
Chapter Objectives

1.
To examine global control systems for foreign operations.

2.
To discuss performance evaluation for foreign operations.

3. 
To consider the significance of national tax systems on international operations.

4.
To evaluate how where to invest, how to finance, and where to remit funds are all affected by multinational taxation.

5.
To examine international transfer pricing.

6.
To appraise the role of taxes, tariffs, competition, inflation rates, exchange rates, and restrictions on fund transfers.

Chapter Outline

I. Global Control System and Performance Evaluation

A. To maximize stockholder wealth the financial manager performs three major functions:

i. Financial planning and control.

ii. Investment decisions.

iii. Financing decisions.

B. Financial decisions are dependent on timely accounting information, mainly from the balance sheet and income statement.

i. The balance sheet measures the assets, liabilities, and owners’ equity of a business at a particular time.

ii. The income statement matches expenses to revenues in order to determine the net income or net loss for a period of time.

iii. The control system is also used to relate actual performance to some predetermined goal.

C. The actual and potential flows of assets across national boundaries complicate the accounting functions of an MNC.

i. There are environmental differences such as different rates of inflation and changes in exchange rates.

ii. The performance of foreign affiliates must be measured and these affiliates must also have clearly defined goals.

D. For an MNC to operate as a system, the parent and its subsidiaries must have continuing flows of data.  This information system usually consists of the following:

i. Impersonal communications such as budgets, plans, programs, electronic messages, and regular reports.

ii. Personal communications such as meetings, visits, and telephone conversations.

E. Communications essential to evaluating the performance of an enterprise usually follow established organizational channels.

i. Effective communication systems require an efficient reporting system.

ii. The more efficient the system, the more quickly managers can take action.

F. Financial results of profits have traditionally provided a standard to evaluate the performance of business operations, but, as MNCs expand their operations across national boundaries, the environment in which they operate affects the standard.

i. Inflation and foreign exchange fluctuations affect all financial measures of performance.

G. Every control system establishes a standard of performance and compares actual performance with the standard.

i. The most widely used standards are budgeted financial statements.

ii. Actual financial statements may differ from budgeted financial statements due to inflation and exchange rate fluctuations.

1. The chapter contains actual examples of the affect of inflation and exchange rate fluctuations on financial statements.

iii. There are similarities between the effect of inflation and the effect of exchange rate-fluctuations.

1. If prices in the local currencies are increased by the same percentage as the increase in the cost of imports, the effect of exchange-rate fluctuations on profits is identical with the effect of inflation.

2. We cannot determine the true impact of exchange-rate fluctuation on foreign operations unless the parent’s accounts and the subsidiaries accounts are expressed in terms of a homogeneous currency unit.

H. Performance Evaluation

i. Performance evaluation is a central feature of an effective management information system.

1. A management information system is a comprehensive system to provide all levels of management in a firm with information so that production, marketing, and financial functions can be effectively performed to achieve the objectives of the firm.

2. Performance evaluation based on the concept of the management information system relates to the fundamentals of the management process:  planning, execution, and control.

3. A survey of 125 MNCs by Person and Lessig (1979) identified four purposes for an internal evaluation system:

a. To ensure adequate profitability.

b. To have an early warning system if something goes wrong.

c. To have a basis for the allocations of resources.

d. To evaluate individual managers.

e. The study also found that MNCs always use more than one criterion to evaluate the results of their foreign subsidiaries.

ii. Multiple performance evaluation criteria are typically used for the following reasons:

1. No single criterion can capture all facets of performance that interest management.

2. No single basis of measurement is equally appropriate for all units of an MNC.

3. There are two broad groups of performance evaluation criteria – financial and non-financial.

a. Non-financial criteria complement financial measures because they account for actions that may not contribute directly to profits in the short run but may contribute significantly to profits in the long run.

