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HR #34

Country X's short-term interest rates are slightly higher than its long-term rates. Which THREE of the following statements are
correct?

A. This difference may reverse.

B. Country X's currency is expected to strengthen in the long-term.

C. Interest rates will definitely fall.

D. Interest rates are expected to fall

E. A long-term borrower would save by taking out a short-term loan and then refinancing

IEf#: A. B. D
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fEERA -

Short-term rates slightly above long-term rates = mildly inverted yield curve.

A - This difference may reverse: Correct - the term structure can and does change over time.

B - Currency expected to strengthen long-term: Lower long-termrates imply lower expected long-term inflation, which is consistent
with expectations of a stronger currency in the long run.

D - Interest rates are expected to fall: An inverted yield curve usually reflects market expectations that future short-term rates will be
lower than today.

C is wrong because rates are not definite to fall, only expected to.

E is wrong; with short-term rates currently higher than long-term, a long-term borrower would not clearly

"save" by borrowing short and refinancing; it also adds refinancing risk.

HM #35

Company A plans to acquire Company B ina 1-for-1 share exchange.

Pre-acquisition information is as follows:

Post-acquisition information is as follows:

* Annual earnings are expected to increase by $4 million.

* The P/E multiple of the combined company is expected to be 12 times.

Ifthe acquisition proceeds, what is the expected percentage increase in the post acquisition share price of Company A?

A 50%
B. 8%
C.6%
D. 0%

M
R

: D

B #36

A company is considering whether to lease or buy an asset.

The following data applies:

* The bank will charge interest at 7.14% per annum

* The asset will cost $1 million

* Tax-allowable depreciation is available on a straight line basis over 5 years
* There is no residual value

* Corporate tax is paid at 30% in the year when the profit is earned

What is the NPV of the buy option?

Give your answer to the nearest $000.
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B #37

Company M's current profit before interest and taxation is $5.0 million.

It has a long-term 10% corporate bond in issue with a nominal value of $10 million.

The rate of corporate tax is 25%.

It plans to continue to pay out 50% of its earnings in dividends and earmings are expected to grow by 3% each year in perpetuity.
Its cost of equity is 10%.

Using the dividend growth model, advise the Board of Directors of Company M which of the following provide a reasonable
valuation of Conmpany M's equity?

A. $50.1 million
B. $22.1 million
C. $44.1 million
D. $73.6 million
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P #38

777 s a listed company based in Brinland. a European country. It is the largest owner and operator of residential care homes for
elderly people in Brinland Most of the residential care homes in Brinland are run by small private operators, and the standards of
cafe are extremely variable However. 227 has developed a good reputation because its client service is considered to be extremely
good even though its prices are higher than those of most of'its competitors.

777 has expanded rapidly in the last few years, partly by acquisition and partly by organic growth consequently, the company's
share price now stands at a record high, and the dividend declared at the end of the most recent accounting period was 10% higher
than the previous year's dividend.

The Brinland government has recently set up a regulatory body to monitor the residential care homes industry.

The regulatory body is considering introducing a variety of regulations to improve the customer experience in the industry. Following
a period of consultation and investigation, the regulatory body is expected to announce a range of new regulations in the near future.
The directors of ZZZ. are concerned that the new regulations may adversely affect their company Which THREE of the following
new regulations are likely to have the greatest negative impact on ZZTs performance?

A. Tmposition of a minimum staff to client ratio.

B. Price controls, setting a maximum price that providers can charge

C. Monopoly controls, forcing large operators to dispose of some care homes

D. Imposition of a one-off "windfall" tax to fund training courses for carers across the industry
E. Fines for companies that miss specified service level targets

Ef#: A. C. E
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