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Z| &l CIMA Strategic level F3 F2MEE2A (Q76-Q81):

HEE #76

A listed company in a high technology industry has decided to value its intellectual capital using the Calculated Intangible Value
method (CIV).

Relevant data for the company:

* Pays corporate incone tax at 30%

* Cost of equity is 9%, pre-tax cost of debt is 7% and the WACC is 8%

* The value spread has been calculated as $26 million

Calculate the CIV for the company.

A. 325 million
B. 228 million
C. 289 million
D. 531 million

]

o
M

: B

MY

Under the Calculated Intangible Value (CIV) method, the idea is that intangibles (intellectual capital) explain the firms ability to earn
excess returns over what would be expected from its tangible assets alone.

The value spread of $26m represents pre-tax excess earnings. CIV capitalises the after-tax excess earnings at the firm's WACC:
Adjust value spread for tax (30%):

After-tax value spread=26x(1#0.30)=26x0.70=18.2 mitext {After-tax value spread} = 26 \times (1 - 0.30) =26

\times 0.70 = 18.2\text{ m} After-tax value spread=26x(1#0.30)=26x0.70=18.2 m Capitalise using WACC (8%):
CIV=18.20.08=227.5 n#228 mitext{CIV} = \frac{18.2} {0.08} =227.5 \text{ m} \approx 228\text{ m} CIV=0.0818.2=227.5
n#228 m So the calculated intangible value (intellectual capital) of the company is $228 million, which matches Option

A).

HE#T7
‘Which THREE of the following remain unchanged over the life ofa 10 year fixed rate bond?

A. The nominal value

B. The market value

C. The coupon rate

D. The amount payable on maturity
E. The yield
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HEE#78

Companies A, B, C and D:

* are based in a country that uses the K$ as its currency.

* have an objective to grow operating profit year on year.

* have the same total levels of revenue and cost.

* trade with companies or individuals in the eurozone. All import and export trade with companies or individuals in the eurozone is
priced in EUR.

Typical import/export trade for each company in a year are as follows:

Which company's growth objective is most sensitive to a movement in the EUR/K$ exchange rate?

A. Company NNN
B. Company LLL
C. Company MMM
D. Company OOO

g: C

0



HE#79

A company has:

* $6 million market value of equity

* $4 million market value of debt

* WACC of 11.04%

* Corporate incone tax rate of 20%

According to Modigliani and Miller's theory of capital structure with tax, what is the ungeared cost of equity?

A. 12.00%
B. 16.24%
C. 10.16%
D. 12.54%

HE: A

Y.

Working

Market value of equity E=6mE = 6mE=6m; debt D=4mD = 4mD=4m; so total V=10mV = 10mV=10m
DV=410=0.4T=20%=0.20\frac{D} {V} = \frac{4} {10} = 0.4 \qquad T = 20\% = 0.20VD=104=0.4T=20%=0.
20

Under Modigliani-Miller with tax, the relationship between ungeared cost of equity KuK uKu and the after- tax WACC is:
WACC=Ku (I#TDV)text{WACC} =K u\(1 - T \tirac{D} {V})WACC=Ku(1#TVD)

So:

Kui=WACCI#TDV=11.04%1#0.20x0.4=11.049%0.92=12.00%K_u = \frac {\text{WACC} } {1 - T\frac{D}
{V}} =\frac{11.04\%} {1 - 0.20 \times 0.4} =\frac{11.04\%} {0.92} = 12.00\%Ku=1#TVDWACC=1#0.20x0.
411.04%=0.9211.04%=12.00%

So the ungeared cost of equity is 12.00%.

A2 #80

Company R is a well-established, unlisted, road freight company.

In recent years R has come under pressure to improve its customer service and has had some cusses in doing this However, the cost
of improved service levels has resulted In it marketing small losses in its latest financial year. This is the forest time R has not been
profitable.

R uses a' residual divided policy ad has paid dividends twice in the last 10 years.

Which of the following methods would be most appropriate for valuating R?

e A. Valuing the tangible assets and ntangible assets of R.D. The P/E method, adjusting the P/E of a listed company
downwards to reflect R's unlisted status.

e B. The divided valuation mode.

e C. The eamings yield method, adjusting the earnings yield of a listed company downloads to reflect R's unlisted status.
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