4. Abdallah and Keller (1985) surveyed 64 MNCs and found the four most important performance criteria were:

a. Return on investment (ROI)

i. The return on investment relates enterprise income to some specified investment base such as total assets.

b. Profits

c. Budgeted ROI

d. Budgeted profit compared to actual profit

5. Examples of non-financial criteria include:

a. Market share as measured by sales or orders received as a percentage of total sales in a market.

b. Sales growth as measured by unit volumes gains, selling price increases, and exchange variations.

c. Other measures include quality control, productivity improvement, relationship with host country government, cooperation with the parent company, employment development, employee safety, and community service.

I. Once the question of performance criteria has been resolved, companies should ascertain whether their criteria could be useful in comparing its foreign unit’s performance against its competitor’s performance.

1. There are pitfalls to these comparisons to be considered:

a. It is almost impossible to determine the transfer pricing of competitors as well as their accounting principles.

b. Companies with many affiliates must also be aware that 100% comparability may not exist.

J. The most critical element of the performance evaluation process is how to deal with results that are denominated in currencies other than that of the parent company.

i. It can be measures in local currency, home country currency, or both.

ii. The choice of currency can have a significant effect on the assessment of a foreign subsidiary’s performance if major changes occur in the exchange rates.

iii. Most U.S. companies use the dollar.

K. Wide variations and rapid change in inflation rates also serve as obstacles to proper evaluation.

i. Accepted accounting principles in the United States are based on the assumption of price stability.

1. Other countries have runway inflation making it essential to adjust local asset values for changing prices and these restatements directly affect the measurement of various ROI components and performance statistics.

ii. Solutions to these problems are not readily formulated.

L. Many internal and external pressures strain a firm’s existing organizational structure as strictly domestic companies evolve into MNCs.

i. Some responsibilities are created, some are changed, and some are eliminated.

ii. Control and finance functions change over time as changes occur in countries’ socioeconomic environments.

iii. There are three basic forms of organizational structures that MNCs can use to organize itself to carry out tasks that require the specialized expertise of multinational finance:

1. A centralized financial function has a strong staff at the parent company level that controls virtually all treasury decisions.

a. The subsidiary financial staff only implements the decisions of its parent company.

b. The advantages of a centralized financial function include close control of financial issues at headquarters, attention of top management o key issues, and an emphasis on parent company goals.

2. A decentralized financial function has parent company executives that issue a few guidelines, but most financial decisions are made at the subsidiary level.

a. The corporate level typically determines policy and grants ultimate approval on major financial decisions, but day-to-day decisions to implement policy are made at regional headquarters.

b. A decentralized company may argue that the advantages to a centralized approach listed above are actually disadvantages.  Data collection costs may enormous, centralized decision making may stifle flexibility, and many opportunities may be lost because of slow actions.

3. Some companies may use a hybrid of the centralized and decentralized approaches.

iv. The ultimate choice a particular organizational structure depends largely upon the types of decisions one must make.  There are five types:

1. Transfer-pricing and performance evaluation.

a. Transfer-pricing decisions made to minimize taxes may ruin the performance evaluations system for foreign subsidiaries.  This may force a MNC to keep a second set of books for evaluations purposes.

i. In fact, many MNCs may keep three or more sets of books – one for taxes, one for financial reporting, and one for evaluation purposes.

ii. There may be a need for two transfer prices – one for tax purposes and one for evaluation purposes.

2. Tax planning.

a. The centralized organization usually works well to minimize worldwide taxes.  When tax planning is centralized, it is easier to use tax haven countries, tax-saving holding companies, and transfer pricing.

3. Exchange exposure management.

a. Most companies centralize their foreign exchange exposure management because it is difficult for regional or country managers to know how their foreign exchange exposure relates to other affiliates.

4. Acquisition of funds.

a. Many MNCs borrow money from local sources for their working capital.

b. On the other hand, cheap sources of funds depend upon alternatives in all capital markets and the cost of exchange gains or losses.

