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HMA #68

Assunre today is 31 December 20X1.

A listed mobile phone company has just launched a new phone which is proving to be a great success.

As a direct result of the product's success, earnings are forecast to increase by:

* 5% a year in each of years 20X2 - 20X6

* 3% from 20X7 onwards

Market analysts were very excited to hear the news of the success of the product and future growth forecasts.

Assuming a semi-efficient market applies, which of the following company valuation methods is likely to give the best estimate of the
company's equity value today?

e A. P/E valuation based on the company's long term P/E and earnings for the year ended 31 December
20X1.

¢ B. Today's share price x number of shares in issue.

¢ C. Discounted free cash flow using the company's forecast growth rates.

¢ D. Today's share price x number of shares in issue + retained earnings.

IEf#: B

L2

In a semi-strong efficient market, today's share price already reflects all publicly available information, including the news about the
successful new phone and revised growth forecasts. So the best estimate of equity value today is simply:

Market cap=Current share pricexnumber of shares\text{Market cap} = \text{Current share price} \times \text

{number of shares} Market cap=Current share pricexnumber of shares

No adjustment for retained earnings, and no need to redo valuation models if the market is semi-strong efficient.

E R #69

A consultancy company is dependent for profits and growth on the high value individuals it employs.

The company has relatively few tangible assets.

Select the most appropriate reason for the net asset valuation method being considered unsuitable for such a company.

A. Tt accounts for intangible assets at net realisable value.
B. It accounts for the ntangible assets at historical value.
C. It does not account for tangible assets.

D. It does not account for the intangible assets.
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A company is planning to repurchase some of its shares. Relevant details are as follows:
* 100 million shares i issue

* Current share price $5

* 5 million shares to be repurchased

* 10% repurchase premium

* Repurchased shares to be cancelled
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‘What would you expect the share price after the repurchase to be?
Give your answer to two decimal places.

Ef#:

R -

$?

4.97, 4.98Shares in issue: 100mCurrent price: $5 # equity value = 100 x 5 = $500mShares to be repurchased:

SmRepurchase premium: 10% # price paid =5 x 1.10 = $5.50Repurchased shares cancelled.Step 1 - Cash spent on buyback:5m
x 5.50 =$27.5mStep 2 - Equity value after repurchase:Equity after = 500 - 27.5 =

$472.5mStep 3 - Shares remaining:100m - Sm= 95m sharesStep 4 - New share price:Price =472.5 /95 #

$4.9737#84.97 2 d.p.)

HE#T1

VVV has a floating rate loan that it wishes to replace with a fixed rate. The cost of the existing loan is the risk-free rate + 3%. VW
would have to pay a fixed rate of 7% on a fixed rate loan VVVs bank has found a potential counterparty for a swap arrangement.
The counterparty wishes to raise a variable rate loan It would pay the risk-free rate +1 % on a variable rate loan and 8% on a fixed
rate.

The bank will require 10% of the savings from the swap and WV and the counterparty will share the remamning saving equally.
Calculate VWs effective rate of interest from this swap arrangement.

A. VVV would pay 5.2%

B. VVV would pay the risk-fiee rate + 1 %
C. VVV would pay 5.65%

D. VVV would pay 5.5%

Ef#: C

HE#72

Company A is located in Country A, where the currency is the AS.

It is listed on the local stock market which was set up 10 years ago.

It plans a takeover of Company B, which is located in Country B where the currency is the B, and where the stock market has
been operating for over 100 years.

Company A is considering how to finance the acquisition, and how the shareholders of Company B might respond to a share
exchange or cash (paid in BS).

Which of the following is likely to explain why the shareholders of Company B would prefer a share exchange as opposed to a cash
offer?

A. They would receive shares in a market that is likely to be more efficient.

B. It would allow them to realise their investment and make a capital gain.

C. It would enable them to benefit from the future performance of the combined entity.
D. It would avoid them being exposed to foreign currency risk.
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