FINANCIAL MANAGEMENT OF THE MULTINATIONAL FIRMPRIVATE 

Cash Management
Since cash earns no interest, the firm must minimize its cash holdings

What do we do if a subsidiary in the Philippines receives a payment of 3,000,000 pesos?

*invest the pesos in the Philippines?

*convert the pesos to dollars and invest in the U.S.?

*convert the pesos to another currency? 

Capital controls could restrict our ability to convert the currency

If pesos needed in Philippines soon, may save transactions costs of converting to another currency

Global cash management involves netting -- consolidating the payables and receivables of all subsidiaries

*only net differences must be transferred

Dole Foods U.S. sells Ps2,000,000 of canning equipment to its pineapple canning subsidiary in the Philippines and buys Ps3,000,000 of fresh pineapple from its plantation subsidiary in the Philippines

*How much foreign exchange must be bought or sold?

*fund Ps2,000,000 of the payable from the receivable due from the cannery and only purchase Ps1,000,000

*minimize transaction costs relative to two transactions of 2,000,000 and 3,000,000

Netting requires accurate and timely reporting of cash flows

Table 12.1 illustrates netting for a firm with 4 subsidiaries

*each subsidiary's payments and receipts are aggregated and converted to dollars

*only net amounts due are transferred

*Mexican subsidiary owes $.1 million and is due $.3 million so $.2 million must be converted to pesos and transferred to the Mexican firm

Intrafirm Transfers
Multinational firms transfer goods and services as well as cash

The price charged by one subsidiary to another for goods or services is called a transfer price
*transfer prices may be used to affect profitability of different subsidiaries

*governments are interested because of tax implications of changing profits

*firm wants to shift profits from high tax to low tax countries

*could increase profits of subsidiary needing to borrow funds at more favorable terms

*U.S. tax code requires firms to use arm's-length pricing -- subsidiaries should charge prices that an unrelated buyer and seller would pay

*firm should evaluate subsidiaries on true contribution to corporate income and account for any artificial distortion of profits so that resources are efficiently distributed

Capital Budgeting
Evaluating prospective investment alternatives in order to identify preferred capital expenditures (to acquire capital assets that provide cash flows lasting more than 1 year)

Plans for capital expenditures are contained in a capital budget
Multinational capital budgeting must consider FX risk, political risk, and foreign tax laws

Adjusted Present Value approach to capital budgeting

measure present value of cash flows directly related to project plus any related financial effects 





1
I is initial investment required

t is time (year) when cash flows realized (out to year T)

CFt is estimated cash flow from project in year t (after tax)

d is discount rate on operations 

FINt  is additional financial effect on cash flows in year t

df is discount rate on financial effects

FIN could include:

*depreciation charges arising from project

*government subsidies

*capital controls avoidance benefits

Discount rates should reflect uncertainty related to project

Should experiment with different scenarios to see sensitivity of APV to different assumptions 

*worst and best cases including political risk of government confiscation of capital
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