESTION FIVE O
(a) With reference to the internation; environment:
2
() Explain the term:‘(\f@é?gn tax credit”. (2 marks)
X
(ii) Discuss the cgg%cpt of transfer pricing. (4 marks)
<G
(iii) Outline {hgée risks of applying transfer pricing. (3 marks)
(b) Zebedi Limited is a Kenyan firm that conducts major importing and exporting business in China. All transactions are
invoiced in United States dollars (USD). The company obtained a long term debt in Kenya at an interest rate of 12%
per annum. The stock market return in Kenya is expected to be 14% annually. The long term risk free rate in Kenya is
9%.
Zebedi Ltd.’s beta is 1.2. Its target capital structure is 40% debt. Zebedi Limited is subject to a 30% corporate tax rate.
Required:
Estimate the cost of capital to Zebedi Limited. (6 marks)
() Describe five qthical issues that multinational corporations have to address in théir host countries. (5 marks)

(Total: 20 marks)

-------------------------------------------------------------------------
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Present Value Interest factor of 1 Received at the End of n Periods at r Percent:

PVIF ;. n=1/(141)" = (1 +1)"

| Period | % | % | % % 5% 6% ™ 8% 8% 0% | 1% | 2% | 13% | 4% | 15% | te% | 20% | 2% | 2% | %
1 | 09001 | 09804 | 09709 | 09615 | 0.9524 | 0.9434 | 09346 | 09259 | 0.9174 | 0.9091 | 0.9009 | 0.8929 | 0.8850 | 0.8772 | 0.8696 | 0.8621 | 08330 | 0.8065 | 08000 | 07692
2 | 09803 | 09612 | 09426 | 09246 | 09070 | 0.8000 | 08734 | 08573 | 08417 | 0.8264 | 0.8116 | 0.7972 | 07831 | 0.7695 | 0.7561 | 0.7432 | 0.6944 | 06504 | 0.5400 | 0.5017
3 0.9706 | 09423 | 09151 08890 | 0.8638 | 0.8396 | 0.8163 | 0.7938 | 0.7722 | 0.7513 | 0.7312 | 0.7118 | 0.6931 | O.6750 | 0.6575 | 0.6407 | 05787 | 05245 | 05120 | 0.4552
4 | 09610 | 09238 | 08885 | oeses | o2y | 07921 | 07629 | 07350 | 0.7084 | 0.6830 | 0.6587 | 0.6355 | 0.6133 | 0.5021 | 0.5748 | 0.5523 | 0.4823 | 04230 | 04006 | 03501
5 | 09515 | 09057 | 08626 | 08219 | 07835 | 07473 | 07130 | 06806 | 06400 | 0.6209 | 0.5035 | 0.5674 | 0.5428 | 0.5194 | 04972 | 0.4761 | 0.4019 | 03411 | 03277 | 02693
6 | 00420 | 08880 | 08375 | 07003 | 07462 | 0.7050 | 0.6663 | 0.6302 | 0.5963 | 0.5645 | 05346 | 0.5066 | 0.4803 | 0.4556 | 0.4323 | 0.4104 | 03340 | 02751 | 02621 | 02072
7 08327 | 0.8706 | 08131 | 07599 | 0.7107 | 0.6651 | 0.6227 | 05835 | 0.5470 | 0.5132 | 04817 | 0.4525 | 04251 | 03096 | 03759 | 03538 | 02791 | 02218 | 02097 | 04594
B 09235 | 08535 | 0.7894 | 0.7307 | 0.6768 | 0.6274 | 0.5820 | 0.5403 | 0.5019 | 0.4665 | 0.4339 | 0.403% | 0.3762 | 0.3506 | 0.3269 | 0.3050 | 02326 | 0.1789 | 04678 | 0.1226
9 | 09143 | 08368 | 0.7664 | 07026 | 0.6446 | 05019 | 05439 | 0.5002 | 0.4604 | 0.4241 | 03000 | 0.3606 | 0.3320 | 03075 | 02843 | 0.2630 | 0.1938 | 01443 | 01342 | 00843
