Replies to memo questions, 11/19/03

Dear Students,

Here are the answers to your questions. As for the answer to my questions (what are the three major sources of funding on the international debt markets?) it is that there are three major segments of the international debt markets: international bank loans & syndications, Euronotes, and international bonds. 

Could you go over again what in-kind equity is?

In-kind equity is a non-cash contribution to the capital of the company, e.g. patents, equipment, etc.

We mentioned tax shelter in class and if I remember correctly, it was on the original outline. Are we still going to cover it? If not, what chapter is it in the textbook?

We won’t have enough time to talk about it in class, so a little bit more on tax shelters here. If you want to learn more from the textbook, the relevant pages are p. 470 – 471. So, tax shelters are countries that have very liberal tax codes. Such is the case with the Bahamas, Bermuda, Aruba, the Netherlands Antilles, Monaco, Cyprus, Hong Kong, & Bahrain. Why would MNEs consider establishing subsidiaries in these international offshore financial centers? Because some of the parent countries might allow tax deferrals on foreign income. Actually, for US MNE the tax-deferral privilege was originally granted by the US government as a means to encourage US MNEs to expand overseas & to provide them w/ competitive standing (non-US based MNEs had similar tax privileges provided by their home governments).

With Eurodollar deposits, the underlying balance is kept within the US in dollars. Can you describe these deposits further, and what do you mean by “underlying balance”?

The Eurodollars are bank deposit liabilities that are different from demand deposits. In other words, they are not created by writing loans, and cannot be transferred by a check drawn on the bank having the deposit. The Eurodollar deposits are transferred through transfer of an underlying balance that is held in a correspondent bank within the United States (“correspondent bank” means a bank in a different country that has a business relation with your bank).

If a US company borrowed $ from other countries, what is the tax rate the company can use when calculating the cost of debt?

I don’t know. I will definitely find that out, this is a great question. I would imagine that the relevant tax rate would be the one of the home country (US in this case), since, when we compute the cost of debt we take into account the tax shield on the interest payments (as recognized by the IRS). 

Are you teaching any classes next semester?

I might teach this class as a summer session, or perhaps next year (.
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