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ABSTRACT 

The aim of this paper is to find solutions to the financial difficulties that can arrive 

when setting up and managing a multinational Start-Up. These difficulties are mainly linked to 

exchange rates, taxation, money repatriation and accounting. This topic is of exceptional interest 

to the author of the paper, as he is currently involved in setting up and ruling a multinational 

Start-Up, Black Pepper. This company represents wineries, promote and commercialize their 

wines in Asia. It is based in Thailand, registered in Hong Kong and trades in several Asian 

countries. Its suppliers come from very diverse countries, like France, Spain, Australia or South 

Africa.  

Due to its multinational background, Black Pepper faces all kind of financial 

difficulties. This paper intends to give the company a tailored solution to all difficulties that the 

company is currently facing and to those that will most probably face in its first years of activity.  

The approach used in this paper is to develop first a theoretical framework based 

in previous articles, reviews and collected information from different sources, scientific and 

more business oriented, for each of the topics mentioned in the first paragraph. Subsequently, 

link it to the case of Black Pepper, proposing solutions that better fit the company and its 

situation. 

These recommendations were always given taking into account the goals and 

priorities of the enterprise in this moment and should help the company to take important 

financial decisions in coming years, and will probably contribute to the success of Black Pepper. 

 

KEY WORDS: Finance / Start-Up / Asia / Commerce / Multinational 

 

49 pages  



 

 

iv 

 

CONTENTS 

 

 

      Page 

ACKNOWLEDGEMENTS        ii 

ABSTRACT                    iii 

LIST OF TABLES                  vii 

LIST OF FIGURES                 viii 

CHAPTER 1 BLACK PEPPER PRESENTATION    1 

CHAPTER 2 EXCHANGE RATE       6 

2.1 Introduction       6 

2.2 Exchange rates overview     6 

2.2.1 Definition      6 

2.2.2 History      6 

2.2.3 IMF’s exchange rate regimes classification  8 

2.2.4 Financial authorities exchange rate  

management techniques     10 

2.2.5 Exchange rate policies in south-east ASIAN  

countries       11 

2.2.6 Types of exchange risk    12 

2.2.7 Measurement of exchange rate risk   13 

2.2.8 Management of exchange rate risk   14 

2.3 Implications and recommendations for Black Pepper 17 

CHAPTER 3 TAXATION        21 

3.1 Taxation Overview      21 

3.1.1 Residence      21 

3.1.2 Principle of taxation     21 

3.1.3 Taxable income     22 

3.1.4 Basis on taxation principle    22 



 

 

v 

CONTENTS (cont.) 

 

 

                                                                                        Page 

3.2 Basic principles for determining the source of profits 24 

3.3 Implications and recommendations for Black Pepper 25 

CHAPTER 4 MONEY REPATRIATION     27 

4.1 Double taxation relief treaties    27 

4.1.1 Implications and recommendations for Black  

Pepper       31 

4.2 Getting money out of Thailand    32 

CHAPTER 5 ACCOUNTING       37 

5.1 Accounting system in Hong Kong    37 

5.1.1 Bank account for a Hong Kong enterprise  37 

5.2 Implications and recommendations for Black Pepper 41 

CHAPTER 6 FINAL CONCLUSION      42 

REFERENCES         44 

APPENDICES         46 

Appendix A: De jure exchange rate classification in South-East Asia 47 

Appendix B: De Facto classification in South East Asia  48 

 

  



 

 

vi 

 

LIST OF TABLES 

 

 

Table                               Page 

2.1 Local currencies used by Black Pepper’s suppliers and customers                    18 

 

  



 

 

vii 

 

LIST OF FIGURES 

 

 

Figures                                           Page 

1.1 Non-solved financial puzzle for multinational Start-Ups                                       4 

2.1 Exchange rates eras                                                                                                 7 

2.2 The IMF’s Exchange Rate Index of the Dollar during last decades                       8 

2.3 The Impossible Trinity                                                                                          10 

3.1 Taxation in Hong Kong                                                                                         23 

4.1 Double taxation relief treaty between Thailand and Spain                                   28 

4.2 International transfer simulation made using Monetys.com and XE.com            33 

4.3 Explanation of how Transferwise works                                                              35 

4.4 Images of most well-known international money transfer providers                   36 

5.1 Remittances fees in Black Pepper’s current bank                                                40 

6.1 Solved financial puzzle we can find in multinational Start-Ups                          43 

 

 



 

 

1 

 

1 CHAPTER 1 

BLACK PEPPER PRESENTATION 

 

 

Black Pepper is a company that represent wineries from all around the world 

in Asian countries. 

Its name evokes the connection between Asian and European continents. 

Black Pepper fruit, native from South-East Asia, has been notably traded during the 

history, even used as a form of commodity money. Historically, since the sixth century, 

Arabs, Portuguese, Spanish and French have been traveling to Asia regularly and 

competing between them to bring to their countries the “black gold”. 

The company is based in Bangkok and was registered in Hong Kong at the 

beginning of 2017. It is owned by French and Spanish associates.   

The main activity of the company is the search for importers willing to 

commercialize its represented products. Black Pepper attend and expose in wine fairs, 

shows and tasting events in all the targeted countries for the year with the goal of finding 

importers. In 2017, the company is focusing in South- East Asia countries, and taking 

the first steps into Hong Kong and China. Currently, Black Pepper is targeting 9 

different countries where to sell their products: Thailand, Vietnam, Cambodia, 

Myanmar, Philippines, Singapore, Malaysia, Hong Kong and China. The company is 

always open to new opportunities and it plans to expand to new countries and select the 

number of current countries to work in in coming years. 

Attending to fairs and shows is a first step to present the products and create 

relationships with potential customers. Not all the importers go to all wine shows and 

just few of them visit you in your booth. To look for new importers, find their contacts, 

write and call them, try to visit in their facilities and offer them the most suitable wines 

for their portfolio is another of the main activities of the company. Sourcing is also 

essential. 
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Choosing the right suppliers, with the right products and the willingness to 

make the necessary effort and investment to export into Asian market is essential for the 

success of the company. As a Startup, apart from these two main activities, there many 

other tasks that need to be done to develop the company. Communication, internal and 

external, and marketing takes an important fraction of the daily activities. 

Communication is done by several channels. The construction and development of the 

website is a demanding activity. The company tries to be active in Facebook and 

LinkedIn, having the right followers and sharing interesting contents and information 

for them. Building the brand is also considered as a necessary activity, and a lot of effort 

is put there, working in the corporative image, including the logo, business cards, and 

physical elements used the shows to convey this image… As the company is targeting 

several different markets with different characteristics, it is necessary to study them, to 

decide to which markets give priorities, which products to focus on and which strategy 

to follow to reach the potential customers. Human resources needs also to be considered. 

If it is true that currently the company is formed by only three workers, there are 

important decisions to be taken and adversities to overcome. Another two activities that 

require attention are accounting and finance. Due to its multinational nature, the 

company faces many difficulties in these two areas, from which it is very complex to 

find the right answer. In general, we can say that the company confront many issues 

every week, which need to be solved to keep moving on. It is true that there is a long-

term strategy, but these decisions are of a paramount importance in the company’s first 

steps, as they determine the progress and direction of the company in the short-term. 

