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A manufacturing company is based in Country L whose currency is the LS.

Ore of the company's products is exported to Country M, a rapidly growing economy, whose currency is the MS$.
In the most recent financial year:

* 100,000 units of the product were sold to customers in country M

* The unit selling price was M$12

The spot rate today is L$1 = M$5

The company has an objective of growth in total sales value in LS of 10% a year.
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Ifthe LS strengthens by 5% next year against the M$, what volume of sales of this product is needed next year to achieve the
objective?

A. 110,000 units
B. 115,500 units
C. 105,000 units
D. 104,500 units
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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. 20, 50, 60, 200
B. 8, 20, 50, 60, 200
C. 7, 10, 20, 50, 200
D. 8, 20, 50, 200
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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%.
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A venture capitalist is considering investing in a management buy-out that would be financed as follows:

* Equity from managers

* Equity froma venture capitalist

* Mezzanine debt finance from a venture capitalist

* Senior debt froma bank

The venture capitalist is planning to work with the management to grow the business in anticipation of an initial public offering within
five years.

However, the cash forecast shows a potential shortage of finds in the first year and the venture capitalist is evaluating the potential
impact of cash being generated in the first year being significantly lower than forecast.

The most important risk that a shortage of cash would create for the management buyout is that the new company has insufficient
funds to:

A. pay contractual director bonuses.

B. pay interest on bank debt finance.

C. pay dividends to venture capitalist.

D. invest in new capital projects required to generate growth.
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In an MBO structure, senior bank debt has first claim on cash flows. Failure to pay interest on this debt can trigger default,
covenants being breached, and potentially nsolvency or loss of control.

Director bonuses (B) and dividends to the VC (C) are discretionary and can usually be postponed.

Inability to nvest in new projects (D) is harmful for growth but less immediately threatening than defaulting on senior debt.
So the most critical cash use that must be covered is interest on bank debt.
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A company is considering hedging the interest rate risk on a 3-year floating rate borrowing linked to the 12-month risk-free rate.
Ifthe 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 an interest rate swap at 3.1% fixed against 12-month risk-free rate.

B. Enter into a zero-cost collar with a floor 0f2.9% and a ceiling 0f4%.

C. Enter into an interest rate cap at an annual premium of 0.533% and a cap of 3%,
D. Do not hedge.
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A company has:

* $6 million market value of equity

* $4 million market value of debt

* WACC of 11.04%

* Corporate income tax rate of 20%

According to Modigliani and Miller's theory of capital structure with tax, what is the ungeared cost of equity?

A 10.16%
B. 12.00%
C. 12.54%
D. 16.24%
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