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Losungen (Q258-Q263):

258. Frage

The directors of a financial services company need to calculate a valuation of their company's equity in preparation for an upcoming
initial Public Offering (IPO) of shares. At a recent board meeting they discussed the various methods of business valuation.

The Chief Executive suggested using a Price-earing (P./E) method of valuation, but the finance Director argued that a valuation
based on forecast cash flows to equity would be more appropriate.

‘Which THREE of the following are advantages of valuation based on forecast cash flows to equity, compared to a valuating using a
price earnings methods?

A. The calculations are much simpler.

B. Using cash is theoretically superior to using profits in a valuation calculation.

C. It avoids the problem of having to forecast a sustainable level of future growth.
D. It give on estimate of the likely shareholder value that will be created.

E. It incorporates the time value of money.

Antwort: A,B,E

259. Frage

A listed company is financed by debt and equity.

Ifit increases the proportion of debt in its capital structure it would be in danger of breaching a debt covenant imposed by one of its
lenders.

The following data is relevant:

The company now requires $800 million additional finding for a major expansion programme.
Which of'the following is the most appropriate as a source of finance for this expansion programme?

A. Rights issue

B. Private placement of a bond
C. Bank overdraft

D. Retained earnings

Antwort: A

260. Frage

Company A has made an offer to acquire Company Z.

Both companies are quoted and their current market share prices are:
* Company A - $4

* Company Z - $5

Shareholders in company Z have been given three alternative offers:

* Cash of $5.50 per share

* Share for share exchange on the basis of 3 for 2

*10.5% long dated bond for every 20 shares

The bond is has a nominal value of $100 and the expected yield on bonds of similar risk is 10%.
You are advising a Company Z shareholder on the three offers.

She requires a 15% premium if she is to accept the offer.

In providing your advice, which of the following statements is correct?

A. The value of the consideration given by the cash and bond offers is certain, unlike the share offer.
B. The bond offer is above the minimum threshold and should be accepted.

C. The bond offer is only worth $100 which represents a zero premium and should be rejected.

D. The share for share exchange is the only offer which is above the acceptance threshold.


https://www.pass4test.de/CIMAPRA19-F03-1.html

Antwort: D

261. Frage

Company WWW is identical in all operating and risk characteristics to Company ZZZ. but their capital structures differ. Company
WWW and Company ZZZ both pay corporate income tax at 20% Company WWW has a gearing ratio (debt: equity) of 1:3 Its
pre-tax cost of debt is 6%.

Company ZZZ Is all-equity financed. Its cost of equity is 15%

What is the cost of equity tor Company WWW?

A 17.4%
B. 17.0%
C. 18.0%
D. 17.7%

Antwort: C

Begrindung;

For WWW (geared 1:3 debtequity):

D/E=1/3D/E= 1/3D/E=1/3

Let E=3xE = 3xE=3x, D=xD = xD=x # V=4xV = 4xV=4x

E/V=3/4=0.75E/V = 3/4 = 0.75E/V=3/4=0.75, D/V=1/4=0.25D/V = 1/4 = 0.25D/V=1/4=0.25 Cost of debt Kd=6%K d =
6\%K d=6% Unlevered cost relation:

Ku=EVKet+DVKAK u=\frac{E} {V}K e+ \frac{D} {V}K dKu=VEKe+VDKd 0.15=0.75Ke+0.25x0.
060.15=0.75K e+ 0.25 \times 0.060.15=0.75Ke+0.25x0.06 0.15=0.75Ke+0.0150.15 = 0.75K e+ 0.0150.15
=0.75Ke+0.015 0.75Ke=0.135#Ke=0.1350.75=0.18=18%0.75K e = 0.135 \Rightarrow K e =\frac{0.135}

{0.75} = 0.18 = 18\9%60.75Ke=0.135#Ke=0.750.135=0.18=18%

262. Frage

On 1 January 20X1, a company had:

* Cost of equity of 10 0%.

* Cost of debt of 5.0%

* Debt of $100Mmilion

* 100 million $1 shares trading at $4.00 each.
On 1 February 20X1:

* The company's share police fell to $3.00.

* Debt and the cost of debt remained unchanged
The company does not pay tax.

Under Modigliani and Miller's theory without lax. what is the best estimate of the movement in the cost of equity as a result of the fall
in ne share price?

A. It will fall to 9.3%.

B. It will stay the same at 10.0%.
C. It will rise to 10.3%.

D. It will rise to 11.2%.

Antwort: B

263. Frage
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