The revenue stream of Black Pepper mainly comes from the commissions 

charged to the wineries each time a sale is done. Wineries also pay a fix fee for being 

represented and have their products exposed in some of the most important wine & 

spirits shows in Asia. To finance the company, there is again a complicated and 

demanding work in terms of finding the right partners and investors. 

The firm was born from the appetite for challenges, the pleasure of making 

business and the passion for these products of their founders. Its goal is to grow within 

the next 5 years in the wine export industry and, exploiting this relationship between 
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Europe and Asia, became an importer-exporter of different goods between these two 

continents and a big player in the European wine production. 

Due to its multinational character, Black Pepper faces many accounting and 

financing issues.  Overcome these issues and being capable of taking advantage from 

them will, for sure, strongly influence on the success of the company. This thesis deals 

with how to improve and optimize accounting and financing issues in a multinational 

environment, with a clear focus in company Black Pepper. 

This paper intends to trace a useful path for the company that can be used to 

enhance and accelerate its development. This paper does not pretend to be a theoretical 

revision of the literature related to international finance, but a practical analysis of the 

financial and accounting issues that the company is already experimenting or will, most 

probably, experiment in a future. We will end with a series of recommendations that 

will serve the company to overcome most financial and accounting difficulties in its first 

steps and will serve as a guideline for the future. 

We will make use of scientific articles related to international finances. 

These articles have the guarantee of relevance and reliability, as they have been revised 

by other scientists. We will also make intensive used of other kind of documents, like 

official bulletins and laws issued by governments and competent bodies, as well as 

practical reports written by financiers, accountants or lawyers, that make business in 

Asia and that have faced similar difficulties that Black Pepper is facing now. To 

complete the sources of information, we will make use of advises and recommendations 

obtained from personal or telephonic interviews with different counselling agencies or 

institutions, that will provide us with very specific and relevant information.  

Black Pepper is officially registered in Hong Kong Special Administrative 

Region of the People's Republic of China. The company’s bank account is in Singapore. 

Their founders and main employees are based in Bangkok and come from France and 

Spain. All these decisions, when taken, were considering several possibilities and were 

selected among them as the optimal solution for each situation. This conditions will 

remain fix in the short-term and, only in case that there is a pronounced evidence that 

something needs to be adapted for the survival of the enterprise, a change will be 

contemplated.  



 

 

4 

As stated before, Black Pepper represent wineries from all around the world 

in Asian countries. These wineries come mainly from France and Spain, but also from 

other countries, like Italy, Portugal, Chili, Australia, New Zealand… The firm’s 

customers are located in different Asian countries where the company will develop its 

business. 

If we put together all these conditions and situations, we find a financial-

accounting puzzle difficult to understand. We are dealing with many different 

currencies, so we will be affected by exchange rates and will have to manage the 

exchange rate risk to assure the position or even survival of the firm. As our company 

has a multinational nature, supplying and making business in several countries, and the 

enterprise is registered in Hong Kong, a territory with special tax regime, there are a 

bunch of legal possibilities in how to deal with taxation. Once decided how to deal with 

taxation we will have to link it with accounting, writing inflows and outflows in the 

accounting books in a coherent manner with our decision. If business goes well, it is 

expected that in a future we will be willing to repatriate profits and invest them in our 

home countries or any other places. This operation will be again connected to taxation 

and accounting. Banks is another important aspect we cannot forget in Opening a bank 

account was of a great difficulty. And once open, for the current volume of business, 

commissions are excessive. It is crucial to find the way of avoiding these commissions 

that could ruin the economic performance of the enterprise if they are not taken with 

dully consideration. 

 

Figure 1.1 Non-solved financial puzzle for multinational Start-Ups 
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The aim of this paper is to analyze and find an optimal solution to this 

puzzle. We will study how exchange rate, taxation, accounting & bank commissions 

and money repatriation can affect the enterprise and we will come up with a series of 

recommendations for the specific case of Black Pepper. Some of these 

recommendations will be of immediate application and others will apply in a future. 

For each of these four subsections we will first build a theoretical 

framework, based in articles, reports and bibliography about this topic. Interviews with 

counseling agencies and previous experiences will also help us in this task. Later on, we 

will apply it to the particular case of Black Pepper and will give a series of practical 

recommendations that will help the company to optimize its finances. In the thesis final 

conclusion, we will link all our proposals defining a financial path for Black Pepper to 

follow in coming months and years. 
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2 CHAPTER 2 

EXCHANGE RATE 

 

 

2.1 Introduction 

For an international firm it is crucial to measure and manage exchange rate 

exposure, to reduce its vulnerability from major exchange rate movements which could 

adversely affect profit margins and the value of assets (Michael Pappaioannou, 2006). 

For Black Pepper, exchange rate risk exposure and management is of a 

paramount importance, as it is an international firm, carrying business in several 

countries, with different currencies. In this section we will go throw the definition of 

exchange rate, its history and classification. We will revise the different ways in which 

financial authorities manage exchange rates. We will examine the different exchange 

policies used around ASEAN and Hong Kong. We will learn how to measure exchange 

rate, which techniques we can use to manage it. Finally, we will describe how exchange 

rates could affect Black Pepper and the specific measures that can be taken to reduce 

the exposure of the company. 

 

 

2.2  Exchange rates overview 

 

 Definition 

Exchange rate is the price of one currency in terms of another currency. 

 

 History 

During history we can find 5 different ‘exchange rate eras’: The Gold 

Standard, The Interwar Years, The Bretton Woods Era, The Floating Era and the 

Emerging Era.  
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Figure 2.1 Exchange rates eras 

 

From 1860 to 1914, during the Gold Standard Era, there is a big openness 

in trade, compared to past times, but capital mobility is still limited. Trade dominates 

capital, and both influence exchange rates. 

During the Inter-War years, from 1914 to 1945, there is an important 

protectionism and isolationism concerning the Cross border political economy and a 

rising in barriers for trade and the movement of capital. 

Once WWII ended, the Allied Powers met and created a post-war 

international monetary system. They stablished a U.S. dollar based internationally 

monetary systems and created two new institutions, the International Monetary Fund 

(IMF) and the World Bank. The U.S. dollar became the main reserve currency. During 

this period, known as the Bretton Woods Era, from 1945 to 1971, the belief that open 

economies bring benefits spreads among the governments and population of most 

developed countries. The trade became increasingly dominated by capital. In the years 

following the WWII, called the reconstruction era, the currency agreements negotiated 

at the beginning of this period and supervised by the IMF, functioned adequately. But, 

around 1973, the system collapse due to some currency shocks produced in previous 

years, disparate fiscal and monetary policies and diverse rates of inflation between 

different countries. Foreigners owns big sums of dollars. This fact produced an absence 

of confidence between the investors in the capacity of U.S to convert dollars to gold, 
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producing consequent dollar devaluations. From March 1973, monetary bodies of most 

countries allowed their currencies to float freely in the market, initiating the Floating 

Era.  

