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EAE #402

Anunlisted company.

* Is owned by the original founders and members of their families

* Pays annual dividends each year depending on the cash requirements of the dominant shareholders.

* Has earnings that are highly sensitive to underlying economic conditions.

* Is a small business in a large Industry where there are listed companies with comparable capital structures Which of the following
methods is likely to give the most accurate equity value for this unlisted company?
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A. Dividend valuation model

B. Net asset valuation

C. Discounted cash flow analysis at WACC (based on cash flows after tax but before financing) plus the market value of
debt.

D. P/E based valuation using the P/E of a similar company.

HE: D

Y.

Dividends are set to suit family cash needs, so DDM (A) won't reflect value well.

NAYV (B) ignores earnings power and intangibles for a going concern.

There are listed comparables with similar capital structures, so applying an industry P/E to this firmi's earnings is standard practice for
small private companies.

DCF at WACC (D) is theoretically strong but requires detailed, reliable forecasts; earnings are highly sensitive to the economny, so
forecasts would be very uncertain.

EE #403
Company A is planning to acquire Company B at a price of $ 65 million by means of a cash bid.
Company A is confident that the merged entity can achieve the same price earnings ratio as that of Company A.

‘What does Company A expect the value of the merged entity to be post acquisition?

A. $122.5 million
B. $207.0 million
C. $187.5 million
D. $156.0 million
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EE #404

Hospital X provides free healthcare to all members of the community, 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. X is a not-for-profit organisation while Y is a for-profit organisation.

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

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

E. X and Y will have the same primary non financial objective - provision of quality of health care.

HE: E

EE #405

Formed n 2010, the International Integrated Reporting Council <IIRC) brings together a cross-section of representatives froma
wide variety of business sectors The primary purpose of the IIRC's framework is to help enable an organisation to communicate
which of the following'?

A. How it creates value in the short medium and long term.

B. How it ensures that the conflicting net sets of different stakeholder groups are met in an optimal manner.
C. How it mmnimises the environmental impact of its business processes.

D. How it contributes positively to the economic wellbeing of the environment in which it operates.

HE: A

Y.
The IIRC's Integrated Reporting Framework is about showing how an organisation creates value over short, medium and long term,
not just financial but using all capitals.
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A manufacturing company based in Country R. where the currency is the R$, has an objective of maintaining an operating profit
margin of at least 10% each year Relevant data:

* The company makes sales to Country S whose currency is the SS It also makes sales to Country T whose currency is the T$ " All
purchases are from Country U whose currency is the US.

* The settlement of an transactions is in the currency of the customer or supplier Which of the following changes would be most
likely to help the company achieve its objective?

A. The T$ weakens against the R$ over time
B. The RS strengthens against the S$ over time.
C. The RS strengthens against the U$ over time.
D. The R$ weakens against the U$ over time
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