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A2 #1711
Ifa company's bonds are currently yielding 8% in the marketplace, why would the entity's cost of debt be lower than this?

A. There should be no difference; the cost of debt is the same as the bond's market yield.
B. Market interest rates have decreased.

C. The company's credit rating has changed.

D. Interest is deductible for tax purposes.

He:. D

AE #1712

Company B is an all equity financed company with a cost of equity of 10%.

It is considering issuing bonds in order to achieve a gearing level of 20% debt and 80% equity.
These bonds will pay a coupon rate of 5% and have an interest yield of 6%.

Company B pays corporate tax at the rate of 25%.
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According to Modigliani and Miller's theory of capital structure with tax, what will be Company B's new cost of equity?
A)
11.25% =10% +[(10% L 5%) x(2%0)]

B)

0

100, D h e OO0 e OO

D)
11.00% =10% +[(10% - 6%) "P%ﬂh

A. Option C
B. Option A
C. OptionD
D. Option B
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EE #173

A company's current profit before interest and taxation is $1.1 million and it is expected to remain constant for the foreseeable
future.

The company has 4 million shares in issue on which the eamnings yield is currently 10%. It also has a $2 million bond in issue with a
fixed interest rate of 5%.

The corporate income tax rate is 20% and is expected to remain unchanged.

Which of the following is the best estimate of the current share price?

A $2.75
B. §1.10
C. $2.00
D. $2.50
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HAE #174

A company wishes to raise new finance using a rights issue to nvest in a new project offering an IRR of 10% The following data
applies:

* There are currently 1 million shares in issue at a current market value of $4 each.

* The terms of the rights issue will be $3.50 for 1 new share for 5 existing shares.

* The company's WACC is currently 8%.

What is the yield-adjusted theoretical ex-rights price (TERP)?

Give your answer to 2 decimal places.

HH-

ME:
$?
4.06, 4.060

HE #175

Company A is planning to acquire Company B.

Company A's managers think they can improve the performance of Company B to the extent that its own P/E ratio should be
applied to Company B's earnings.

Relevant Data:



Company Company
SACIY B
P/E Ratio 8 S)

&N
Total N N
Earnings $5 million $4 million

Market Share" |
Eliricn $6.50 $2.50

Market | $40 $24
Capitalisation ~ million  million

What is the expected synergy if the acquisition goes ahead?
Give your answer to the nearest $ million.

He:

M.
$ 2 million
8, 8000000
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