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8 #143

A listed company in the retail sector has accumulated excess cash.

In recent years, it has experienced uncertainly with forecasting the required level of cash for capital expenditure due to unpredictable
economic cycles.

Its excess cash is on deposit earning negligible returns.
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The Board of Directors is considering the company's dividend policy, and the need to retain cash in the company.
‘Which THREE of the following are advantages of retaining excess cash in the company?

A. The excess cash is earning a negligible return.

B. The market may interpret the return of excess cash as a sign of weak growth prospects.

C. Retaining excess cash may make the company vulnerable to hostile takeover.

D. The company will be in a position to respond promptly to unexpected nvestment opportunities.
E. Liquidity problems are less likely to be experienced if there is a downturn in business.
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A company is considering either exporting its product directly to customers in a foreign country or establishing a manufacturing
subsidiary in that country.

The corporate tax rate in the conpany's own country is 20% and 25% tax depreciation allowances are available.

‘Which THREE of the following would be considered advantages of establishing the subsidiary in the foreign country?

A. Year 1 tax depreciation allowances of 100% are available in the foreign country.

B. There are restrictions on companies wishing to remit profit from the foreign country.

C. The corporate tax rate in the foreign country is 40%.

D. There are high custons duties payable on products entering the foreign country.

E. There is a double tax treaty between the company's domestic country and the foreign country.

ZR: ADE
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Consider each statement:

A). Foreign tax rate 40% - higher than home 20% # disadvantage.

B). Double tax treaty - avoids double taxation on profits remitted # advantage.

C). 100% Year-1 tax depreciation in foreign country - big early tax shield # advantage.

D). High customs duties on imports into foreign country - makes exporting costly; local production via subsidiary avoids duties #
advantage.

E). Restrictions on remitting profits - makes getting cash out difficult # disadvantage.

PR #145

LPM Company is based in Country C. whose currency is the CS

It has entered Into a contract to buy a machine in three months' time. The supplier is overseas and the payment is to be made ina
different currency fromthe CS The treasurer at LPM Company is considering using a money market hedge to manage the
transaction risk associated with a payment.

The assumptions of interest rate parity apply

‘Which THREE of the following statements concerning the use of a money market hedge for this supplier payment are correct™?

A. Tt manages transaction risk

B. It can be tailored to match the size of the payment

C. It avoids the need to find immediate finance

D. It offers a significantly better outcome than a forward contract

E. Any opportunity to benefit from future exchange rate movements is lost.

ZR: ABD

PR #146

Company T has 1,000 million shares in issue with a current share price of $10 each.

Company V has 300 million shares in issue with a current share price of $5 each.

Company T is considering acquiring Conmpany V.

Total synergy gains of $100 million have been estimated.

The purchase of Company V's shares would be by cash at a 10% premium above the current share price.
In seeking approval for the acquisition, the likely reaction from T's shareholders will be:



A. accepted as there is $100 million of synergy which will all go to T's shareholders.

B. accepted as there will be an increase in the value of the business of $1,500 million.

C. rejected as T's shareholders will see a decrease in their wealth overall of $50 million.
D. rejected as T's shareholders will not be willing to pay more than $1,500 million for V.

ER: C
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Value of V currently = 300m x $5 = $1,500m

Offer price = $5 x 1.10 = $5.50 # cost = 300m x 5.50 = $1,650m

Synergy = $100m

Net gain to T's shareholders = 100 # 150 = -$50m# a loss of $50m, so they'd reject.

P RE #147

777 s a listed company based in Brinland. a European country. It is the largest owner and operator of residential care homes for
elderly people in Brinland Most of the residential care homes in Brinland are run by small private operators, and the standards of
cafe are extremely variable However. 227 has developed a good reputation because its client service is considered to be extremely
good even though its prices are higher than those of most of'its competitors.

777 has expanded rapidly in the last few years, partly by acquisition and partly by organic growth consequently, the company's
share price now stands at a record high, and the dividend declared at the end of the most recent accounting period was 10% higher
than the previous year's dividend.

The Brinland government has recently set up a regulatory body to monitor the residential care homes industry.

The regulatory body is considering introducing a variety of regulations to improve the customer experience in the industry. Following
a period of consultation and mnvestigation, the regulatory body is expected to announce a range of new regulations in the near future.
The directors of ZZZ. are concerned that the new regulations may adversely affect their company Which THREE of the following
new regulations are likely to have the greatest negative impact on ZZTs performance?

A. Imposition of a one-off "windfall" tax to fund training courses for carers across the industry
B. Imposition of a mnimum staff'to client ratio.

C. Monopoly controls, forcing large operators to dispose of some care homes

D. Price controls, setting a maximum price that providers can charge

E. Fines for companies that miss specified service level targets

Z%:. BCD
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Regulations likely to hurt ZZZ most:

A). Minimum staff-to-client ratio - raises operating costs, particularly for a large operator.
B). Maximum price controls - directly restrict ZZZ's ability to charge premium prices.

C). Monopoly controls forcing disposals - may force ZZZ to sell homes and shrink.

D is a one-off hit, and E is less of a threat to a high-quality provider.
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