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E R #431

LPM Company is based in Country C. whose currency is the CS

It has entered Into a contract to buy a machine in three months' time. The supplier is overseas and the payment is to be made ina
different currency fromthe CS The treasurer at LPM Company is considering using a money market hedge to manage the
transaction risk associated with a payment.

The assumptions of interest rate parity apply

‘Which THREE of the following statements concerning the use of a money market hedge for this supplier payment are correct™?

A. It avoids the need to find immediate finance

B. It manages transaction risk

C. Any opportunity to benefit from future exchange rate movements is lost.
D. It can be tailored to match the size of the payment

E. It offers a significantly better outcome than a forward contract

IFf#: B. D. E

ER #432
A listed company is planning a share repurchase.
Research into different offer prices has given the following data with regards acceptance by the shareholders at different prices:

‘What price should be offered to shareholders if the retained earnings of the company are to remain unchanged?

A. $10.00
B. §9.50
C. $9.00
D. $8.50
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HM #433
Company A is based in country A with the AS as its functional currency. It expects to receive BS20 million from Company B in

settlement of an export invoice.
The current exchange rate is A$1 =B$2 and the daily standard deviation of this exchange rate = 0 5%
What is the one-day 95% VaR in AS?

o A A$82250



e B. A$822,500
e C. A$50,000
e D. A$164,500

EfE: A

H I #434

The competition authorities are investigating the takeover of Company Z by a larger company, Company Y.

Both companies are food retailers.

The takeover terms involve using a part cash, part share exchange means of payment.

Company Z is resisting the bid, arguing that it undervalues its business, while lobbying extensively among politicians to sway public
opinion against the bidder.

Which of'the following actions by Company Y is most likely to persuade the competition authorities to approve the acquisition?

A. Company Y undertakes to pass on any cost savings to customers.

B. Company Y guarantees to preserve employment at its cental distribution depot.

C. Company Y increases the cash element of its bid offer.

D. Company Y agrees to dispose of specified outlets which geographically overlap those of Company Z.

Ef#E: D

H #435

A private company manufactures goods for export, the goods are priced in foreign currency BS.

The company is partly owned by members of the founding family and partly by a venture capitalist who is helping to grow the
business rapidly in preparation for a planned listing in three years' time.

The company therefore has significant long term exposure to the BS.

This exposure is hedged up to 24 months into the future based on highly probable forecast future revenue streamns.

The company does not apply hedge accounting and this has led to high volatility in reported earnings.

Which of the following best explains why external consultants have recently advised the company to apply hedge accounting?

A. To fully adopt IFRS in preparation for listing the company.

B. To provide a more appropriate earnings figure for use in calculating the annual dividend.

C. To ensure that the venture capitalist receives regular annual returns on its investment.

D. To make it easier for the market to value the business when it is fisted on the Stock Exchange.

IEf#: D

H M #436
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