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NEW QUESTION # 81 
A company is considering hedging the interest rate risk on a 3-year floating rate borrowing linked to the
12-month risk-free rate.
If the 12-month risk-free rate for the next three years is 2%, 3% and 4%, which of the following alternatives would result in the
lowest average finance cost for the company over the three years?

A. Enter into a zero-cost collar with a floor of 2.9% and a ceiling of 4%.
B. Do not hedge.
C. Enter into an interest rate cap at an annual premium of 0.533% and a cap of 3%,
D. Enter into an interest rate swap at 3.1% fixed against 12-month risk-free rate.

Answer: B

NEW QUESTION # 82 
The directors of the following four entities have been discussing dividend policy:

Which of these four entities is most likely to have a residual dividend policy?

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

Answer: A

Explanation:
A residual dividend policy pays dividends only after all positive-NPV projects are funded - typical for firms whose investors want
growth rather than income.
C is a small listed company whose investors seek maximum capital growth # classic residual policy case.

NEW QUESTION # 83 
A company is currently all-equity financed.
The directors are planning to raise long term debt to finance a new project.
The debt:equity ratio after the bond issue would be 40:60 based on estimated market values.
According to Modigliani and Miller's Theory of Capital Structure without tax, the company's cost of equity would:

A. decrease.
B. stay the same.
C. increase.
D. increase or decrease depending on the bond's coupon rate.

Answer: C

NEW QUESTION # 84 
Company A is identical in all operating and risk characteristics to Company B, but their capital structures differ.
Company B is all-equity financed. Its cost of equity is 17%.
Company A has a gearing ratio (debt:equity) of 1:2. Its pre-tax cost of debt is 7%.
Company A and Company B both pay corporate income tax at 30%.
What is the cost of equity for Company A?



A. 20.5%
B. 21.2%
C. 22.0%
D. 17.0%

Answer: A

Explanation:
Company B (all equity):
Cost of equity = asset return = Ku = 17%
Company A:
Gearing D:E = 1:2 # D/E = 0.5
Pre-tax cost of debt Kd = 7%
Tax rate T = 30%
Levered cost of equity with tax:
Ke=Ku+DE(1#T)(Ku#Kd)K_e = K_u + \frac{D}{E}(1 - T)(K_u - K_d)Ke=Ku+ED(1#T)(Ku#Kd) Ke=17%
+0.5×0.7×(17%#7%)=17%+0.5×0.7×10%=17%+3.5%=20.5%K_e = 17\% + 0.5 \times 0.7 \times (17\% -
7\%) = 17\% + 0.5 \times 0.7 \times 10\% = 17\% + 3.5\% = 20.5\%Ke=17%+0.5×0.7×(17%#7%)=17%+0.
5×0.7×10%=17%+3.5%=20.5%
# Correct: A. 20.5%

NEW QUESTION # 85 
A company has forecast the following results for the next financial year:
The following is also relevant:
* Profit after tax for the year can be assumed to be equivalent to free cash flow for the year.
* Debt finance comprises a $10 million floating rate loan which currently carries an interest rate of 5%.
* $400,000 investment in non-current assets is required to achieve required growth, all of which is to financed from next year's free
cash flow.
* The company plans to pay a dividend of $150,000 next year, financed from next year's free cash flow.
The company is concerned that interest rates could rise next year to 6% which could then affect their investment plans.

If interest rates were to rise to 6% and the company wishes to maintain its dividend amount, the planned investment expenditure will
decrease by:



A. $50,000
B. $75,000
C. $25,000
D. $100,000

Answer: C

NEW QUESTION # 86
......

In fact, in real life, we often use performance of high and low to measure a person's level of high or low, when we choose to find a
good job, there is important to get the F3 certification as you can. Our product is elaborately composed with major questions and
answers. We are choosing the key from past materials to finish our F3 Guide question. It only takes you 20 hours to 30 hours to do
the practice. After your effective practice, you can master the examination point from the F3 test question. Then, you will have
enough confidence to pass it.
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