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B #256
A company generates and distributes electricity and gas to households and businesses.
Forecast results for the next financial year are as follows:

Revenue from
electricity sales a

$2.00 per
Kilowatt

Costs

Net profit

The Industry Regulator has announced a new price cap of $1.50 per Kilowatt.
The company expects this to cause consumption to rise by 10% but costs would remained unaltered.
The price cap is expected to cause the company's net profit to fall to:

e A. $47.5 million profit
¢ B. $27.5 million profit
e C. $20.0 million profit
¢ D. $35.0 million loss

Ef#: A

HR #257

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 firom T's shareholders will be:

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

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

E M #258

LPM Company is based in Country C. whose currency is the CS

It has entered Into a contract to buy a machine in three months' time. The supplier is overseas and the payment is to be made ina
different currency fromthe CS The treasurer at LPM Company is considering using a money market hedge to manage the
transaction risk associated with a payment.

The assumptions of interest rate parity apply

‘Which THREE of the following statements concerning the use of a money market hedge for this supplier payment are correct?

A. It avoids the need to find immediate finance

B. It manages transaction risk

C. Any opportunity to benefit from future exchange rate movements is lost.
D. It offers a significantly better outcome than a forward contract

E. It can be tailored to match the size of the payment

Ef#: B. C. E

A«

A). Any opportunity to benefit from future exchange rate movements is lost.

True - a money market hedge locks in the effective exchange rate now, so you remove both downside risk and upside potential.
B). It can be tailored to match the size of the payment.

True - you can structure the borrowing/lending and FX transaction to exactly match the foreign currency amount due.

O). It manages transaction risk.

True - transaction risk (uncertainty in the home currency value of a known future foreign-currency cash flow) is what a money
market hedge directly addresses.

D). It offers a significantly better outcome than a forward contract.

False - under mterest rate parity, a money market hedge and a forward contract should give similar effective rates (ignoring spreads
and costs).

E). It avoids the need to find immediate finance.

False - for a payable, you normally borrow or use cash now as part of the hedge, so it does not avoid immediate financing; it actually
requires it.

H R #259
A listed company is planning a share repurchase.
Research into different offer prices has given the following data with regards acceptance by the shareholders at different prices:

‘What price should be offered to shareholders if the retained earnings of the company are to remain unchanged?



H
B

A.$9.00
B. $10.00
C. $9.50
D. $8.50

: C

I #260
Which of'the following would be a reason for a company to adopt a low dividend pay-out policy?

R
R

A. Alack of alternative sources of finance

B. High profitability

C. Using dividends to give a signal to the stock market
D. A lack of investment opportunities

: C
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