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H #52

A company is considering either exporting its product directly to customers in a foreign country or establishing a manufacturing
subsidiary in that country.

The corporate tax rate in the conmpany's own country is 20% and 25% tax depreciation allowances are available.

‘Which THREE of the following would be considered advantages of establishing the subsidiary in the foreign country?

A. The corporate tax rate in the foreign country is 40%.

B. There are restrictions on companies wishing to remit profit from the foreign country.

C. There are high custons duties payable on products entering the foreign country.

D. Year 1 tax depreciation allowances of 100% are available in the foreign country.

E. There is a double tax treaty between the company's domestic country and the foreign country.
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HP#53

A company's current earnings before interest and taxation are $5 million.

These are expected to remain constant for the forseeable future.

The company has 10 million shares in issue which currently trade at $3.60.

It also has a $10 million long term floating rate loan.

The current interest rate on this loan is 5%.

The company pays tax at 20%.

The company expects interest rates to increase next year to 6% and it's Price/Earnings (P/E) ratio to move to 9.5 times by the end of
next year.

What percentage reduction in the share price will occur by the end of next year if the interest rate increase and the P/E movement
both occur?

A. Reduction of 1%
B. Reduction of 0%
C. Reduction of 5%
D. Reduction of 7%
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HH #54

Company AEE has a 10 year 6% corporate bond in issue which has a nominal value of $400 million, which is currently trading at
95%. The bond is secured on the company's property The Board of Directors has calculated the equity value of Company AEE as
follows;

Which THREE of'the following are errors in the valuation?

A. Using cash flows to equity rather than expected dividends as the initial cash flows.

B. Using the company's weighted average cost of capital to discount cash flows attributable to shareholders.
C. Including retained earnings from the Statement of Financial Position.

D. Deducting replacement capital expenditure

E. Deducting $400 million for the value of the company's corporate bond.

.—I.Eﬁ: B\ C\ E


https://www.jpshiken.com/CIMAPRA19-F03-1_shiken.html
https://www.japancert.com/CIMAPRA19-F03-1.html

RN -

A - Retained earnings: When you value equity by discounting cash flows to equity, the result already represents the total value of
equity. You don't then add book retained earnings on top - that would double- count equity.

B - Deducting $400m for the bond: With a FCFE valuation you do not deduct the value of debt at all - the cash flows are already
after interest and principal. So deducting the bond is wrong, and in any case they used nominal value ($400m) instead of market
value ($380m).

C - Using WACC: Cash flows to equity must be discounted at the cost of equity, not at WACC. WACC is used only when
discounting free cash flow to the firm

Using cash flows to equity (D) is fine, and deducting replacement capex (E) is correct because only free cash after maintaining assets
belongs to shareholders.

HM #55
Extracts froma company's profit forecast for the next financial year as follows:

Since preparing the forecast, the company has decided to return surplus cash to shareholders by a share repurchase arrangement.
The share repurchase would result in the company purchasing 20% of the 1,250 million ordinary shares currently in issue and
canceling them.

Assuming the share repurchase went ahead, the impact on the company's forecast eamings per share will be an increase of:

A. $0.175
B. $0.100
C. $0.200
D. $0.125
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B #56

The ex div share price of Company A's shares is $.3.50

An investor in Company A currently holds 2,000 shares.

Company A plans to issue a script divided of 1 new shares for every 10 shares currently held.
After the scrip divided, what will be the total wealth of the shareholder?

Give your answer to the nearest whole $.
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