5. Positioning of funds.

a. Positioning funds involves paying dividends and making intracompany loans, thereby reducing consideration of total corporate tax liabilities, foreign exchange exposure, and availability of capital.

i. Most companies tend to control positioning of funds from a centralized viewpoint.

M. The Foreign Corrupt Practices Act (FCPA) was passed on December 19, 1977 in response to probes of illegal foreign payments to the reelection campaign of former President Nixon and dubious payments by U.S. firms to foreign officials.

i. Congress felt that U.S. corporate bribery:

1. Tarnished the credibility of American business operations.

2. Caused embarrassment with allies and foes alike.

3. Created foreign policy difficulties.

4. Generally tarnished the world’s image of the U.S.

ii. The FCPA consists of two separate sections, antibribery and accounting:

1. The antibribery section was the fir piece of legislation in U.S. history to make it a criminal offense for U.S. companies to corruptly influence foreign officials or to make payments to any person when they have “reason to Know” that part of these payments will go to a foreign official.

a. The FCPA applies only to U.S. companies and not to their agents or subsidiaries.

2. The accounting section establishes two interrelated accounting requirements:

a. Public companies must “keep books, records and accounts, which, in reasonable detail, accurately and fairly reflect the transactions and dispositions” of their assets.

b. Corporations are required to “devise and maintain a system of internal accounting controls sufficient to provide reasonable assurance” that transactions have been executed in accordance with management’s authorized procedures or policies.

3. Penalties for violating the FCPA include both fines and jail time and it is enforced through both civil and criminal liabilities.

iii. President Reagan signed the FCPA amendment of 1988 as part of a trade bill.  The 1988 change removed on of the statute’s strongest export disincentives – the threat of statutory criminal liability based on accidental or unknowing negligence in the retention of certain accounting records.  The new law differed from the old law in seven ways:

1. Unlike the old law, the new law assesses on civil (no criminal) penalties against negligent or unintentional violators of the accounting section.  Violators convicted of an intent to deceive still face criminal penalties.

2. The new law defined “reasonable detail” and “reason to know” as those that would satisfy a “prudent individual” under similar circumstances.

3. The new law specifically permits grease payments (which were precluded in the old law) if:

a. They help expedite routine government action.

b. They are legal in that foreign country.

c. Or they demonstrate gratitude or reimbursement for expenses incurred in connection with a contract.

4. The new law specifies that the government will issue a set of clear guidelines if the business community wants further clarification of the new law responding to criticisms that the old law was vague and difficult to interpret.

5.  The new law requires the Department of Justice to give its opinion on the legality of a planned transaction within 30 days after receiving the necessary information.

6. Penalties for violations increased from $1 million to $2 million for corporation and from $10,000 to $100,000 and/or five years in jail for individuals.

7. Enforcement of the antibribery provisions for all jurisdictions was consolidated within the Justice Department while the SEC retained the responsibility to enforce the provisions of the accounting section.

II. International Taxation

A. Perhaps no environmental variable, with the possible exception of foreign exchange, has such a pervasive influence on all aspects of multinational operations as taxation.  It affects:

i. The choice of location in the investment decision.

ii. The form of the new enterprise.

iii. The method of finance.

iv. The method of transfer pricing.

B. International taxation is complicated by differing tax laws between countries that constantly change and international taxation still remains a mystery to many international executives.  Multinational financial managers need to understand the following:

i. Shareholders of foreign and domestic corporations are subject to different rules.

ii. Accounting for foreign taxes on foreign operations is not identical to that on domestic operations.

iii. Bilateral tax treaties and foreign tax credits exist to avoid double taxation of income.

iv. Many countries offer a number of tax incentives to attract foreign capital and know-how.

v. Tax savings realized in low-tax countries may be offset by taxes on undistributed earnings.

C. There are many different types of taxes.

i. Direct taxes include corporate income taxes and capital gains taxes.