During the Floating Era, from the End of Bretton Woods Era until 1997, the 

industrialized nations open their cross-border political economy, while the emerging 

states restrict their capital flow to maintain economic control. During this period, the 

capital flows dominate trade and the emerging nations suffered devaluations. From 

1973, the volatility of exchange rates increased notably, while became much more 

difficult to predict their values than in the fixed period. 

From 1997 to the present time, during the so-called Emerging Era, emerging 

nations open their markets to capital, reducing their economic independence. Nowadays, 

capital flows increasingly drive economic growth and health. 

 

Figure 2.2 The IMF’s Exchange Rate Index of the Dollar during last decades 

 

 IMF’s Exchange Rate regimes classification 

When talking about exchange rate regimes we can find two main 

classifications; de jure and the facto. The de jure exchange rate regimes reflects what 
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the government of each country affirms they do in terms of the country’s exchange rate. 

The de facto exchange rate regime shows what the country actually does, what can be, 

in some cases, very different from what the government affirms to do.  

De Facto classification is based on the observations of the IMF’s staff and 

not in the official announcement of the country, what makes it much more realistic and 

accurate. It is officially announced in IMF’s annual report. 

Since 2009, the IMF’s adopted the following De Facto Exchange Rate 

Regime classification:  

o “Category 1: Hard Pegs 

 Countries that have given up their own sovereignty over 

monetary policy. 

 E.g., dollarization or currency boards.   

o Category 2: Soft Pegs   

 AKA fixed exchange rates 

o Category 3: Floating Arrangements   

 Mostly market driven, these may be free floating or floating with 

occasional government intervention   

o Category 4: Residual   

 The remains of currency arrangements that don’t well fit the 

previous categorizations” (Eiterman, Stonehill and Moffett, 

2013) 

 

This classification depends on the extend the exchange rate is influenced by 

the market instead than by the monetary policies executed by the government or its 

monetary bodies.  

The choice a nation makes of which regime to follow should mirror the 

nation’s priorities in all economical aspects, like: interest rate levels, trade balances, 

inflation, economic growth and unemployment. If the priorities of the nation change, 

these preferences may also evolve with time. 

Fixed exchange rate encourages trade and gives stability in international 

prices, as it lowers the exchange rate risk. It also encourages investment and provide 
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nominal anchor for monetary policy. It avoids speculative bubbles and competitive 

depreciation, due to the anti-inflationary nature of fixed prices. However, it also brings 

some problems to the country’s economy. To safeguard the fixed rate central banks will 

need to preserve big amounts of gold and hard currencies and gold. It is important to 

note the danger that fixed rates bear, as the banks could keep exchange rates at values 

which are not consistent with economic fundamentals.   

With the use of floating rates, the country remains in monetary 

independence and the adjustment to trade shocks is produced automatically avoiding 

crashes that hit pegged rates.  

An “Ideal” currency should possess three attributes that cannot be achieved 

at the same time. It is usually called the Impossible Trinity: monetary independence, full 

financial integration and exchange rate stability. 

 

Figure 2.3 The Impossible Trinity 

 

 Exchange rate management techniques used by financial 

authorities  

We can define exchange rate management as the use of official policies to 

influence the exchange rate that emerges in the foreign-exchange market. 

It is basically done in 3 different ways:  

- Monetary authorities intervene buying and selling currencies in the 

foreign-exchange market. The Central Bank of a country can influence 

the exchange value of a domestic currency by purchasing or selling a 

foreign currency, without changing the monetary base. 
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- Monetary authorities may use monetary policies to stabilize the long-

run real exchange rate without associated reserve movements. They can 

use expansionary or contractionary monetary policy. With the use of 

expansionary monetary policy, the real interest rates will be reduced, 

what at the end will produce a decrease in the demand for the nation’s 

currency and an increase for the demand of foreign currencies, what will 

lower the exchange rate of the local currency. With a restrictive 

monetary policy, the effect will be the opposite. 

- Monetary authorities may use capital controls to stabilize at the same 

time exchange rate and the volume of money. Central bank or 

government will limit the amount of inflow and outflow of foreign 

capital into the domestic economy, influencing the exchange rate.   

 

 Exchange rate policies in South-East Asian countries  

In past times, exchange rates in Asia used to be fixed. Nowadays, exchange 

rates regimes are different from one Asian country to another but there is a common 

movement towards more flexible exchange rate policies. However, central banks still 

intervene regularly regarding foreign exchange rate, notably to manage against a 

currency basket. 

The region has rapidly built up reserves, what means that their currencies 

are undervalued, most probably in order to support an export-led growth. 

“There are evidences of an apparent ‘fear to depreciation’ which is 

manifested as a willingness to allow depreciations but reluctance to allow appreciation. 

This policy of effective exchange rate undervaluation is consistent with their 

development policy, centered on suppressing the price of non-tradable goods relative to 

tradable” (Levy-Yeyati and Sturzenegger, 2007). 

 De jure classifications  

Considering De jure classification in the countries where Black Pepper is working, we 

can see that Hong Kong currency board is pegged to US the dollar. “Singapore officially 

manages its currency against a basket of currencies, with the trade-weighted exchange 

rate used as an intermediate target to ensure that inflation target is attained” (Rajan, 
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2012).  Malaysia works also in a currency basket regime. Thailand’s exchange rate 

regime is officially defined as a managed floater, also operating with an inflation 

targeting arrangement. “Vietnam officially maintains a crawling peg and bound around 

the US dollar” (Rajan, 2012). And Philippines officially operates a flexible exchange 

rate regime, accompanied by an inflation targeting framework.  

 De facto classification 

Considering now De Facto classification done by IMF, we can see that de jure and the 

facto regimes the same if we talk about Hong Kong. For Thailand, Malaysia and 

Singapore, we can say that their real exchange rate regime is broadly consistent with 

their official pronouncements. In the facto classification, Vietnam is considered to have 

a fixed peg regime, while this country officially maintains a crawling peg and band 

around the US dollar, as we have seen in the last section. Philippines is characterized as 

independent floater, as they officially assert, but it is important to remark that this 

country that has been rapidly building up reserves, what makes us doubt about this 

statement.  

 

 Types of exchange rate risk  

For an international enterprise, operating in several countries and with 

different currencies, exchange rate movements can change the value of the firm, 

affecting the profit margins or the value of its assets (Madura, 1989). It is what we call 

the exchange rate risk. 

In next lines we will define the types of exchange rate risk that we can find 

in international firms, how to measure and the strategies to manage it. 

Multinational firms have inherent exchange rate risks due to its operations. 

If we want to manage these risks, the first step is to identify the specific types of risk 

from which the company is endangered and determine the optimal hedging strategy to 

control it. 

We find three principal types of exchange rate risk (Saphiro, 1996; Madura, 

1989): 

- “Transaction risk: It is basically a cash flow risk. It is derived from the 

effect that exchange rate moves could have on money transactions, 
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related to receivables (export contracts), payables (import contracts) or 

repatriation of dividends. 

- Translation risk: It is basically a balance sheet risk. It measures how 

exchange rate moves can affect the valuation of a foreign subsidiary and 

affect the parent’s company consolidated balance sheet. It is usually 

measured by the exposure of net assets to potential exchange rate moves. 

- Economic risk: It is the risk beard when measuring the present value of 

firm’s future operating cash flow. It basically concerns the effect of 

exchange rate moves on revenues and operating expenses” (Saphiro, 

1996; Madura, 1989). 

