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G pic wishes to borrow $5 miillion in 6 months, for a period of 3 months. A bank has quoted the following Forward Rate Agreement
(FRA) rales:

3v96.55%-6.70% 6v9 6.70%-6 90%.

G pic can borrow at 0 75% above base rate, and the base rate is currently 6.25% Concerned that base rates may rise, G pic
decides that it will hedge using an FRA At the settlement date for the FRA, the base rate has risen to 7.50% What is the effective
mterest rate paid by G pic for its borrowing?

A.8.25
B. 7.45
C.7.65
D.7.30
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i RE #209

Company A plans to acquire a minority stake in Company B.

The last available share price for Company B was $0.60.

Relevant data about Company B is as follows:

* A dividend per share of $0.08 has just been paid

* Dividend growth is expected to be 2%

* Earnings growth is expected to be 4%

* The cost of equity is 15%

* The weighted average cost of capital is 13%

Using the dividend growth model, what would be the expected change in share price?

A. $0.07 fall

B. $0.16 increase
C. $0.14 increase
D. $0.03 increase
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R #210
A company generates and distributes electricity and gas to households and businesses.
Forecast results for the next financial year are as follows:

million

Revenue from
electricity salescat

$2.00, per 200
Kilowatt CIMA

Costs 200
Net profit 100

The Industry Regulator has announced a new price cap of $1.50 per Kilowatt.
The company expects this to cause consumption to rise by 10% but costs would remained unaltered.
The price cap is expected to cause the company's net profit to fall to:

A. $47.5 million profit
B. $35.0 million loss

C. $27.5 million profit
D. $20.0 million profit
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i RE #211
Company R is a well-established, unlisted, road freight company.



Inrecent years R has come under pressure to improve its customer service and has had some cusses in doing this However, the cost
of improved service levels has resulted In it marketing small losses in its latest financial year. This is the forest time R has not been
profitable.

R uses a' residual divided policy ad has paid dividends twice in the last 10 years.

Which of'the following methods would be most appropriate for valuating R?

A. Valuing the tangble assets and intangjble assets of R.

B. The eamings yield method, adjusting the earnings yield of a listed company downloads to reflect R's unlisted status.
C. The divided valuation mode.

D. The P/E method, adjusting the P/E of a listed company downwards to reflect R's unlisted status.

ER:. C

it REES B -
Most suitable valuation method for an unlisted company that has only recently made a (small) loss and has very irregular dividends is
an earnings-based multiple using comparables, not a dividend model or pure asset valuation.

i RE #212

Company A is unlisted and all-equity financed. It is trying to estimate its cost of equity.
The following information relates to another company, Company B, which operates in the same industry as Company A and has
similar business risk:

Equity beta = 1.6

Debt:equity ratio 40:60

The rate of corporate incomme tax is 20%.

The expected premium on the market portfolio is 7% and the risk-free rate is 5%.
What is the estimated cost of equity for Company A?

Give your answer to one decimal place.
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