1. Corporate income taxes are an important source of revenue for many countries and many developing countries obtain a larger share of government revenue from corporate income taxes than industrial countries.

2. Gains and losses on sales of capital assets are called capital gains and losses.

ii. Indirect taxes include value-added taxes, tariffs, and withholding taxes.

1. Sales taxes are those taxes assessed at one or more stages in the production process.

a. Value added taxes are a special type of sales taxes and the tax is just on the value added to the item.

2. Tariffs are simply taxes on imported goods.

a. They may be imposed for purposes of revenue or protection.

3. Withholding taxes are those taxes imposed by host governments on dividend and interest payments to foreign investors and debt holders.

a. These taxes are collected before receipt of the income.

b. Withholding taxes are generally modified by bilateral tax treaties because they frequently restrict the international movement of long-term investment capital.

D. Tax Morality – this is the conflict between economics (profit) and ethics (corporate morality).

i. Some executives think that economics is one thing and ethics is another and that they have to make a choice.

1. MNCs must often decide whether to comply with tax laws.

2. Some companies feel that they must evade taxes to the same extent as their competitors in order to protect their competitive position.

3. There is no universally excepted answer to this problem.

ii. Host governments also have tax morality questions – their goal is to make taxes equitable and neutral.  This means that taxes should be fair to everyone and that they should not affect decisions in the economic system.

1. Many countries, especially developing countries, use tax incentive programs that violate the principle of an economically neutral system.

E.  Differences in overall tax burdens are a natural feature of international business operations due to different countries having varying statutory rates of income tax.

i. Differences in definitions of taxable corporate income create greater disparities than differences in nominal corporate tax rates.

ii. Tax systems also affect relative tax burdens internationally.  In general there are three classes of tax systems:

1. The single system under which income is taxed only once.

2. The double tax system under which corporations pay taxes on profits at a given rate and dividends are then taxed as income to stockholders at their personal income tax rates.

3. Under the partial double tax system, taxes are levied on corporate income, but dividends are taxes at a lower rate than other forms of personal income, or distributed corporate earnings are taxed at a lower rate than undistributed earnings.

F. An operating loss is the excess of deductible expenses over gross income and they can be carried back or forward to offset earnings in other years.

i. Tax provisions for carrybacks and carryforwards vary among countries.

1. Most countries do not permit operating losses to be carried back.

2. Almost all countries allow companies to carry their losses forward for a limited number of years.

ii. U.S. companies may carry their excess foreign-tax credit back three years and carry it forward 15 years to offset U.S. tax on foreign-source income.

1. The purpose of this provision is to allow corporations to average their operating results, which fluctuate from year to year.

G. Countries differ with respect to their tax treatment of foreign sources income earned by their MNCs.  Major differences include varying interpretations of tax neutrality, the method of granting credit for foreign-income taxes already paid, and concessions gained in bilateral tax treaties.

i. A neutral tax is one that would not affect the location of the investment or the nationality of the investor.

1. Domestic neutrality means the equal treatment of Americans who invest at home and Americans who invest abroad.

2. Foreign neutrality indicates that the tax burden imposed on each foreign subsidiary of a U.S. company should equal the tax burden placed on its competitors in the same country.

3. Tax neutrality is designed to achieve a status of equality within the tax system, but in practice it is difficult to define and measure tax neutrality and tax equality.

ii. Countries enter into bilateral tax treaties to avoid double taxation and thus to encourage the free flow of investments internationally.

1. Treaty countries agree on how taxes will be imposed, shared, or otherwise eliminated on business income earned in one taxing jurisdiction by national of another.

2. Tax treaties are designed to serve the following four purposes:

a. To prevent double taxation on the same income.

b. To prevent national tax discrimination against foreign national of the other treaty country.

c. To increase predictability for the nationals of the treaty nations by specifying taxable obligations.  Predictability also tends to reduce opportunities for tax evasion or tax fraud.

d. To specify the type of tax subsidies that will be mutually acceptable to both treaty nations.

iii.  Foreign tax credits are designed to avoid international double taxation when profits earned abroad become subject to the full tax levies of two or more countries.