 

 Measurement of exchange rate risk 

It is of paramount importance when managing the exchange rate risk of a 

firm to measure appropriately the risk to which the firm is exposed. The most used 

method is the value-at-risk (VaR) model. 

It is used to assess the riskiness of a foreign exchange position resulting 

from a firm’s activity. With this method the risk is defined as the maximum loss that 

could take place for a firm for a given exposure over a given time horizon with z% 

confidence.  

One of the main advantages of this method is that can be used to measure 

all exchange risk types. In the other hand, due to the fact that its interval of confidence 

is not 100% confidence and many firms usually set additional operational limits to attain 

greater coverage (Papaioannou and Gatzonas, 2002). 

“The risk that a firm bear related to the exchange rate depends on three 

parameters:  

- The holding period, the length of time in which the exchange position is 

planned to be held. 

- The confidence level at which the estimate is planned to be made. 

- The unit of currency used”. 

To calculate the VaR it exits three different models: 
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- Historical simulation that considers that the returns in a firm’s exchange 

position will have the same distribution as they had in the past. 

- Variance-covariance model that assumes that the returns in a firm’s 

exchange position will always have a normal distribution. 

- Monte Carlo simulation that considers that the returns in a firm’s exchange 

position will always be randomly distributed” (Papaioannou, 2001). 

 

 Management of exchange rate risk 

Once we have identified the types of exchange risk and the exposure 

associated to each of them, is time to decide if hedging or not these risk and the best 

way to do it. 

The risk management strategy used by a firm will usually depend on the risk 

type prevalence and the size of the firm. 

 Hedging strategies 

“Transaction risk is usually hedged tactically or strategically to preserve cash flows and 

earnings. Tactical hedging is most often used to hedge risk in short-term receivable and 

payable transactions. Strategic hedging is usually used for longer-period transactions. 

Translation risk is not often hedged. It is not usually a priority for the 

management because it does not affect the income statement and because its long-term 

nature. For the translation risk of a subsidiary’s value, it is a regular practice to hedge 

the net assets of this subsidiary that might be affected by exchange rate moves. It is also 

relevant to hedge the debt profile of a subsidiary, as, due to an adverse exchange rate 

move, can affect negatively the balance sheet of the parent company.  

Economic risk is usually very difficult to quantify and it is generally hedged 

as a residual risk. It is often hedged over products lines and across markets, making the 

net economic small because of the offsetting effects. Inflation can also and affect a 

firm’s subsidiary and erode its competitiveness. This economic exposure can be reduced 

by creating payables in the currency that the subsidiary experiences the highest inflation 

costs.  

In general, we can say that corporations tend to develop integrated 

approaches to hedge the exchange rate risks and effective methods to measure the 
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efficient frontier the cost of hedge against the degree of risk hedged” (Papaioannou, 

2001). 

 Best practices for exchange risk management 

In next lines we will develop an operational framework of best practices to manage 

effectively the exchange rate risk. These principles include: 

- Identify types of exchange risks to which the firm is exposed and 

measure its exposure. We must identify if the firm is exposed to 

transaction, translation or economic risk and the specific currency 

related to each risk. 

- Develop an exchange risk management strategy. This strategy must 

specify how to deal with each risk and the hedging objectives of the firm. 

Within the strategy must be detailed the execution process, the 

recommended instruments to employ and the procedures to monitor to 

hedge the risks. 

- The firms must create an entity to assure the completion of the hedging 

strategies. It will be under the responsibility of this entity to forecast 

exchange rate, to evaluate the hedging mechanisms to be used, to set up 

and monitor the accounting methods to control the currency risk, to 

estimate and optimize the cost of the currency hedging and to stablish 

the benchmarks for measuring the performance of the currency hedging. 

- The firm must establish a series of controls to monitors the exchange 

rate risk and ensure that the taken measures are appropriate. This 

controls should include setting the optimal position for each hedging 

instrument and monitoring its performance. 

- The firms must stablish a committee to approve the limits in position 

taking, to examine the risks calculations and used hedging instruments 

and to audit the risk management policies regularly. 

Nowadays, firms consider exchange risk management as a crucial way of 

reducing multinational firm’s vulnerability. The popularity of the previously presented 

methods and procedures has gained great popularity during the last decades 
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subsequently of a large number and importance of currency crises in the last years (Van 

Deventer, Imai, and Mesler, 2004). 

 Hedging instruments for managing exchange rate 

risk 

In the market there are available a large amount of hedging instrument. The used of one 

instrument or another will depend, among many other factors, in the type of firm we are 

dealing with. We can differentiate two different type of firms, OTC and exchange-traded 

firms, that will use different hedging instruments. An OTC firm (Over the counter) is a 

firm which stocks are traded via dealer network and not via a formal stock exchange 

market, as the Paris stock exchange or New York stock exchange. Exchange-traded 

firms are traded in formal stock exchange markets. 

The most common hedging instruments for OTC companies are currency 

forwards and cross-currency swaps. We can define currency forwards as buying a 

currency contract that will be delivered in a future, for a price set in the present time. 

The most adopted forward contracts are the outright forward and the non-deliverable 

forwards. In outright forward contract the currencies are physically delivered, while in 

non-deliverable forwards the contract is settled on a net cash basis. The main advantage 

of the forward contracts is that the firm is completely protected. In the other hand, these 

kind of contracts is costly and the exchange rate could also move to a more advantageous 

rate for the enterprise in a future, that will not be able to enjoy.  

In cross currency swaps, the most used instruments are the cross-currency 

coupon swap and the cross-currency basis swap. In cross-currency coupon swap we buy 

a currency swap paying a fixed quantity and receiving floating interest payments. This 

instrument allows firms to manage foreign exchange rate and interest rate risk in the 

way they prefer. However, the firms are not completely protected against currency and 

interest rate risk. In cross-currency basis swap we buy a currency swap paying floating 

interest in one currency and receiving floating in another one. This instrument has the 

advantage of allowing the firm to grab prevailing interest rate differentials but it 

overloads the company with an interest rate risk. 

For exchange-traded firms, the most commonly used hedging instruments 

are currently options and currency futures. Among the currently options the most 
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adopted is the ‘plain vanilla’.  When making use of this hedging instrument we buy an 

upside strike in an exchange rate for which we have no liability to use (Allen, 2003). 

This instrument is straightforward and predicts potential maximum loss. Its cost is 

moderated, but higher than other options. 

Currency futures are contracts in which there is a definite volume of a 

currency to be exchanged on a settled date. It is a comparable contract to currency 

forwards. 

As the cost of hedging is usually high, there are firms that consider the 

possibility of hedge ‘naturally’ (Madura, 1989). For instance, they can use matching. It 

consists in combining inflows and outflows of a foreign currency in terms of amounts 

and timing. We could also use netting, which consists in consolidating payables, 

receivables and debt between all the subsidiaries of the parent company. Another natural 

hedging would be invoicing in a foreign currency. This measure helps to reduce 

transaction risk principally associated to imports and exports. 

