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e Analyse long-term debt finance
bEY 71 ¢ Discuss post-transaction issues

¢ Recommend ways of managing financial risks
FEY 72 ¢ Evaluate the capital structure of a firm

e Evaluate the various valuation methods
bEY 73 * Analyse strategic financial policy decisions
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¢ Evaluate equity finance
NEy 2 4 ¢ Evaluate ﬁpqncial rlsks

¢ Evaluate dividend policy

¢ Discuss the sources and types of financial risks
bEY 7S o Advice on strategic financial objectives
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M #151

A young, capital intensive company has a large amount of tangible assets.

Intangibles, including brand name, are considered to be of negligible value at this time Relevant data:

* The company operates a residual dividend policy.

* The industry in which the company operates is suffering froma large amount of uncertainty at present.

Forecasting the future earnings or cashflows of the company is therefore extremely difficult

* There are very few quoted companies in the industry that are similar in size or in precisely the same business sectors.
‘Which method of valuation would be most suitable for this company?

A. Dividend valuation model with a proxy company's cost of equity.
B. Net asset based using replacement cost.

C. Earnings based using a proxy company's P/E ratio.
D. Discounted cash flow with a proxy company's cost of capital.

Ef#: B
RN -

Correct answer: C - Net asset based valuation using replacement cost best suits a capital-intensive company with reliable tangible
asset values and highly uncertain future earnings/cash flows.

HMA #152

A company ainrs to increase profit before interest and tax (PBIT) each year.

The company reports in A$ but has significant export sales priced in BS.

All other transactions are priced in A$.

In20X1, the company reported:

In 20X2, the only changes expected are:

* Anincrease in export prices of 10%, but no change to units sold.

* A rise in the value of the BS to A$/B$ 2.500 (that is, A$ 1 = B$ 2.5) Is it likely that the company would still meet its objective to
grow PBIT between 20X1 and 20X2?
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A. Yes, PBIT would increase by A$ 150 million.
B. No, PBIT would fall by A$ 150 million.

C. No, PBIT would fall by A$ 48 million.

D. Yes, PBIT would increase by A$ 48 million.

F
®

: C

H #153

A company plans to raise S15 million to finance an expansion project using a rights issue Relevant data
* Shares will be offered at a 20% discount to the present market price of S12 50 per share

* There are currently 3 million shares in issue

* The project is forecast to yield a positive NPV of $9 million

What is the yield-adjusted Theoretical Ex-Rights Price following the announcement of the rights issue?

A $1125
B. $13.67
C.$11.67
D. $9.50

H
R

: C

H #154

An unlisted company is attempting to value its equity using the dividend valuation model.
Relevant mformation is as follows:

* A dividend of $500,000 has just been paid.

* Dividend growth of 8% is expected for the foreseeable future.

* Earnings growth of 6% is expected for the foreseeable future.

* The cost of equity of a proxy listed company is 15%.

* The risk premium required due to the company being unlisted is 3%.
The calculation that has been performed is as follows:

Equity value = $540,000 / (0.18 - 0.08) = $5,400,000

What is the fault with the calculation that has been performed?

A. The cost of equity used in the calculation should have been 15%; no adjustment was necessary.
B. The cost of equity used in the calculation should have been 12% (15% subtract 3%).

C. The dividend growth rate is unsuitable given that earning growth is lower than dividend growth.
D. The dividend cashflow used should have been $500,000 rather than $540,000.

EfE: C

H #155

The Board of Directors of a listed company is considering the company's dividend/retentions policy.

The inflation rate in the economy is currently high and is expected to remain so for the foreseeable future.
The board are unsure what impact the high level of nflation might have on the dividend policy.

‘Which THREE of the following statements are true?

A. Consideration should be given to the fact that shareholders will have a desire for real growth in dividend.

B. The high inflation rate does not need to be considered when determining the dividend policy.

C. The impact of inflation on the cash flows should be considered when fornulating the dividend policy.

D. Retained earnings for reinvestment will have to earn a return in excess of the inflation level.

E. In periods of high inflation 100% of earnings should always be paid out as dividends so that shareholders can protect their
wealth against the impact of inflation.

Ef#: AL C. D

M #156
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