1. Under the foreign tax credit system, the United States relinquishes tax on profits earned abroad up to the amount of the foreign tax.

2. The purpose of foreign tax credits is to limit the total tax on foreign income to the higher tax rate of the two countries.

3. As an alternative to the foreign tax credit, U.S. companies can treat any foreign tax paid directly as a deductible expense.

H. The location of foreign investment is influences by three major tax factors:  tax incentives, tax rates, and tax treaties.  Tax incentives can significantly reduce the cash outflow required for an investment project, which increases the net present value of the project.

i. Many countries, especially developing countries, offer tax incentives to attract foreign capital and know-how to their countries.

ii. There are four types of tax incentives:

1. Government concessions are especially popular in developing countries and are mainly in the form of a complete tax exemption for the first few years (known as tax holidays).

a. Other concessions include reduced income tax rates, tax credits on new investments, tax deferrals, and reduction or elimination of various indirect taxes.

2. Tax havens are those countries that offer strict bank-secrecy laws and zero or low taxation in order to attract foreign investors and depositors.

a. These nations typically have few natural resources.

b. In addition to low tax rates, tax havens must have the following:

i. A stable government.

ii. Good communication facilities.

iii. Freedom of currency movements.

iv. The availability of financial services.

c. Tax havens may be classified into four broad categories:

i. Countries with no income taxes, such as the Bahamas, Bermuda, and the Cayman Islands.

ii. Countries with very low taxes, such as Switzerland, Liechtenstein, and the Channel Islands.

iii. Countries which tax income from domestic sources but exempt income from foreign sources, such as Liberia and Panama.

iv. Countries which allow special privileges to make them suitable as tax havens for very limited purposes.

d. A large number of MNCs have foreign affiliates that act as tax havens for corporate funds.

e. Increasing capital flows across countries has many benefits, but they pose policy challenges such as tax avoidance and tax evasion.

3. A foreign trade zone (FTZ) is an enclosed area where domestic and imported merchandise can be stored, inspected, and manufactures without being subject to formal customs procedures until the goods leave the zone.

a. FTZs have operated in the United States since the passage of the Foreign Trade Zone Act of 1934.

i. This law also created the Foreign Trade Zone Board, which authorizes and regulates activities within the FTZs.

ii. The number of FTZs has increased from less than a dozen before 1970 to well over 600 today.

b. Goods in FTZs have not entered the country so far as import documentation, collection of customs duties, and the allocation of quotas or other import restrictions are concerned.

c. Federal and local excise taxes are not levied on goods while they are located in FTZs.

d. Except for customs and excise taxes, products and firms in FTZs are subject to the same local and federal laws and regulations, such as immigrations laws, safety laws, and regulations of carriers.

e. FTZs must be located adjacent to U.S. customs’ “port of entry,” but these are no longer located adjacent to “inland ports of entry.”

f. FTZs can be advantageous to exporters by providing accelerated export status for purposes of excise tax rebates and customs drawbacks.

III. Transfer Pricing and Tax Planning

A. Transfer prices are prices of goods and services bought and sold between parent companies and subsidiaries.

i. Internal transfers include raw materials, semi-finished goods, finished goods, allocation of fixed costs, loans, fees, royalties for use of trademarks, and copyrights.

ii. International pricing policies have become increasingly complex as companies increase their involvement in international transactions through foreign subsidiaries, joint ventures, and parent-owned distribution systems.

iii. Discrepancies between transfer pricing methods used by companies and those allowed by taxing agencies take place because taxing agencies and companies have different objectives.

1. MNCs try to maximize profits and improve performance evaluation by manipulating internal transfer prices.

2. Taxing authorities try to allocate through fair market prices the profit of a sale between their country and other countries.