 

 

2.3 Implications and recommendations for Black Pepper 

Our company, Black Pepper, is mainly exposed to exchange rate risk, due 

to its nature of multinational company trading in several countries. The company is 

beginning its activity yet and the risk that it bears is not so dangerous yet. But it would 

be wise to monitor the company exposure, control the risk and be prepared to hedge it 

in a future. 
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Table 2.1 Local currencies used by Black Pepper’s suppliers and customers 

 

The company is already affected by transaction risk, as exchange rate moves 

between the countries with which Black Pepper works can affect its cash flow. Incomes 

of the company come from its suppliers, who pay Black Pepper, for representing and 

selling their wines and fine foods in the Asian continent. Suppliers come from many 

different territories such as Europe, Australia, Chili, South Africa, New Zealand…. 

Each supplier would prefer normally to pay in its local currency; EUR, AUD, USD, 

NZD…. To promote and commercialize the wines, Black Pepper attends to fairs and 

travels in different Asian countries, incurring in expenses in a variety of currencies; 

THB, SGD, HKD, VND…  

Taking all these things into consideration we realize that transaction risk 

could have consequences in the firm. To illustrate it lets imagine a situation. In this 

moment the exchange rate between Thai Baht and Euro is 1 EUR = 39,35 THB. Thai 

Baht strengthened during last months until 36 THB per Euro, but in last days Thai 

Central bank has intervened weakening their currency to keep country’s 

competitiveness in exports. Imagine Black Pepper makes a commercial mission in 

Thailand, for which we pay 100,000 THB or which amounts to the same, 2541 Eur. If 

Black Pepper’s suppliers local currencies 
Black Pepper’s customers 

local currencies 

 EUR – Europe  THB – Thailand 

 CLP – Chili  SGD – Singapore 

 AUD – Australia  HKD – Hong Kong 

 NZD – New Zealand  CNY – China 

 ZAR – South-Africa  MYR – Malaysia 

 ARS – Argentina  VND – Vietnam 

 USA – United States  KHR – Cambodia 

  MMK – Myanmar 

 
 PHP – Philippines  
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after this commercial mission our company gets a sale and the European supplier pays 

a commission of 3000 EUR to Black Pepper, the company is making profits of the 

mission. There is always a time delay between when incurring in an expense for a 

commercial mission and getting a commission for a sale. If during this time there is a 

major change in the exchange rate between both currencies, for instance, 1 EUR 

becomes 30 THB, the income that we will get for this transaction can be changed into 

90,000 THB. This amount does not cover the expenses for the commercial mission and, 

in case the company needs to change this Euros back and expend them in THB, we will 

be losing money. The change in the exchange rate we used in last example could be 

seemed as exaggerated. But if we look at the 2017’s historic exchange rate between 

Euro and Thai Baht, we can see that on April 16th one Euro was officially changed for 

36,40 THB.  On August the 29th for one Euro we were given 39,92 THB. There was a 

depreciation of the Thai Baht compared to the Euro of almost 10%, 3,52 THB, in less 

than 5 months. This fact proves the transaction risk existing in Black Pepper operations. 

We should consider as well the possibility of abnormal situations like economic crisis 

and wars. South-Eats Asia is still a developing territory and we should not neglect the 

risk of internal conflicts to occur in some countries, like Cambodia or the Philippines. 

Economic crisis come in many cases without prior notice, like Tom Yam Kung crisis 

that shocked South-East Asia in 1997. Transaction risk will be present also when 

repatriating money and, if quantities are big, choosing the right moment to transfer the 

money or the right hedging strategy will be of paramount importance for the success of 

the operation. 

Translation risk is not a priority for Black Pepper in this moment. Currently, 

the only existing company is registered in Hong Kong, with no subsidiaries abroad. But, 

as already stated, this paper does not intend to deal only with situations that the 

enterprise currently faces situations and tries to anticipate financial and accounting 

situations that will most probably emerge in a future. As Black Pepper is trading in 

several countries, it could be an interesting possibility to set up a subsidiary in another 

country, so translation risk should be considered in a future. 
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Economic is a risk that Black Pepper also faces. If Euro weakens 

substantially against Asian currencies, the firm could face difficulties and would 

probably need to find new revenue streams. 

It does not seem to be a priority in these days to quantify and measure the 

exchange rate risk that the firm currently faces. It seems more judicious to simply have 

a qualitative idea of the exchange rate risks the firm experiences in this moment and the 

ones that could arrive in a future. When the firm will grow we will have to deal with to 

the quantification of these risks. 

As Black Pepper is a Start Up company and has limited resources and 

manpower, we have to be very careful in choosing the fields to emphasize. We should 

take into consideration the high cost that hedging strategies imply and the difficulty that 

setting them up for a first time will entail. In this moment, simplicity should drive our 

actions. In our opinion, exchange rate risk is important, as it can easily squeeze profits. 

It will become much more relevant in coming years, so we need to start managing it.  

Transaction risk will be managed strategically, being aware of exchange rate 

movements and choosing the right moment to transfer money. For translation and 

economic risk, we no need to take actions for the moment, just to monitor them.  

Euro and U.S. Dollar are considered as the sole safe haven currencies. For 

this reason, and looking again for simplicity, Black Pepper’s bank account is in Euros 

and the company only invoices in this currency. This measure substantially reduces the 

exchange rate risk for Black Pepper during its first years of existence. 

  



 

 

21 

 

3 CHAPTER 3 

TAXATION 

 

 

In this section we will present how taxation structure in Hong Kong is and 

we will deepen in establishing the source of profits, what is a fundamental element for 

determining how to proceed with taxation in Hong Kong. Finally, we will deepen in the 

particular case of Black Pepper and will give some recommendations in how to deal 

with taxation. 

 

 

3.1 Taxation Overview 

Hong Kong tax systems is one of the less burdensome regimes among the 

developed economies. It embraces a territorial source principle taxation. This principle 

implies that only the profits obtained from a Hong Kong trade or business are subject to 

profit tax. Any other foreign-source income is not taxable, even if it is transmitted to 

Hong Kong. 

The main tax authority is the Inland Revenue Department (IRD) and the 

principal tax legislation is the Inland Revenue Ordinance (IRO). 

 

 Residence 

A corporation is considered as resident if it is incorporated or managed and 

controlled in Hong Kong. 

 

 Principle of taxation 

The profit tax in Hong Kong is 16,5% and there is no distinction between 

public and private companies or distributed or undistributed profits. 

For local companies or branches of foreign companies the same tax rate is 

applied. 
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Only income and profits produced in Hong Kong are subject to tax in the 

country. 

 

 Taxable income 

We consider as taxable income for a company the net profit originated in 

Hong Kong, excluding offshore profits (produced in another country) and the profits 

produced for the sale of capital assets.  

The taxation principle is simple and clear, but its application sometimes can 

be complex. 

 

 Basis on taxation principle 

“As stated in the Inland Revenue Ordinance, a person is chargeable to 

Profits Tax under the following conditions: 

- This person carries on a trade, profession or business in Hong Kong 

- The trade, profession or business derives profits 

- The profits arise in or are derived from Hong Kong 

The first two conditions are straightforward. The third one, determining the 

source of profits is more complex and requires of further study.” (IBP USA, 2010) 



 

 

23 

 

Figure 3.1 Taxation in Hong Kong 

 

 

3.2 Basic principles for determining the source of profits 

“The following principles can help us to determine the origin of profits. 