_ 46 | 09053 | 08203 | 07441 | 06756 | 06139 | 0.5584 | 0.5083 | 0.4632 | 04224 | 03855 | 0.3522 | 0.3220 | 0.2946 | 0.2607 | 02472 | 0.2267 | 0.1615 | 0.4164 | 0.1074 | 0.0725
11 | 02963 | 08043 | 07224 | 06496 | 05847 | 0.5268 | 04751 | 04289 | 03875 | 6.3505 | 0.3173 | 0.2875 | 0.2607 | 0.2366 | 0.2149 | 0.1954 | 0.1346 | 0.0938 | o.08% | o.0s58
12 0.8874 | 0.7885 | 07014 | 0.6246 | 0.5568 | 0.4970 | 0.4440 | 0.3971 | 0.3555 | 0.3186 | 0.2858 | 0.2567 | 0.2307 | 0.2076 | 0.1869 | 0.1685 | 0.1122 | 0.0757 | 0.0687 | 0.0429
13 | 08787 | 07730 | 06810 | 0.6006 | 0.5303 | 04588 | 0.4150 | 03677 | 03262 | 02897 | 0.2575 | 02292 | 02042 | 04821 | 0.1625 | 0.1452 | 0.0935 | 0.0610 | 0.0550 | 00330
14 | 08700 | 07579 | 0.6611 | 05775 | 05051 | 0.4423 | 03878 | 03405 | 02092 | 02633 | 0.2320 | 0.2046 | 0.1807 | 01507 | 04413 | 04252 | 0.0779 | 0.0492 | 0.0440 | 00254
15 | 08613 | 07430 | 0.6419 | 05553 | 04810 | 04173 | 03624 | 03152 | 02745 | 0.2394 | 0.2090 | 0.4827 | 04599 | 01401 | 01229 | 01079 | 0.0640 | 0.0397 | 0.035 | 00195
16 08528 | 07284 | 06232 | 05339 | 04581 | 03936 | 03387 | 02919 | 02519 | 0176 | 01883 | 01631 | 0.1415 | 0.1229 | 0.1069 eymu 00541 | 0.0320 | 00381 | 0.0150
17 08444 | 07142 | 06050 | 05134 | 04363 | 03714 | 63166 | 02703 | 02311 | 0.1978 | 09696 | 0.1456 | 0.1252 | 0.1078 0.0802 | 0.0451 | 0.0258 | 0.0235 | 0.0116
18 08360 | 0.7002 | 05874 | 04936 | 04155 | 03503 | 02950 | 02502 | 02120 | 01799 | 0.1528 | 0.1300 | 0.1108 | 0.0946 00691 | 0.0376 | 0.0208 | 0.0180 | 0.0080
18 | 08277 | 06864 | 05703 | 04746 | 03057 | 03305 | 62765 | 02517 | 04945 | 04635 | 04377 | 01161 | .08t | 0.0826 | 0.0506 | 0.0313 | 0.0168 | 0.0144 | 0.0068
20 0.8195 | 06730 | 05537 | 04554 | 03769 | 0.3118 | 02584 | 02445 | 01784 | 09486 | 0.1240 | 01037 | 0.0868 M§ N 0.0611 | 0.0514 | 0.0261 | 0.0135 | 0.0115 | 0.0053
21 | 08114 | 06508 | 05375 | 04388 | 03589 | 02042 | 02415 | 0.1987 | 0.1637 | 04351 | 01117 | 0.0926 | 0.0768 0.0531 | 0.0443 | 0.0217 | 0.0109 | 0.0092 | 0.0040
22 | 08034 | 05468 | 0.5219 | 04220 | 03448 | 02775 | 02257 | 0.1839 | 0.4502 | 0.1228 | 0.1007 | 0.0826 b 0.0462 | 0.0382 | 0.0131 0.0088 | 0.0074 | 0,000
3 0.7954 | 06342 | 0.5067 | 04057 | 03256 | 0.2618 | 02100 | 04703 | 0.9378 | 09117 | 0.0907 | 0.0738 0.0491 | 0.0402 | 00329 | 0.0151 00071 0.0059 | 0.0024
26 | o7ere | 06217 | 04912 | 03901 | 03101 | 02470 | 01971 | 04577 | 04264 | 09015 | o087 | 0.0659 0.0431 | 0.0349 | 0.0284 | 0.0126 | 0.0057 | 00047 | 0o0te
|25 | 0.7798 | 0.6095 | 04776 | 03751 | 02053 | 02330 | 0.1842 | 0.1460 | 0.1160 | 0.0923 | 0.0736 %Cﬁ 1 | 00378 | 0.0304 | 0.0245 | 0.0105 | 0.0046 | 0.0038 | 0.0014

30 | 07410 | 05521 | 04120 | 0.3083 | 02314 | 04741 | 04314 | 0.0994 | 0.0754 [ 0.0573 | 0.04% &. 0.0256 | 0.0196 | 0.0151 | 0.0116 | 0.0042 | 00016 | o012 .