B. Transfer pricing has the following objectives:

i. Income tax minimization.

1. Economic benefits are immediate if transfer prices can shift profits from a country with a higher tax rate to a country with a lower tax rate.

a. This has to be compromised with the need to have prices that are consistent with the regulations of taxing authorities.

2. If affiliate A sells goods to affiliate B the rules of thumb for income tax minimization are:

a. Set the transfer price as high as possible if A’s tax rate is lower than B’s tax rate.

b. Set the transfer price as low as possible if A’s tax rate is higher than B’s tax rate.

ii. Import duty minimization.

1. The introduction of import duties complicates the simple income tax minimization rule above because multiple objectives could conflict.

a. For example, a lower transfer price reduces import duties, but increases income taxes.

2. If MNCs use low or high transfer prices in certain countries, they have to balance import duties and income taxes to maximize a combined benefit from tariff and income tax reductions.

iii. Avoidance of financial problems.

1. Transfer prices can be used to avoid financial problems or to improve financial conditions.

2. Transfer pricing often avoids economic restrictions and exchange controls that host countries place on MNCs.

a. For example, some developing countries restrict the amount of profits that can leave the country, but by charging high prices for imports, this can be avoided.

3. Transfer prices can also channel profits into an affiliate to bolster its financial condition, thus presenting a favorable profit picture to satisfy earnings criteria set by foreign lenders.

a. This means that the parent does not need to commit much capital to its foreign subsidiary even though the subsidiary may require the capital to secure a loan.

iv. Adjustment for currency fluctuations.

1. Evaluation of subsidiaries is often effected by currency fluctuations and transfer prices can be adjusted for currency fluctuations to help deal with this evaluation problem.

2. Performance evaluation is difficult when the objective is tax minimization or when currency fluctuates.

a. One way to solve this problem is to maintain two sets of books:

i. One for foreign authorities.

ii. One for performance evaluation purposes.
Key Terms and Concepts

Balance Sheet measures the assets, liabilities, and owners’ equity of a business at a particular time.

Income statement matches expenses to revenues in order to determine the net income or net loss for a period of time.

Return on Investment relates enterprise income to some specified investment based such as total assets.

Foreign Corrupt Practices Acts (FCPA) makes it a criminal offense to corruptly influence foreign officials (i.e. bribery) and established accounting controls for public companies.

Direct Taxes include corporate income taxes and capital gains taxes.

Indirect Taxes include value-added taxes, tariffs, and withholding taxes.

Capital Gains and Losses are gains and losses on sales of capital.

Value-added Taxes are a special type of sales tax where the tax is assessed at a point in the production process.

Tariffs are taxes assessed on imported goods.

Withholding Taxes are taxes imposed by host governments on dividend and interest payments to foreign investors and debt holders.

Neutral Tax is a tax that would not affect the location of investment or the nationality of the investor.

Foreign Tax Credit is a credit designed to avoid international double taxation when profits earned abroad become subject to the full tax levies of two or more countries.

Tax Havens are those countries that offer strict bank-secrecy laws and zero or low taxation in order to attract foreign investors and depositors.

Foreign Trade Zone is an enclosed area where domestic and imported merchandise can stored, inspected, and manufactured without being subject to formal customers procedures until the goods leave the zone.

Transfer Prices are prices of goods and services bought and sold between parent companies and subsidiaries.

