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H #86

Company A has just announced a takeover bid for Company B. The two companies are large companies in the same industry  The
bid is considered to be hostile.

Company B's Board of Directors intends to try to prevent the takeover as they do not consider it to be in the best interests of
shareholders Which THREE of the following are considered to be legitimate post-offer defences?

e A. Publish very optimistic financial forecasts for Company B even though the Board of Directors realises that these are highly
unlikely to be achievable

e B. Alter the memorandum and articles of association to state that a mmnimum of 75% of shareholders nmust agree to the bid

before it can proceed

C. Make a counter bid for Company A provided such an acquisition could enhance Company B's shareholder wealth

D. Have all the assets independently professionally revalued to demonstrate that the offer undervalues the company

E. Refer the bid to the competition authorities to try to have the bid prohibited on competition grounds
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HH #87

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 Company 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 rejected as T's shareholders will not be willing to pay more than $1,500 million for V.
® B. accepted as there will be an increase in the value of the business of $1,500 million.

e C. rejected as T's shareholders will see a decrease in their wealth overall of $50 million.
e D. accepted as there is $100 million of synergy which will all go to T's shareholders.

Ef#: C

fEE

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.

B #88

Company XXY operates in country X with the X$ as its currency. It is looking to acquire company ZZY which operates in country
Z with the Z$ as its currency.

The assistant accountant at Company XXY has started to prepare an initial valuation of Company ZZY's equity for the first 3 years,
however their valuation is incomplete. TBC' in the table below indicates that her calculations have yet to be completed.

e -
(VA Year 1 Yoar 2 Yoar 3
Forecast free c%ﬁou- to @;Mﬁ 200 220 240
million o
Forecast exchange rate TBC )| " TBC TBC
Forecast free cash flow to all |n'.-e_stas_x§ T Tec | TBC TBC
rillion
Discount factor @ 8% 0.926 0.857 0.794
Present value X$ million [ T®c | T8c | TBC
The following information is relevant:
Current exchange rate ﬁs (73S 2
_ | e CIMA
Rate of inflation in country X 2%
|
Rate of inflation in country Z iA%

What is the correct figure (to the nearest million S) to include in year 3 as the present value in X$ million?

A. X$401 million
B. X$360 million
C. X$504 million
D. X$453 million

Ef#: B

B #89
A financial services company reported the following results in its most recent accounting period:



$ million
Revenue 13.90
Operating costs (6.15)
Profit before interest and tax 7.75
Interest (1.50)
Profit before tax f 6.25
Tax (20%) AN 1.25
Profit for the year CIMaoo

The company has an objective to achieve 5% earnings growth each year. The directors are discussing how this objective might be
achieved next year.

Revenues have been flat over the last couple of years as the company has faced difficult trading conditions.

Revenue is expected to stay constant in the coming year and so the directors are focussing efforts on reducing costs in an attempt to
achieve earnings growth next year.

Interest costs will not change because the company's borrowings are subject to a fixed rate of interest.

‘What operating profit margin will the company have to achieve next year in order to just achieve its 5% earnings growth objective'?

A. 58.0%
B. 55.8%
C. 58.5%
D. 60.0%

EfE: A

ER #90

B has a S3 million loan outstanding on which the interested rate is reset every 6 months for the following 6 month and the interested
is payable at the end of that 6 month period. The next 6 monthly reset period starts in

3 months and the treasurer of B thinks interested rates are likely to raise between and then.

Current 6-month rates are 6.4% and the treasurer can get a rate of 6.9% for a 6-month forward rate agreement (FRA) starting in 3
months time. By transacting an TRA the treasurer can lock in a rate today of 6.9%.

If nterested rates are 7.5% in 3 months' time, what will the net amount payable be?

Give your answer to the nearest thousand dollars.

Ef#:
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