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Listed company R is in the process of making a cash offer for the equity of unlisted company S.

Company R has a market capitalisation of $200 million and a price/earnings ratio of 10.

Company S has a market capitalisation of $50 million and earnings of $7 million.

Company R intends to offer $60 million and expects to be able to realise synergistic benefits of $20 million by combining the two
businesses. This estimate excludes the estimated $8 million cost of integrating the two businesses.

Which of the following figures need to be used when calculating the value of the combined entity in $ millions?

A.7, 10,20, 50, 200
B. 8, 20, 50, 200

C. 20, 50, 60, 200
D. 8, 20, 50, 60, 200

Answer: D

Explanation:
Calculation FO
Calc_Setl

NEW QUESTION # 135

Company Z has identified four potential acquisition targets: companies A, B. C and D.
Company Z has a current equity market value of S590 million.

The price it would have to pay for the equity of each company is as follows:

Only one of the target conpanies can be acquired and the consideration will be paid in cash.
The following estimations of the new combined value of Company Z have been prepared for each acquisition before deduction of
the cash consideration:

Ignoring any premium paid on acquisition, which acquisition should the directors pursue?

A.B- 655
B. C- 666
C.D- 652
D. A-620

Answer: B

Explanation:

Price to buy each target (equity market value):

A=25

B=62

C=67

D= 60 (all $m)

Combined equity value before deducting cash consideration:
Z+A=620

Z+B=0655

Z+C =666

Z+D=652 (all $m)

After paying cash, equity value = "combined value" # "price paid":
A: 620 #25=1595

B: 655 # 62 =593

C: 666 # 67 =599

D: 652 # 60 =592

Best post-acquisition value is with C (599m).

NEW QUESTION # 136

Company X is based in Country A, whose currency is the AS.

It trades with customers in Country B, whose currency is the BS.

Company X ains to maintain its revenue from exports to Country B at 25% of total revenue.
Company A has the following forecast revenue:

The forecast revenue from Country B has assumed an exchange rate of A$1/B$2, that is A$1 = B$2.



Ifthe B$ depreciates against the A$ by 10%, the ratio of revenue generated from Country B as a percentage of total revenue will:

A. fall to 22.7%.
B. rise to 27.0%.
C. rise to 30.3%.
D. fall to 23.3%.

Answer: D

NEW QUESTION # 137

The following information relates to Company A's current capital structure:

Company A is considering a change in the capital structure that will increase gearing to 30:70 (Debt:Equity).

The risk -free rate is 3% and the return on the market portfolio is expected to be 10%.

The rate of corporate tax is 25%

Using the Capital Asset Pricing Model, calculate the cost of equity resulting from the proposed change to the capital structure.

A 12.3%
B.9.3%

C.10.1%
D. 11.4%

Answer: A

NEW QUESTION # 138

A company wishes to raise new finance using a rights issue. The following data applies:
* There are 10 million shares in issue with a market value of $4 each

* The terms of the rights will be 1 new share for 4 existing shares held

* After the rights issue, the theoretical ex-rights price (TERP) will be $3.80

Assuming all shareholders take up their rights, how much new finance will be raised ?
Give your answer to one decimal place.

$ ? million

e A.7.5,6.50
e B.75,7.50

Answer: B

NEW QUESTION # 139
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