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EE #415
A company is located in a single country. The conmpany manufactures electrical goods for export and for sale in its home country.

When exporting, it invoices i its custorrers' currency. What currency risks is the company exposed to?
Xp! Y. y mpany exp:

e A Transaction and economnic risks
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e B. Transaction, economic and translation risks.
e (. Translation and economic risks.
e D. Transaction risk only

HE: B

EE #4106

X exports goods to custommers in a number of small countries Asia. At present, X invoices customers in X's home currency.
The Sales Director has proposed that X should begin to nvoice in the customers currency, and the Treasurers considering the
implications of the proposal.

‘Which TWO of the following statement are correct?

A. X will know advance the amount of home currency it will receive for the export sales.

B. The customer will tear the foreign exchange risk and will only buy from X if they are prepared to accept this.

C. X may be able to sell the receipts forward.

D. The overseas customers may have difficulty obtaining X's name currency with which to make the purchases, so the Sales
Director's proposal may increase sales.

e E. Ifthe proposal is adopted, X will have a lower effective sales price per unit due to exchange rate fluctuations.

H4Y. D,E

AR #417
Which of the following statements best describes a residual dividend policy?

A. All surplus earnings are nvested back mnto the business.

B. Dividends are paid only if no further positive NPV projects are available.

C. Dividends are paid at a constant rate.

D. Dividends are paid only after the on-going operational needs of the business have been met.

He. B

M.

This is exactly what statement B describes: "Dividends are paid only if no further positive NPV projects are available." Under this
policy, if the firm has many profitable projects, dividends may be low or even zero; if mvestment opportunities are scarce, dividends
may be higher because more earnings are surplus.

Statement A is too vague: all companies must cover operational needs before paying dividends, so that does not uniquely describe a
residual policy.

Statement C describes an extreme retention policy where all earnings are reinvested, which is not the same as residual dividends
(where some surplus can be paid out).

Statement D refers to a stable dividend policy, where a constant or smoothly growing dividend per share is targeted, regardless of
short-term earnings volatility.

Therefore, the best description of a residual dividend policy in F3 terns is B.

EE #418

H Company has a fixed rate load at 10.0%, but wishes to swap to variable. It can borrow at LIBOR 8%.
The bank is currently quoting swap rates of 3.1% (bid) and 3.5% (ask).

What net rate will H Company pay if it enters into the swap?

A. LIBOR +6.5%
B. LIBOR +8%

C. LIBOR +6.9%
D. LIBOR +3.1%

02
m

: C

EHE #419



SUP is a large supermarket chain. It produces many 'own brand' goods in Country S where the parent company is located. These
goods are sold in SUP's supermarkets in Country S as well as being sold at a

'transfer price' to SUP companies located in foreign countries for sale in the SUP supermarkets located in that country.

Which of'the following factors is the most important for SUP from a lax planning and compliance viewpoint when setting prices for
the 'own brand' goods sold to other group companies'?

¢ A The price should be much lower than average if the group company that is purchasing the goods has a higher margmnal tax
rate than the SUP parent company.

¢ B. The price should be higher than for other group companies if the group company that is purchasing the goods has a higher
marginal tax rate than the SUP parent company.

¢ C. Complying with tax thin capitalisation regulations that apply in both tax jurisdictions.

¢ D. The price should be the same as the price that would be charged by SUP to other, independent, supermarkets that are
located in the same foreign country as the group company that requires the goods.

HE: D

MY

For tax planning and compliance, transfer prices between group companies must follow the armi's length principle: intra-group prices
should be those that would be charged between independent parties in comparable circunstances.

Option D explicitly states this - same price as would be charged to independent supermarkets in that foreign country.

Options B and C suggest manipulating prices based on tax rates, which risks breaching transfer pricing rules.

Thin capitalisation (A) is about debt levels, not intra-group pricing. So D is the key factor.

EAE #420
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