! | 07050 | 05000 | 03554 | 02534 | 0.9813 | 01301 | 0.0937 | 0.0676 | 0.0490 | 0.0356 | O 0189 | 0.0139 | 0.0102 | 0,0075 | 0.0055 | 0.0047 | 0.0005 o ol

% 06989 | 0.4902 | 03450 | 02437 | 04727 | 01227 | 0.0875 | 0.0626 | 0.0449 | 0.0323 0.0169 | 0.0123 | 0.0082 | 0.0065 | 0.0048 | 0.0014 5 - .

04520 | 03066 | 02083 | 01420 | 0.0972 | 0.0668 | 0.0450 | 0.0318 | 0.0221 54 | 00107 | 0.0075 | 0.0053 | 0.0057 | 0.0028 | 6.0007 . * .

03715 ll.tlﬂ 0.1407 | 0.0872 &5{3 B.IBL 0.0213 | 0.0134 n.%j 0054 | 0.0035 | 0.0022 Iﬂﬂ O.DWL 00006 = 2 ¥ -

S

Present Value Interest factors for Annuity@& Discounted at r Percent for n Periods:

n OQ
PVIFA n=[1=1/(1+r)"] /r @)
<

< = == ——— ——r——
5 W | e o % B% | 9% | 0% | wi% | 12% | 3% | 14% | 15% | 16% | 20% | 24% | 25% | 30%
09804 | 09709 | 0.9615 | 09524 | 0.94m 00250 | 09174 | 09091 | 0.9009 | 0.8920 | o.8850 | 0.8772 | 0.8696 | 0.8621 | 0.6333 | 0.8065 | c.u000 | 07802
19416 | 19135 | 1.8861 | 1.8504 | 1.8334 17833 | 17501 | 1.7355 | 1.7125 | 16901 | 1.6681 | 16867 | 1.6257 | 1.6052 | 1.5278 | 1.4568 | 1.4400 | 13600
28830 | 28286 | 27751 | 27232 | 2 25243 | 25711 | 25313 | 24860 | 24437 | 24018 | 23612 | 23216 | 22832 | 22450 | 21085 | 19813 | 1950 | 18161
38077 | 37171 | 38209 | 35480 33872 | 33121 | 32307 | 34699 | 3024 | 30373 | 29745 | 20137 | 28550 | 27082 | 25887 | 24043 | 23616 | 29682
47135 | 45797 | 44518 | 43295 |'@9124 | 41002 | 39927 | 38807 | 3.7908 | 36956 | 36048 | 35172 | 34331 | 33522 | 32743 | 29906 | 27454 | 26803 | 24356
56014 | 54172 | 52421 49173 | 47665 | 46220 | 44850 | 43553 | 42305 | 41114 | 39975 | 38887 | 37845 | 36847 | 3.3255 | 30205 | 20514 | 25407
64720 | 62303 | 6.0021 55824 | 53893 | 52064 | 50330 | 48684 | 47122 | 45638 | 44226 | 42883 | 4.1604 | 40386 | 3.6046 | 32423 | 34611 | 28021
7.3255 | 7.0197 | 67320 64632 | 62008 | 50713 | 57466 | 55348 | 53349 | 51451 | 40676 | 47988 | 46380 | 4873 | 43436 | 38372 | 34212 | 39289 | 20047
81622 | 7.7861 | 74353 | 7.1078 | 68017 | 65152 | 62460 | 50052 | 57500 | 55370 | 53282 | 51317 | 49464 | 47716 | 46065 | 40310 | 35655 | 34631 | 3.0190
89826 | B.5302 00 | 7.7217 | 73601 | 7.0236 | 67101 | 6.4177 | 61446 | 58802 | 56502 | 54262 | 52161 | 5.0188 | 48332 | 41925 | 36819 | 35705 | 20915