They came up from previous court decisions: 
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- Matter of fact 

It is difficult to determine the locality of profits. It is a practical matter of 

fact. There is not a universal rule that can be used in all cases. Locality will depend on 

the nature of the profits and on the transactions that give rise to such profits. 

- The operations test 

We have to look at what the tax payer has done to earn the profits and where 

he has done it. In other words, we have to identify the operations which produced the 

profits and where they took place. 

- Antecedent or incidental activities 

We do not look at all taxpayer activities’ location, just at the most important 

for producing the profits.  

- Place where decision is made 

The place where day-to-day investment/business decisions take place is a 

factor to take into account, but it is not usually the deciding factor. 

- Gross profits from transactions 

The distinction between Hong Kong profits and offshore profits is made by 

reference to the gross profits arising from individual transactions. 

- Business presence overseas 

The absence of a business presence overseas does not mean of itself that all 

profits are derived from Hong Kong. In most cases, when the principal place of business 

is located in Hong Kong and there is not overseas presence, the Profits Tax are likely to 

be charged in Hong Kong. 

- Taxes with sale or purchase commissions 

For Black Pepper profits will be in most cases generated in the form of 

commissions. 

To determine where profits are taxable when commissions from sales or 

purchases take place, we can follow the following general practices: 

o The profit should be taxable in the place where the service is performed. 

In other words, the source of income is the place where the activities of 

the commission agent are performed 
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o Some factors such as where incidental or antecedent activities are 

performed or where the principals are located are not normally pertinent 

for determining the source of the commissions 

o If the commission is earned by a person who carries a business in Hong 

Kong but commissions are produced outside, commissions are not 

taxable in Hong Kong.” (Inland Revenue Department, 2017) 

 

 

3.3 Implications and recommendations for Black Pepper 

For our subject of study, the company Black Pepper, we have several aspects 

to consider. The decision of how dealing with taxes will depend on and, at the same 

time, will affect money repatriation and accounting.  

Black Pepper operates in several countries, including Hong Kong. 

Following the principles and practices developed in previous paragraphs, the company 

will have to pay taxes in Hong Kong only for the commissions produced in Hong Kong. 

So, what happens with commissions produced in any of the other countries? 

In theory, commissions can be paid in the country where they are produced. 

But, with the company not registered as tax resident in any of these countries, to do so 

will be of a great complexity and cost, just considering the bureaucratic procedures. 

One possibility is to take advantage of kind of legal void that is produced in 

this situation. Profits not produced in Hong Kong are not taxable in Hong Kong and 

other countries’ tax authorities have not idea that those commissions were produced in 

their territories. At a first glance, it can be tempting to follow this approach but it can 

bring to the firm several difficulties. When time of sharing profits will arrive, this non-

declared commissions will need to pay taxes somehow and will be probable expensive 

and time-consuming to do so. From an accounting point of view, if profits produced in 

other countries do not pay taxes in Hong Kong and the cost associated to these 

operations cannot be written in the accounting books as lost and subtracted to the income 

to calculate the profit. Lost can be carried forward indefinitely in Hong Kong and the 

company is accumulating lost in this beginning period. If this lost is declared in Hong 

Kong, the taxable profit of the company would be reduced substantially than if it is not. 
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There will be a significant reduction in the amount taxes paid while the money generated 

will be totally legal. If this costs produced in other countries are declared in Hong Kong 

the profits produced in those countries should as well. 

Taking into account all these elements and looking for the necessary 

simplicity when setting up a Start Up, the recommended solution for Black Pepper is to 

pay taxes from all profits in Hong Kong, disregarding where they were produced. As 

the company has business in Hong Kong it is not considered as an offshore company 

and the company has the possibility of paying all it taxes in this country. 

The proposed solution totally fits the current situation of the company. 

However, in a future, when the company will produce considerable benefits, it would 

be wise to recheck this matter and again optimize tax payment. There are many 

possibilities and many different approaches to follow and it will be necessary to hire 

professional services in this field.  
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4 CHAPTER 4 

MONEY REPATRIATION 

 

 

The company just begun and we are not repatriating money yet. But 

repatriation will become an urgent matter soon, when the Black Pepper begins to 

generate important profits. This paper intends to treat about the current situation of the 

company and solve its current problems. And also to collect and analyze interesting 

information to anticipate important financial decisions to come. 

In this section we will deepen in how repatriating money. For that, we will 

deepen in the treaties that allow us to repatriate money to our home country and we will 

revise different options in international money transfer providers that exist nowadays in 

the market. We will analyze pros and cons of each provider with the aim of finding an 

optimal solution when repatriating our money. 

 

 

4.1 Double taxation relief treaties 

If we talk about money repatriation, the first thing we think is about how to 

repatriate money from Hong Kong to Spain. As the company is registered in Hong Kong 

and has no branch in any other territory, for the moment, the only way to repatriate 

money to Europe is to share profits or pay salaries with the company’s shareholders and 

them to repatriate this money to their home countries. There is a Tax treaty between 

Hong Kong-Spain and Hong Kong-France to relieve taxpayers’ resident in any of these 

countries from double taxation. 

But, when profits are paid by companies to shareholders, the person who 

receives them need to pay the corresponding income tax in his/her country of residence. 

In the case of Black Pepper, shareholders are resident in Thailand, one Spanish and one 

French national. So, tax corresponding to these profits must be paid in Thailand and 

later they will have the possibility to repatriate this money to Europe. In this paper we 
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will study how to repatriate money from ours Hong Kong company to Spain, going 

through Thailand. Therefore, the treaty that applies in this case is the Thailand-Spain 

double taxation relief. 

We will summarize in next lines the most important and most interesting 

ideas contained in this treaty that can be used in a future for Black Pepper.  

 

Figure 4.1 Double taxation relief treaty between Thailand and Spain 

 

Convention between the government of the kingdom of Thailand and the 

Government of the Kingdom of Spain for the avoidance of double taxation and the 

prevention of fiscal evasion with respect to taxes on income. 1998. 

This convention was signed between the government of the kingdom of 

Thailand and the Government of the Kingdom of Spain for the avoidance of double 

taxation and the prevention of fiscal evasion with respect to taxes on income. 
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This convention was signed in Madrid on October 1997 by the Spanish and 

Thai Ministers of Foreign Affairs.  

“As stated in its First Article, this convention applies to residents of one of 

the Contracting States, Spain or Thailand. 

It applies to taxes on income imposed on behalf of any of the Contracting 

States. It includes all taxes imposed on total income, or on elements of income, including 

taxes on gains from the alienation of property, taxes on wages or salaries paid by 

enterprises and taxes on capital appreciations. This convention applies in particular to 

the following taxes: 

- For Thailand: 

 Income tax  

 Petroleum income tax 

- For Spain: 

 Income tax on individuals  

 Corporation tax 

As stated in the Article 4, it is considered as tax resident any person who, 

under the law of any of the Contracting States, is liable to tax therein by reason of his 

domicile, residence, place of incorporation, place of management or any other criterion 

of a similar nature. This term does not include any person who is liable to tax in that 

State in respect only of income from sources in that State. In the particular case of Black 

Pepper, both shareholders are tax residents in Thailand. 