Multiple Choice Questions

1.  The major functions of a financial manager do not include which of the following:


A. financial planning.


B. financial control


C. investment decisions


D. management decisions


E. financing decisions

2.  Multinational accounting is complicated by companies:


A. operating in many different countries with similar economic conditions


B. similarity between accounting processes in various countries


C. not using transfer prices


D. forgetting to pay taxes or tariffs


E. operating in many different countries with different economic situations

3.  The key element in the control system is:

A. the company’s system for collection and dissemination of data on a worldwide bases.

B. the management processes in place to ensure similarity in accounting processes across borders.


C. the evaluation of performance of subsidiaries.


D. a standard of performance


E. the clear delineation of the manager heading the system

4.  Which of the following is prepared without anticipated inflation or exchange rate fluctuations?


A. actual financial statements


B. statements of profit


C. planned financial statements


D. a control system


E. budgeted financial statements

5.  The effects of inflation on balance sheet accounts depend on:


A. the date sales were made.


B. the date assets were sold.


C. the date liabilities were incurred.


D. the amount of profits made


E. the level of inventory 

6.   Performance evaluation is the central feature of:


A. a control system


B. financial management


C. balance sheets


D. effective management information systems


E. exchange rate fluctuations

7. Which of the following is not one of the four purposes of an internal evaluation system:


A. to ensure adequate profitability


B. to predict future exchange rate fluctuations


C. to have an early warning system if something goes wrong


D. to have a basis for the allocation of resources


E. to evaluate individual managers

8.  Multiple performance criteria are used because:

A. no single criterion can capture all facets of performance that interest management at the main headquarters.


B. no single basis of measurement is equally appropriate for all units of an MNC.

C. the performance of different kinds operations is most appropriately determined using different measures


D. A and B 


E. A, B, and C

9.  Which of the following is not one of the four most important performance criteria as determine by Abdallah and Keller:


A. return on investment


B. return on sales


C. profits


D. budgeted ROI compared to actual ROI


E. budgeted profit compared to actual profit

10.  The two broad groups of performance evaluation criteria are:


A. financial and non-financial criteria


B. managerial and non-managerial criteria


C. accounting and financial criteria


D. international and domestic criteria


E. managerial and financial criteria

11.  Which of the following is not an important nonfinancial performance criteria:


A. quality control


B. cooperation with the parent company


C. return on investment


D. employment development


E. employee safety

12.  The pitfalls of cross-border comparisons with competitors includes:


A. there are no problems with cross-border comparisons


B. competitors may face different market forces


C. exchange differences may effect statements


D. it is impossible to determine the accounting principles competitors use


E. companies may not have subsidiaries

13.  The solution to the problems of exchange rate fluctuations and inflation is:


A. to always denominate profits in the domestic currency


B. there are no readily formulated solutions to this problems


C. use different rates for budgeting and performance tracking


D. adjust local asset values for changing prices


E. use the accepted accounting principles of the United States

14. The three basic forms of organizational structure are:


A. centralization, decentralization, and global


B. global, multinational, and transnational


C. centralization, decentralization, and hybrid


D. hybrid, global, and multinational


E. none of the above

15.  If a MNC has a strong staff at the parent company level that control virtually all treasury decisions, it has a __________ organizational structure:


A. centralized


B. global


C. hybrid


D. multinational


E. decentralized

16.  If a MNC has most important financial decisions being made at the subsidiary level, it has a __________ organizational structure:


A. centralized


B. global


C. hybrid


D. multinational


E. decentralized

17.  The advantages of a decentralized structure include:


A. close control of financial decisions


B. attention of top management to key issues


C. emphasis on parent company goals


D. increased flexibility


E. increased data collection costs

18.  The ultimate choice of particular organizational structure depends on:


A. transfer pricing and performance evaluation


B. tax planning


C. exchange exposure management


D. positioning of funds


E. all of the above

19.  Congress felt U.S. corporate bribery was negative for all of the following reasons except:


A. gave American businesses an unfair advantage


B. tarnished the credibility of American business operations


C. created foreign policy difficulties


D. caused embarrassment with allies and foes alike


E. generally tarnished the world’s image of the United States

20.  The antibribery section of the Foreign Corrupt Practices Act (FCPA) made it a criminal offense for:


A. companies to accidentally influence foreign officials.

B. companies to make payments to any person when they have “reason to know” that part of these payments will go to a foreign official


C. companies or the agents or subsidiaries of companies to corruptly influence 


foreign officials


D. bribe foreign officials


E. influence U.S. foreign policy

21. The FCPA amendment of 1988 included what changes?

A. statutory criminal liability based on accidental or unknowing negligence in the retention of certain accounting records was removed

B. penalties for violations were decreased.

C. the definition of grease payments was updated and then made illegal in all circumstances

D. the State Department was required to give its opinion on the legality of a planned transaction with 30 days after receiving the necessary information.

