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EE #4006

H Company has a fixed rate load at 10.0%, but wishes to swap to variable. It can borrow at LIBOR 8%.
The bank is currently quoting swap rates of 3.1% (bid) and 3.5% (ask).

‘What net rate will HHH Company pay if it enters into the swap?

A. Risk-free rate +8%

B. Risk-free rate +6.9%
C. Risk-free rate +3.1%
D. Risk-free rate +6.5%

2
m

: B

o

Y.

Company currently pays fixed 10% but wants variable.

Swap quotes: 3.1% (bid), 3.5% (ask).

To convert to variable, it receives fixed and pays LIBOR. So it receives the bid rate 3.1%.
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Net outflow:

Pay 10% on loan

Receive 3.1% fixed from swap

Pay LIBOR on swap

Net cost = LIBOR + (10% # 3.1%) = LIBOR + 6.9%.

EE #407

A company is planning a new share issue.

The finds raised will be used to repay debt on which it is currently paying a high interest rate.
Operating profit and dividends are expected to remain unchanged in the near future.

Ifthe share issue is implemented, which THREE of the following are most likely to increase?

A. The gearing (book value of debt as a percentage of the book value of equity + debt)
B. Next year's payment of corporate income tax

C. The number of shares in issue

D. The cost of equity

E. Interest cover
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m

: AB,C

EE #408

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. Retained earnings

B. Rights issue

C. Private placement of a bond
D. Bank overdraft

e B

M.

Because taking on more debt risks breaching a debt covenant, the company should avoid additional borrowings (bonds or
overdraft). A rights issue raises new equity from existing shareholders, improving gearing rather than worsening it, and is therefore
the most appropriate source of the $800m expansion finance.

EE #409

An unlisted software development business is to be sold by its founders to a private equity house following the mitial development of
the software. The business has not yet made a profit but significant profits are expected for the next three years with only negligible
profits thereafter. The business owns the freehold of the property from which it operates. However, it is the industry normto lease
property.

‘Which THREE of the following are limitations to the validity of using the Calculated Intangble Value (CIV) method for this business?

A. The mtellectual property representing the software development has not been included in the accounts.
B. Significant profits are forecast for the next three years with only negligible profits thereafter.

C. The CIV method cannot be applied to an unlisted company.

D. The business owns the frechold property from which it operates.

E. The business has not yet made a profit.

Y. BD.E

Y.
In CIMA F3, the Calculated Intangible Value (CIV) method is used to estimate intangible value by comparing a business's profits to



what would be expected from its tangible asset base, typically relying on normalised, sustainable earnings and an assumption of
continuing returns. This scenario has three features that reduce CIV validity. First, the business owns freehold property whereas the
industry normis to lease (A). CIV depends on a "normal" tangible asset base and the return on those tangibles; a non-standard
capital structure in tangibles can distort the benchmark return and the computed "excess earmings," so adjustments would be
required.

Second, significant profits are forecast only for three years with negligible profits thereafter (B). CIV implicitly assumes excess
earnings are sustainable (often capitalised as a continuing benefit), so a short-lived profit window undermines the idea of capitalising
excess returns into a continuing intangible value. Third, the business has not yet made a profit (C), which weakens CIV because it
typically uses observed/established earnings to compute excess returns; early-stage forecasts add significant estimation risk. CIV can
be applied to unlisted companies (so D is not a limitation), and the fact that software IP is not in the accounts is exactly why an
intangible valuation approach is considered (so E is not a limitation).

HEE #410

Hospital X provides fiee healthcare to all members of the commumity, funded by the central Governiment.

Hospital Y provides healthcare which has to be paid for by the individual patients. It is a listed company, owned by a large number
of shareholders.

In comparing the above two organisations and their objectives, which THREE of the following statements are correct?

A. The performance of X will be appraised primarily on the basis of value for money.

B. Only Y is likely to have a mixture of financial and non-financial objectives.

C. X and Y will have the same primary non financial objective - provision of quality of health care.
D. X is a not-for-profit organisation while Y is a for-profit organisation.

E. X'and Y have the same primary financial objective - to maximise shareholder wealth.

HE. C

AR #411
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