The Article 7 makes reference to Business Profits. It says that the profits of 

an enterprise of a Contracting State shall be taxable only in that State unless the 

enterprise carries on business in the other Contracting State through a permanent 

establishment situated there in. This article has not a direct relationship with Black 

Pepper in the present time, but could be important in a future, for opening a branch or 

relocating the enterprise in other State than Hong Kong, with the aim of optimizing 

taxation of the firm. 

The Article number 10, be for the future. It covers the topic of how paying 

taxes on the dividends produced in a company. It affirms that dividends paid by a 

company which is resident of a Contracting State to a resident of the other Contracting 
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State may be tax in that other State. However, such dividends may also be taxed in the 

Contracting State of which the company paying the dividends is a resident and according 

to the laws of that State, but if the recipient is the beneficial owner of the dividends, the 

tax so charged shall not exceed 10 per cent of the gross amount of the dividends. 

The Article 15 describes how to pay taxes in case of Dependent Personal 

Service, what includes salaries, wages and other similar remuneration, and is the subject 

of greatest interest for our case. It says that any salaries, wages, or similar remuneration 

derived by a resident of a Contracting State in respect of an employment shall be taxable 

only in that State, unless the employment is exercised in the other Contracting State.  

Notwithstanding the provisions of previous paragraph, any remuneration 

derived by a resident of a Contracting State in respect of an employment exercised in 

the other Contracting State shall be taxable only in the first mentioned State if: 

- The recipient is present in the other State for period or periods not 

exceeding 183 days within any 12 months’ period 

- The remuneration is paid by, or on behalf of, an employer who is not a 

resident of the other State 

- The remuneration is not borne by a permanent establishment or a fixed 

base which the employer has in the other State. 

An easy way of distributing benefits from Black Pepper to its shareholder 

could be by paying a salary. In this case, even with the company registered in Hong 

Kong, taxes on the salary will be paid in Thailand.  

The Article 16 makes reference to the Director’s Fees, saying that fees or 

other similar payments earned by a member of the board of directors of one company 

resident in one Contracting State may be taxed in the Contracting State in which the 

director is resident. 

The Article 23, about the elimination of the double taxation, states that the 

laws in force in the Contracting States shall govern taxation, except when a provision 

on the contrary is made in this provision. When income is subject to tax in both 

Contracting States, relief to double taxation shall be given in accordance with the 

following paragraphs: 
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- Double taxation will be avoided in Spain when a resident of Spain 

derives income that may be taxed in Thailand. In this case, Spain will 

allow a deduction from the income tax of that resident equal to the tax 

paid in Thailand 

- In the case of a resident in Thailand receiving income from Spain, the 

same law will be applied 

The Article 24 talks about Non-discrimination, saying that nationals of a 

Contracting State shall not be subjected in the other Contracting State to any taxation or 

any connected requirement which is more burdensome than the taxation and connected 

requirement to which nationals of that other State in the same circumstances are or may 

be subjected. This article also applies for national enterprises from a Contracting State 

residents in the other Contracting State. 

This convention applies between Thailand and Spain in the present time but 

it is important to know that it will not last for forever and we should be aware if any 

change is produced. The termination of this Convention can be done in any year, by any 

of the two Contracting States, giving to the other party a written notice of termination.” 

(Convention between the government of the kingdom of Thailand and the Government 

of the Kingdom of Spain for the avoidance of double taxation and the prevention of 

fiscal evasion with respect to taxes on income, 1998) 

 

 Implications and recommendations for Black Pepper  

Shareholders are tax resident in Thailand and the company is registered in 

Hong Kong and has no other branch overseas. The easiest way of repatriating money to 

Europe is by distributing profits. This profits distribution can be done in different ways 

such paying salaries, director fees or simply distributing profits. In any case, this money 

will need to pay taxes in Thailand and, due to the Double Taxation Avoidance Treaty 

between Spain and Thailand, should be straightforward to bring it to a Spanish personal 

bank account. 

There is another detail we should not forget in all this equation. It could be 

very costly to get money out of Thailand. It could even jeopardize final profits of 
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shareholders. For this reason, it is essential to analyze properly and give it due 

importance, as we will do in the following section. 

 

 

4.2 Getting money out of Thailand 

When we think of getting money out of Thailand, the first thing that comes 

to our minds is to internationally transfer this money from our Thai to our Spanish bank 

account. There are also a number of different alternatives that will allow us to repatriate 

our money and could be more advantageous depending on the case. We will study them 

in next lines. 

When sending money overseas we have to consider different details. One of 

the most important is transfer fees. These fees can be fix, like in banks, can be a 

percentage, like some credit cards when used abroad, or a combination of both, like 

PayPal. It is of paramount importance to also consider the fees hidden in the exchange 

rate. Sometimes companies call them ‘hedging fee’ and can account for up to 4% of the 

transferred amount. Another variable to consider is the transfer speed. A bank transfer 

usually takes between 2 and 3 business days, while other money transfer services, like 

Transferwise could take from 3 to 5 days.  

When choosing the way of internationally transfer we have to consider that 

the cheapest money transfer provider will depend on: 

- the amount we send 

- the country we send money from and the country we send money to 

- the payment option 

- the chosen time delay 
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Before checking transfer options, we have a couple of interesting websites 

to visit, always with the aim of optimizing international transfers. Moneytis.com and 

XE.com. The first one helps us to find the cheapest money transfer provider for our 

country and the second gives us the official Exchange rate, updated each 2 minutes. If 

we do a simulation using both webs, we can see in the next image that the official 

exchange rate for 1,000,000 THB in this moment is 25,172 Eur. The best option offered 

by Moneytis.com is a company called “Currency Solutions” which, including all fees, 

will transfer from Thailand to Spain an actual amount of 25,040 Eur. The total fee taken 

in this operation will ascend to 0.52 %, what can be considered as a very low fee, proving 

the effectiveness of these 2 webs. 

Following, we will analyze the transfer options more used nowadays. As 

said before, their main differences will be in cost, speed and convenience. 

- International bank transfers: Could be a good option when sending big 

quantities of money abroad. We need to take into consideration what 

Figure 4.2 International transfer simulation made using Monetys.com and XE.com 
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are the fees charged from the sending and receiving bank. This could 

vary significantly from one bank to another. One excellent option could 

be to open an account in a bank with branches in both countries. In some 

cases, fees are almost inexistent, as they are considered to be like 

internal money transfers. For the particular case of Thailand and Spain 

there is not yet a bank established in both countries. 

 

- Transferwise: This international transfer provider is gaining a lot of 

popularity in last years. It is considered as a peer-to-peer currency 

exchange. The idea is that they find a partner who wants to send money 

in the opposite direction, matching us up. Instead of doing an 

international transfer, each of us will do a domestic transfer. For 

example, if we want to send money from Thailand to Spain, they will 

find someone in Spain willing to send money to Thailand and they will 

match us. Each one will transfer the money in his/her home country and 

this money will arrive to the matched partner account. Charges will 

usually be around 1 % to 1.5 %. This option will be interesting for 

payments of less than USD 2000, for which fixed bank fees per 

transaction would be more expensive. 
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- Xendpay: It is another international transfer provider. Its biggest 

advantage is that they quote the rate and all the fees in advance, taking 

out some uncertainty from the operation. Most providers will not give 

this information in advance. Total fee we will pay is about 0.5 % and it 

is interesting to use if we are planning to send amounts of less of 5000 

Eur. 

