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8 #170

Company A plans to acquire Company B, an unlisted company which has been in business for 3 years.

It has incurred losses in its first 3 years but is expected to become highly profitable in the near future.

No listed companies in the country operate the same business field as Company B, a unique new high- risk business process.

The future success of the process and hence the future growth rate in earnings and dividends is difficult to determine.

Company A is assessing the validity of using the dividend growth method to value Company B.

‘Which THREE of the following are weaknesses of using the dividend growth model to value an unlisted company such as Company
B?

A. The future growth rate in earnings and dividends will be difficult to accurately determine.

B. The company has been unprofitable to date and hence, there is no established dividend payment pattern.
C. The cost of capital will be difficult to estimate.

D. The future projected dividend stream s used as the basis for the valuation.

E. The dividend growth model does not take the time value of money into consideration.
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R #171

The International Integrated Reporting Council (IIRC) was formed in August 2010 and brings together a cross- section of
representatives from a wide variety of business sectors.

The primary purpose of the [IRC's framework is to help enable an organsation to commumnicate how it:

A. minimises the environmental impact of its business processes.

B. contributes positively to the economic well being of the environment in which it operates.

C. ensures that the conflicting needs of different stakeholder groups are met in an optimal manner.
D. creates value in the short, medium and long term.

EX: D

i RE S «
The primary purpose of the [IRC's Integrated Reporting Framework is to help organisations explain how they create value in the
short, medium and long term. That wording is taken directly from how integrated reporting is framed conceptually. So B is correct.

FIRE #172

Company A has a cash surplus.

The discount rate used for a typical project is the company's weighted average cost of capital of 10%.

No investment projects will be available for at least 2 years.

Which of the following is currently most likely to increase shareholder wealth in respect of the surplus cash?

A. Investing in a 2 year bond returning 5% each year.

B. Investing in the local money market at 4% each year.

C. Paying the surplus cash as a dividend at the earliest opportunity.
D. Maintaining the cash in a current account.
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RE #173
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:

1]
Offer |7

rice take
P up

$8.50.(10%
$9.00 [20%
$9.50 |30%
$10.00(40%

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

A. $8.50
B. §9.50
C. $10.00
D. $9.00

0¥
M
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In share repurchases, retained earnings change only when the company pays more (or less) than the book value per share:
Buy back above book value per share # the "extra" over book value is charged against retained earnings.

Buy back below book value per share # there is a credit to retained earnings.

Buy back at book value per share # retained earnings are unchanged.

In the full version of this question (from the F3 set), the company's equity/book value per share works out to the offer price of
$9.00. So the only offer price that leaves retained earnings unchanged is when the price equals that book value.

Fi =8 #174
In the context of the Integrated Reporting <IR=> Framework which THREE of the following statements are correct?

¢ A Anntegrated report integrates economic, environmental and social reports and is issued alongside the annual financial
staterments.

¢ B. Under integrated reporting 'natural capital refers to the renewable and non-renewable resources and processes which
provide goods or services that support the organisation in the conduct of its business.

¢ (. Sustainability reporting is an intrinsic component of an integrated report

e D. The primary purpose of an integrated report is to ensure that management take environmental issues into consideration
when making decisions.

¢ E. The primary purpose of an integrated report is to explain to providers of financial capital how an entity creates value over
tme.
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