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A new company was set up two years ago using the personal financial resources of the founders.
These funds were used to acquire suitable premises.
The company has entered into a long-term lease on the premises which are not yet fully fitted out.
The founders are considering requesting loan finance from the company's bank to fund the purchase of custom-made advanced
technology equipment.
No other companies are using this type of equipment.
The company expects to continue to be profitable for the forseeable future.
It re-invests some of its surplus cash in on-going essential research and development.
Which THREE of the following features are likely to be considered negatives by the bank when assessing the company's credit-
worthiness?

A. Essential on-going research and development expenditure is required.
B. The company will continue to remain profitable and to generate net cash.
C. The equipment is advanced technology custom-made equipment.
D. The founders invested their personal financial resources in the company.
E. The company premises are on a long-term lease but are not yet fully fitted out.

Answer: A,C,E

NEW QUESTION # 362 
Company YZZ has made a bid for the entire share capital of Company ZYY
Company YZZ is offering the shareholders in Company ZYY the option of either a share exchange or a cash alternative
Which THREE of the following would be considered disadvantages of accepting the cash consideration for the shareholders of
Company ZYY?

A. Company YZZ Is not expected to change *s dividend policy post-acquisition
B. Interest rates on deposit accounts are currently at an historic low and are expected to remain low
C. Taxation is payable on realised capital gains.
D. There will be no opportunity to participate in the future economic success of Company YZZ
E. Cash consideration is certain whereas Company YZZ's future share price performance is uncertain

Answer: B,C,D

NEW QUESTION # 363 
A company has borrowings of S5 million on which it pays interest at 8%. It has an operating profit margin of
20%.
The company plans to increase borrowings by S2 million Interest on additional borrowings would be 10% and the operating profit
margin would remain unchanged A debt covenant attached to the new borrowings requires interest cover to be at least 4 times
throughout the period of the borrowing Interest cover is defined in the loan documentation as being based on operating profit What
is the minimum sales value required each year to avoid a breach of the interest cover covenant'

A. TS2.40 million
B. S12.00 million
C. S3.00 million
D. S2.88 million

Answer: A

NEW QUESTION # 364 
A wholly equity financed company has the following objectives:
1. Increase in profit before interest and tax by at least 10% per year.
2. Maintain a dividend payout ratio of 40% of earnings per year.
Relevant data:
* There are 2 million shares in issue.
* Profit before interest and tax in the last financial year was $4 million.
* The corporate income tax rate is 20%.
At the beginning of the current financial year, the company raised long term debt of $2 million at 5% interest each year.



Calculate the dividend per share that will be announced this year assuming the company achieves its objective of increasing profit
before interest and tax by 10%.

A. $1.20
B. $0.52
C. $0.47
D. $1.09

Answer: B

NEW QUESTION # 365 
A company's dividend policy is to pay out 50% of its earnings.
Its most recent earnings per share was $0.50, and it has just paid a dividend per share of $0.25.
Currently, dividends are forecast to grow at 2% each year in perpetuity and the cost of equity is 10.5%.
In order to grow its earnings and dividends, the company is considering undertaking a new investment funded entirely by debt
finance. If the investment is undertaken:
* Its cost of equity will immediately increase to 12% due to the increased finance risk.
* Its earnings and dividends will immediately commence growing at 4% each year in perpetuity.
Which of the following is the expected percentage change in the share price if the new investment is undertaken?

A. Increase = 8.3%
B. Decrease = 7.7%
C. Increase = 2%
D. Increase = 10.5%

Answer: A

Explanation:
Current:
DPS just paid D0=0.25D_0 = 0.25D0=0.25, growth g = 2%, ke=10.5%k_e = 10.5\%ke=10.5%
D1=0.25×1.02=0.255,P0=0.2550.105#0.02=0.2550.085=3.00D_1 = 0.25 × 1.02 = 0.255,\quad P_0 = \frac
{0.255}{0.105 - 0.02} = \frac{0.255}{0.085} = 3.00D1=0.25×1.02=0.255,P0=0.105#0.020.255=0.0850.255=3.00
After investment: growth g = 4%, ke=12%k_e = 12\%ke=12%
D1#=0.25×1.04=0.26,P1=0.260.12#0.04=0.260.08=3.25D_1' = 0.25 × 1.04 = 0.26,\quad P_1 = \frac{0.26}
{0.12 - 0.04} = \frac{0.26}{0.08} = 3.25D1#=0.25×1.04=0.26,P1=0.12#0.040.26=0.080.26=3.25 Percentage change:
3.25#3.003.00=0.253=8.33%\frac{3.25 - 3.00}{3.00} = \frac{0.25}{3} = 8.33\%3.003.25#3.00=30.25=8.33%

NEW QUESTION # 366
......
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