- Western Union: One of the most well-known providers. Their biggest 

advantage is their speed. They can make cash available to a recipient 

worldwide within a matter of 2 minutes. Fixed prices vary from 10 to 

50 USD. But the highest is hidden in the exchange rate. It starts at 4% 

and adding all fees can go until 7.5 % of the transfer amount. 

- Paypal: It is a convenient way to send international transfers as long as 

the amounts are not so big. It can add a fee of about 3.5 % and, due to 

Figure 4.3 Explanation of how Transferwise works  
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its easiness of use can be the preferred method for transfers less than 

1000 Eur. 

 

      

Figure 4.4 Images of most well-known international money transfer providers 

 

- Cash: As we will probably travel from Thailand to Europe, a way of 

repatriating money that we should not neglect is bringing cash with us. 

This could be a good option as professional money changers offer 

usually the cheapest exchange rate that can be as low as 0.1 % of the 

changed amount. The quantity of money we can bring with us into the 

European Union without declaration is limited to 10,000 EUR.   
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5 CHAPTER 5 

ACCOUNTING 

 

 

Once examined the best way of repatriating money from our Hong Kong’s 

company to our personal accounts in Spain, it is fundamental to deal with is accounting.  

In this section we will revise the accounting methods used in Hong Kong 

and how we can deal with them to optimize also our bank costs that are quite important. 

 

 

5.1 Accounting system in Hong Kong 

Accountancy in Hong Kong is regulated by the HKICPA under the 

Professional Accountants Ordinance. In 2005, HKICPA, adopted most accounting and 

auditing standards from the IFAC. 

“IFAC or International Federation of Accountants is a global organization 

for accountant profession. Its aim is to serve the public interest and strengthen the 

accountancy profession by: 

- Supporting the development of high-quality international standards 

- Promoting the adoption and implementation of these standards 

- Building the capacity of professional accountancy organizations  

- Speaking out on public interest issues.” (IFAC, 2017).  

For the Black Pepper it is important to know which are the accounting 

standards used in Hong Kong, for several reasons. First of all the company is obliged to 

submit its accountant documents and audit results once a year.  

For this paper, we will develop the accounting tools that we can use to 

optimize the financial of the enterprise. 
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 Bank account for a Hong Kong enterprise 

Opening a bank account in Hong Kong has become an “impossible 

mission”. It is due to the new worldwide regulation “Money Laundering, Terrorist 

Financing and Transfer of Funds Regulations 2017”, aka MLRs 2017, which obliged all 

banks to report about the ultimate owner of any account and to share this information 

with authorities all over the world. Most banks require business owners to have a Hong 

Kong residence, to have a very high and constant balance in the account (from 10,000 

Euros on) and probe that the company have business in Hong Kong to open a bank 

account. In Black Pepper, we could not fulfill all these requirements, so we found 

ourselves with a company registered in Hong Kong and with not bank account to work 

with. We had to find a solution.  

After many inquiries and several failed attempts, we succeed to open a 

business bank account in Singapore. Everything looked like solved, but nowadays we 

are facing huge commissions that are threatening our financials. The amounts of money 

we are transferring in this moment, like salaries, or payments for some services, are not 

really big and the fixed fee we pay for each transaction done with our bank is too high. 

For transfers lower than 1000 Euros sometimes we pay between 50 and 15 % of the 

transferred amount in commissions. Following we can observe remittances fees in the 

concerned Bank. 



 

 

39 

 

Figure 5.1 Remittances fees in Black Pepper’s current bank 
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Figure 5.1 Remittances fees in Black Pepper’s current bank (cont.) 
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5.2 Implications and recommendations for Black Pepper  

The solution we found to avoid the burdensome bank fees is to transfer big 

amounts of money to our personal accounts and register it in the books as cash. When 

we talk about “big quantities” we are referring to a minimum of three thousand euros 

per transaction. We will use one account from a Thai bank and one other from a French 

bank. This way we will pay just once the bank transfer fees and, having money in our 

personal account, we could use any of the international money transfer alternatives we 

have described before. We will also have the possibility of buying plane or hotel tickets, 

withdrawing money in the countries we travel and paying bills from direct expenses 

with our credit cards. To find this solution we needed to consult several professional in 

the topic, going through a difficult path of uncertainty until finding a solution, as it 

happens many times when beginning an entrepreneur activity like Black Pepper. In a 

future we plan to open a business account with an European bank, what will simplify 

and reduce our bank expenses. 
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6 CHAPTER 6 

FINAL CONCLUSION 

 

 

The purpose of this paper was to analyze financial issues that Black Pepper 

is already facing and will face in coming years and anticipate the solutions to optimize 

it.  

We dealt with exchange rate, taxation, money repatriation and accounting 

and banks. For each section we found a bunch of recommendations and possibilities that 

will help the company to solve any related issue. These solutions will allow Black 

Pepper to focus its efforts in other activities that will, hopefully, lead to an important 

growth in coming years. 

We analyzed how the company is exposed to exchange rate risk and the 

measures that can be taken to control it. We realized the company is currently mostly 

affected by transaction risk. This risk will be managed strategically. Translation and 

economic risk are not a priority yet and will be monitored for the moment and managed 

when they will become a priority. Looking for simplicity, Black Pepper decided to issue 

all invoices and to receive all payments in Euros. This measure will reduce the exposure 

to exchange rate risk notably during the first steps of the company, with an acceptable 

cost. 

We went through several alternatives in the way of paying taxes. Decision 

in this matter will affect money repatriation and accounting.  We decided to declare all 

profits and costs in Hong Kong and pay all taxes there. This solution will simplify 

accounting and taxation and will allow us to repatriate money in a simple manner. 

For repatriating money, we realized that the most convenient way to do it is 

distributing this money to its shareholders. We analyzed the different profit sharing 

possibilities and the steps needed until finding this money in our personal accounts in 

our home country. We also analyzed the different alternative we have to internationally 
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transfer money. The best option will depend in several factors, like the time interval to 

receive it and the transferred amount. 

We also went through the costs we bear with our current bank account and 

found an accounting solution to reduce them. 

With this paper we found a path to follow in all this financial issues and we 

solved the puzzle we had at the beginning of this paper, when considering all matters 

and possibilities. 

 

Figure 6.1 Solved financial puzzle we can find in multinational Start-Ups 

 

We substantially advanced in finding solutions to financial issues that Black 

Pepper is facing or will face, while selling and promoting wine in Asia. We should 

consider this paper as an important step for our company. And we be must aware that 

we will need to continually research in this fields, hire professional advisors and keep 

advancing through this financial path during the lifetime of the company if we want to 

achieve great success in the future. 
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Appendix A: De jure exchange rate classification in South-East Asia 
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Appendix B: De Facto classification in South East Asia 

 

 

 

 


