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AE #331

A venture capitalist mvests in a company by means of buying

* 6 million shares for $3 a share and

* 7% bonds with a nominal value of $2 million, repayable at par in 3 years' time

The venture capitalist expects a return on the equity portion of the investment of at least 20% a year on a compound basis over the
first 3 years of the investment

The company has 8 million shares in issue

What is the minimum total equity value for the company in 3 years' time required to satisfy the venture capitalist's expected return?
Give your answer to the nearest $ million
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A2 #332

Company A operates in country A with the AS as its functional currency. Company A expects to receive BS500.000 in 6 months'
time froma customer in Country B which uses the BS.

Company A intends to hedge the currency risk using a money market hedge The following information is relevant:

What is the AS value of the BS expected receipt in 6 months' time under a money market hedge?

A. AS31,790
B. AS32, 532
C. AS31, 482
D. AS32, 051
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EAE #333

Listed Company A has prepared a valuation of an unlisted company. Company B.

to achieve vertical integration Company A is intending to acquire a controlling interest in the equity of Company B and therefore
wants to value only the equity of Company B.

The assistant accountant of Company A has prepared the following valuation of Company B's equity using the dividend valuation
model (DVM):

Where:

* S2 million is Company B's most recent dividend

* 5% is Company B's average dividend growth rate over the last 5 years

* 10% is a cost of equity calculated using the capital asset pricing model (CAPM), based on the industry average beta factor

‘Which THREE of the following are valid criticisirs of the valuation of Company B's equity prepared by the assistant accountant?

A. An unlisted company cannot use the capital asset pricing model to calculate its cost of equity

B. The beta factor used may not reflect Company B's financial risk.

C. The 5% growth rate may not reflect the future growth of Company B.

D. The DVM calculation should use Company A's cost of equity rather than Company B's cost of equity

E. It is better to use the present value of earnings rather than present value of dividends to value a controlling interest
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HEE #334

An unlisted company.

* Is owned by the original founders and members of their families

* Pays annual dividends each year depending on the cash requirements of the dominant shareholders.

* Has earnings that are highly sensitive to underlying economic conditions.

* Is a small business in a large Industry where there are listed companies with comparable capital structures Which of the following
methods is likely to give the most accurate equity value for this unlisted company?

¢ A Discounted cash flow analysis at WACC (based on cash flows after tax but before financing) plus the market value of
debt.

e B. Net asset valuation

¢ C. Dividend valuation model

e D. P/E based valuation using the P/E of a similar company.

Y. C

EHE #335
A UK based company is considering investing GBP1 ,000,003 in a project it the USA. It is anticipated that the project will yield net



cash nflows 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 ever the next four years are 2% in 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. GBP472,916
B. GBP568,846
C. GBP546,547
D. GBP450,906
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