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B #168

A company intends to sell one of its business units, Company R by a management buyout (MBO).

A selling price of $100 million has been agreed.

The managers are discussing with a bank and a venture capital company (VCC) the following financing proposal:

The VCC requires a minimum return on its equity mvestment in the MBO of 30% a year on a compound basis over 5 years.
What is the minimum TOTAL equity value of Company R in 5 years time in order to meet the VCC's required return?

Give your answer to one decimal place.

$ 2 million

Ef#:

fiftaL. -
111.4,111,111.0,111.1,111.2, 111.3, 111.5, 111.6, 111.7

M #169

Listed company R is in the process of making a cash offer for the equity of unlisted company S.

Company R has a market capitalisation of $200 million and a price/earnings ratio of 10.

Company S has a market capitalisation of $50 million and earnings of $7 million.

Company R intends to offer $60 million and expects to be able to realise synergistic benefits of $20 million by combining the two
businesses. This estimate excludes the estimated $8 million cost of integrating the two businesses.

Which of the following figures need to be used when calculating the value of the combined entity in $ millions?

A. 7,10, 20, 50, 200
B. 20, 50, 60, 200
C. 8, 20, 50, 60, 200
D. g, 20, 50, 200

IEfE: C

fEERA -

EBIT=5

Interest @5% on 10m= 0.5 # PBT=4.5

Tax 20% = 0.9 # Earnings = 3.6

EPS =3.6/10m=0.36

Price=3.60#P/E=10

Next year:

Interest @6% = 0.6 # PBT=4.4

Tax 20% = 0.88 # Earnings = 3.52

EPS =3.52/10m=0.352

Expected P/E= 9.5 # price = 0.352 x 9.5 =3.344 (# 3.34).
Drop =3.60 #3.34 = 0.26 # % drop = 0.26 / 3.60 # 7.2%.

HM #170

A company's statement of financial position includes non-current assets which are leased, the tax regime follows the accounting
treatment.

‘Which cash flows should be discounted when evaluating the cost of lease finance?

A. Lease payments and implied interest.

B. Lease payments, implied interested and straight-line accounting deprediation.

C. Lease payments and straight-line accounting depreciation.

D. Lease payments, tax relief on implied interest and tax relief on straight-line account depreciation.

Ef#: B



2R #1711

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)

A. Option A
B. Option B
C. Option C
D. Option D

IEf#: B

HMA #172

Company C has received an unwelcome takeover bid from Company P.

Company P is approximately twice the size of Company C based on market capitalisation.

Although the two companies have some common business interests, the main aim of the bid is diversification for Company P.
The offer from Conpany P is a share exchange of 2 shares in Conmpany P for 3 shares in Company C.

There is a cash alternative of $5.50 for each Company C share.

Company C has substantial cash balances which the directors were planning to use to find an acquisition.

These plans have not been announced to the market.

The following share price information is relevant. All prices are in $.

Which of the following would be the most appropriate action by Company C's directors following receipt of this hostile bid?

A. Change the Articles of Association to increase the percentage of shareholder votes required to approve a takeover.
B. Refer the bid to the country's competition authorities.

C. Wirite to shareholders explaining fully why the company's share price is under valued.

D. Pay a one-off special dividend.
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