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A company has in a 5% corporate bond in issue on which there are two loan covenants.
* Interest cover must not fall below 3 times

* Retained earnings for the year must not fall below $3.5 million

The Company has 200 million shares in issue.

The most recent dividend per share was $0.04.

The Company intends increasing dividends by 10% next year.

Financial projections for next year are as follows:

Advise the Board of Directors which of the following will be the status of compliance with the loan covenants next year?

A. The company will be in compliance with both covenants.

B. The company will be in breach of both covenants.

C. The company will breach the covenant in respect of retained earnings only.

D. The company will be in breach of the covenant in respect of interest cover only.

Ef#: C

M #338
A company is in the process of issuing a 10 year $100 million bond and is considering using an interest rate swap to change the

interest profile on some or all of the $100 million new finance.
The company has a target fixed versus floating rate debt profile of 1:1. Before issuing the bond its debt profile was as follows:

Which of the following is the most appropriate interest rate swap structure for the company?

e A. Pay fixed receive floating interest rate swap for $50 million.

¢ B. Pay fixed receive floating interest rate swap for $100 million.
e C. Receive fixed pay floating interest rate swap for $50 million.
e D. Receive fixed pay floating interest rate swap for $100 million.

Ef#: C

R :
The most appropriate swap is to receive fixed and pay floating on $50 million of the new debt.

B #339
A company is located in a single country. The company manufactures electncal goods for export and for sale in its home country.
When exporting, it invoices in its customers' currency. What currency risks is the company exposed to?

A. Transaction and economic risks

B. Translation and economic risks.

C. Transaction risk only

D. Transaction, economic and translation risks.

IEf#: D

E R #340

Anunlisted company:

* Is owned by the original founder and member of their families.

* Is growing more rapidly than other companies in the same industry.

* Pays a fixed annual divided

Which of the following methods would be the most appropriate to value this company's equity?

A. P/E ratio of a listed company in the same industry.

B. Asset based approach including intangibles.

C. Divided valuation method.

D. Discounted cash flow analysis based on forecast future free cash flows.

IEf#: D



R #341

A manufacturing company based in Country R. where the currency is the RS, has an objective of maintaining an operating profit
margin of at least 10% each year

Relevant data:

* The company makes sales to Country S whose currency is the SS It also makes sales to Country T whose currency is the T$ " All
purchases are from Country U whose currency is the US.

* The settlement of an transactions is in the currency of the customer or supplier

Which of'the following changes would be most likely to help the company achieve its objective?

e A The T$ weakens against the R$ over time
¢ B. The RS weakens against the U$ over time
o C. The RS strengthens against the S$ over time.
¢ D. The RS strengthens against the U$ over time.

IEfE: D
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