Sample Quiz 5

International Financial Management

C45.0030.001

Total points: 20, Time: 25 min

Q I. (4 points) (please answer only one of the two questions):

1. How would you find out the international cost of equity using the Goldman Sachs integrated approach?

2. What is the difference between market segmentation and market liquidity?

Q II. (4 points) (please answer only one of the two questions):

1. Please describe briefly two different types of Eurobonds.

2. We know that depository receipt is one of the main ways to source equity globally. What other ways to source equity you are aware of? Please discuss briefly two of these other methods.

Q III. (4 points) (please answer only one of the two questions)

1. What is the difference between a “Eurobond” and a “foreign bond”?

2. Which of the following are Eurodollars and which are not Eurodollars? Why?

a. A US $ deposit owned by a German corporation and held in Barclay’s Bank of London.

b. A US $ deposit owned by a German corporation and held in the New York branch of Deutsche Bank. 

Q IV. (4 points) (please answer only one of the two questions):

1. Unilever is borrowing US$10,000,000 for 3 years at 200 basis points over LIBOR. LIBOR for the loan will be reset annually. An upfront fee of 2% is charged when loan is extended. What is the effective interest cost of debt for the first year if LIBOR is 5% for the first year?

2. Tropicana Inc. has just borrowed EUR 1,000,000 to make improvements to an Italian processing plant.  If the interest rate is 5.5% per year and EUR appreciates against the dollar from $1/EUR at the time the loan was made to $1.05/EUR at the end of the first year, how much interest will Tropicana pay at the end of the first year?

Q V. (4 points) (please answer only one of the two questions):

1. Please argue briefly whether it is beneficial (or not) to cross-list stock. In your discussion, please be sure to mention at least three reasons for why it would (or would not) be beneficial to cross-list.

2. Which ADRs allow for issuing new equity? Briefly describe these ADR (e.g. are they subject to full registration with the SEC, what are the disclosure requirements for the company, where would the depository receipt be traded)? What is meant by ADR fungibility?
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