E.  statutory criminal liability based on accidental or unknowing negligence in the retention of certain accounting records was added

22. Taxation affects which of the following aspects of multinational operations?


A. the choice of location in the investment decision


B. the form of the new enterprise


C. the method of finance


D. the method of transfer pricing


E. all of the above

23. Direct taxes include:


A. value-added taxes


B. tariffs


C. corporate income taxes


D. payroll taxes


E. excise taxes

24. Assets not primarily for resale and not acquired in the ordinary course of business are called:


A. indirect


B. capital


C. direct


D. value-added


E. multinational

25. Taxes imposed by host governments on dividend and interest payments to foreign investors and debt holders are called:


A. value-added taxes


B. sales taxes


C. tariffs


D. withholding taxes


E. direct taxes

26. Taxes asses on imported goods are called:


A. value-added taxes


B. sales taxes


C. tariffs


D. withholding taxes


E. direct taxes

27.  The moral problem for host governments is to make taxes:


A. equitable


B. biased


C. affect decisions in the economic system


D. both equitable and biased


E. provide incentives for foreign investments

28.  The three classes of tax systems are:


A. single tax, double tax, and triple tax


B. direct tax, indirect tax, and hybrid tax


C. single tax, double tax, and partial double tax


D. no tax, single tax, and double tax


E. direct tax, indirect tax, and no tax 

29.  Tax treaties are designed to serve which of the following four purposes:


A. to prevent double taxation on the same income

B. to prevent national tax discrimination against foreign nationals of the other treaty country

C. to increase predictability for the nationals of the treaty nations by specifying taxable obligations

D. to specify the type of tax subsidies that will be mutually acceptable to both treaty nations

E. all of the above

30. The location of foreign investment is influence by what three major tax factors:


A. tax incentives, tax rates, and tax credits


B. tax incentives, tax rates, and tax treaties


C. tax rates, tax instruments, and tax incentives


D. tax credits, tax instruments, and tax rates


E. tax incentives, tax rates, and tax laws 

31. Tax havens must have what in addition to low tax rates:


A. high political risk


B. inferior communication facilities


C. currency movement restrictions


D. a stable government


E. limited financial services

32.  The categories of tax haven countries include:


A. countries with no income taxes


B. countries with very low taxes

C. countries which allow special privileges to make them suitable tax havens for very limited purposes

D. countries which tax incomes from domestic sources but exempt income from foreign sources


E. all of the above

33.  _________ is a tax haven with no income tax


A. Switzerland


B. the Channel Islands


C. Bermuda


D. Liberia


E. Taiwan

34. The objectives of transfer pricing are:


A. income tax maximization


B. import duty maximization


C. adjustment for currency fluctuations


D. A and B


E. All of the above

35.  An advantage of foreign trade zones is that:


A. they do not have to be located next to ports of entry


B. goods in FTZs have not entered the country so far as collection of customers duties 


C. companies are not allowed to store or assemble imported goods there


D. helps importers while not benefiting exporters


E.  they only recently began operating in the United States

Answers

Multiple Choice Questions

1. D

2. E

3. A

4. C

5. E

6. D

7. B

8. E

9. B

10. A

11. C

12. D

13. B

14. C

15. A

16. E

17. D

18. E

19. A

20. B

21. A

22. E

23. C

24. B

25. D

26. C

27. A

28. C

29. E

30. B

31. D

32. E

33. C

34. C

35.B
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