AN

9.7868 £.7605 | B.3064 | 7.8860 | 7.4887 | 7.1390 | 6.8052 | 6.4951 | 62065 | 59377 | 5.6860 | 5.4527 | 52337 | 5.0286 | 43271 | 37757 | 36564 | 11473
10.575 | 99540 | 93851 | 8.8633 | 83838 | 7.0427 | 75361 | 7.1607 | 6.8137 | 64924 | 61944 | 50176 | 56603 | 54206 | 51971 | 44392 | 38514 | 37251 | 34903
11348 | 10.635 | 9.9856 | 9.39% | 8.8527 | 83577 | 7.0038 | 7.4868 | 71034 | 6.7499 | 6.4235 | 61218 | 5.8424 | 55831 | 53423 | 45327 | 39124 | 37801 | 32233
3.004 | 12906 | 11.206 | 10.563 | 9.8986 | 92950 | 87455 | 82442 | 7.7862 | 7.3657 | 6.9819 | 6.6282 | 63025 | 6.0021 | 57245 | 54675 | 4.6106 | 3.9616 | 3.8241 | 32487
3865 | 12849 | 11.938 | 11198 | 10.380 | 9.7122 | 97079 | 8.5595 | B.OGO7 | 7.6061 | 71909 | 6.8109 | 6.4624 | 6.1422 | 58474 | 55755 | 46755 | 40013 | 3855 | 32682
_ 16 | 14718 | 13578 | 12561 | 11.652 | 10.838 | 10.106 | 9.4466 | 8.8514 | 83126 | 7.8237 | 7.3792 | 69740 | 66009 | 62651 | 59542 | 56685 | 47206 | 40333 | 38874 | 32832
_ A7 | 15562 | 14282 | 13.166 | 12.166 | 11.274 | 10477 | 9.7632 | 9.1216 | B.5436 | 8.0216 | 7.5488 | 7.1196 | 67291 | 63729 | 6.0472 | 57487 | 47746 | 40591 | 39099 | 32048
48 | 16.398 | 14992 | 13.754 | 12.650 | 11.690 | 10.828 | 10.050 | 93719 | 87556 | 82014 | 7.7016 | 7.2407 | 68399 | 6.4674 | 6.4280 | 58178 | 48122 | 40799 | 39779 | 33037
19 | 17.226 | 15678 | 14324 | 13434 | 12.085 | 11458 | 10.336 | 9.6036 | 8.9501 | 83649 | 7.8303 | 7.3658 | 6.9380 | 6.5504 | 6.1992 | 58775 | 48435 | 40067 | 39424 | 33105
| 20 | 18.046 | 16351 | 14877 | 13.500 | 12462 | 11.470 | 10594 | 98181 | 9.1285 | 85136 | 7.0633 | 7.4604 | 7.0248 | 66231 | 62503 | 59288 | 4.8696 | 41103 | 39539 | 33158
21 | 18857 | 17.011 | 15415 | 14029 | 12821 | 11.764 | 10.836 | 10.017 | 92922 | 8.6487 | B.0751 | 7.5620 | 7.1016 | 6.6870 | 63125 | 59731 | 48913 | 41212 | 39631 | 33198
22 | 19.660 | 17.658 | 15.837 | 14451 | 13463 | 12.042 | 11.061 | 10.201 | 94424 | 87715 | 8.1757 | 7.6446 | 7.1695 | 67423 | 63587 | 6.0113 | 4.9004 | 41300 | 39765 | 33230
23 | 20456 | 18202 | 16.444 | 14857 | 13488 | 12303 | 11272 | 10371 | 95802 | 8.8832 | 82664 | 7.7184 | 7.2207 | 67921 | 63988 | 6.0442 | 49245 | 44371 | 39764 | 33254
24 | 21243 | 18914 | 16.936 | 15247 | 13.799 | 12550 | 11469 | 10520 | 07068 | 2.9847 | m3481 | 7.7843 | 7.2820 | 68351 | 64338 | 6.0726 | 4.9371 | 41428 | 39611 | 33772
25 | 22023 | 1953 | 17.413 | 15622 | 14094 | 12.783 | 11.654 | 10675 | 98226 | 0.0770 | 8.4217 | 7.8431 | 7.3300 | 6.8729 | 6.4641 | 6.0G71 | 4.0476 | 49474 | 30849 | 3.3286
30 | 25808 | 22.306 | 19.600 | 17202 | 15372 | 13.765 | 12400 | 11258 | 10274 | 04260 | 86938 | 8.0552 | 7.4957 | 7.0027 | 6.5660 | 6.1772 | 46780 | 41601 | 39950 | 33321
35 | 29400 | 24900 | 21487 | 18665 | 16374 | 14408 | 12949 | 11655 | 10567 | 96442 | 88552 | 81755 | 7.5856 | 7.0700 | 6.6166 | 62153 | 49915 | 41644 | 39084 | 33330
| 36 | 30108 | 25489 | 21.832 | 18.008 | 16.547 | 14.621 | 13035 | 11717 | 10612 | 0.6765 | 8.5786 | B1924 | 7.5070 | 7.0790 | 6.6231 | 62201 | 49920 | 41640 | 30987 | 33301
40 | 32835 | 27.355 | 23.915 | 19793 | 17.150 | 15046 | 13332 | 11925 | 10757 | 9.7791 | 8.9511 | 8.2438 | 7.6344 | 7.1050 | 6.6418 | 6.2335 | 4.0066 | 41650 | 39905 | 33332
50 | 30196 | 31424 | 25730 | 21.482 | 18256 | 15.762 | 13801 | 12253 | 10.962 | 9.9148 | 0.0417 | 8.3045 | 7.6752 | 7.1327 | 6.6605 | 62463 | 4.0005 | 41666 | 30990 | 33333






