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PR #351

Z wishes to borrow at a floating rate and has been told that it can use swaps to reduce the effective interest rate it pays. Z can
borrow floating at Libor ' 1, and fixed at 10%.

Which of the following companies would be the most appropriate for Z to enter into a swap with?

e A Company A - it can borrow floating L. +1 1/2 and fixed at 9.5%
e B. Company C - it can borrow at L +1 1/2 and fixed at 9%

e (. Company E - it can borrow floating at L +1 1/2 and fixed at 12%
e D. Company D - it can borrow at L+1 1/2 and fixed at 10.5%
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il RE #352

A company's annual dividend has grown steadily at an annual rate of 3% for many years. It has a cost of equity of 11%. The share
price is presently $64.38.

The company is about to announce its latest dividend, which is expected to be $5.00 per share.

The Board of Directors is considering an attractive investment opportunity that would have to be funded by reducing the dividend to
$4.50 per share. The board expects the project to enable future dividends to grow by 5% every year and the cost of equity to
remain unchanged.

Calculate the change in share price, assuming that the directors announce their intention to proceed with this investment opportunity.
Give your answer to 2 decimal places.
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R RE #353
‘Which THREE of the following remain unchanged over the life ofa 10 year fixed rate bond?

A. The nominal value

B. The yield

C. The market value

D. The amount payable on maturity
E. The coupon rate

ZX: ADEE

P RE #354

A UK based company is considering investing GBP1 ,000,000 in a project it the USA. 1t is anticipated that the project will yield net
cash inflows of USD580.000 each year for the next three years. These surplus cash flows will be remitted to the UK at the end of
each year.

Currently GBP1.00 is worth USD1.30.

The expected inflation rates in the two countries over the next four years are 2% i the UK and 4% in the USA.

Applying the purchasing power parity theory, which of the following represents the expected remittance at the end of year three, in
GBP whole the nearest whole GBP)?

A. GBP450,906
B. GBP568,846
C. GBP546,547
D. GBP472,916

ZE: D

fE R A -

Using PPP to forecast the Year-3 exchange rate:

S0=1.30 USD/GBP,ilUK=2%, iUS=4%S_0 = 1.30\ text{USD/GBP},\quad i {UK}=2\%,\1 {US}=4\%S0=1.30
USD/GBP,iUK=2%, iUS=4%

Many exam questions use:

S3=S0(1+US1+UK)3=1.30(1.041.02)3#1.2257 USD/GBPS 3 =S 0 \left(\frac{1+i {US}} {1+ {UK} }\right)
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