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Company T is a listed company in the retail sector.

Its current profit before interest and taxation is $5 million.

This level of profit is forecast to be mantainable in future.

Company T has a 10% corporate bond in issue with a nominal value of $10 million.

This currently trades at 90% of its nominal value.

Corporate tax is paid at 20%.

The following information is available:

‘Which of'the following is a reasonable expectation of the equity value in the event of an attempted takeover?

A. $32.0 million
B. $50.2 million
C. $65.0 million
D. $41.6 million

Answer: D

NEW QUESTION # 350
Which of the following statements about IFRS 7 Financial Instruments: Disclosures is true?

A. TFRS 7 requires disclosures to be given for each separate class of financial instruments.

B. IFRS 7 requires sensitivity analysis in relation to credit risk.

C. IFRS 7 only applies to entities that are designated as financial institutions by a regulatory authority.

D. The main requirement of IFRS 7 is for qualitative disclosures relating to financial instruments and market risks.

Answer: A

NEW QUESTION # 351

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/KS exchange rate?

A. Company C
B. Company A
C. Company D
D. Company B

Answer: D

NEW QUESTION # 352

Company B is an all equity financed company with a cost of equity of 10%.

It is considering issuing bonds in order to achieve a gearing level of 20% debt and 80% equity.

These bonds will pay a coupon rate of 5% and have an interest yield of 6%.

Company B pays corporate tax at the rate of 25%.

According to Modigliani and Miller's theory of capital structure with tax, what will be Company B's new cost of equity?
A)

B)

&)

D)

e A Option B
e B.OptionC



C. Option D
D. Option A

Answer: A

NEW QUESTION # 353

An all equity financed company plans an issue of new ordinary shares to the general public to raise finance for a new project The
following data applies:

* 10 million ordinary shares are currently in issue with a market value of S3 each share

* The new project will cost S2.88 million and is expected to give a positive NPV of S1 million

* The issue will be priced at a AaA discount to the current share price.

‘What gam or loss per share will accrue to the existing shareholders?

A. Loss of $0.18
B. Gain 0of $0.08
C. Loss of $0.08
D. Gan of0.18

Answer: B

NEW QUESTION # 354
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