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P RE #114

Company WWW is identical in all operating and risk characteristics to Company ZZZ. but their capital structures differ. Company
WWW and Company ZZZ both pay corporate income tax at 20% Company WWW has a gearing ratio (debt: equity) of 1:3 Its
pre-tax cost of debt is 6%.

Company Z7Z.Ts all-equity financed. Its cost of equity is 15%

What is the cost of equity tor Company WWW?

e A 18.0%
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e B.17.7%
e C.17.0%
e D.17.4%

ER: C

F 8 #115

The long-term prospects for inflation in the UK and the USA are 1% and 4% per annum respectively.

The GBP/USD spot rate is currentty GBP/USD1.40

Using purchasing power parity theory, what GBP/USD spot rate would you expect to see in six months' time?

A. GBP/USD1.36
B. GBP/USD1.42
C. GBP/USD1.44
D. GBP/USD1.38
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SUP is a large supermarket chain. It produces many 'own brand' goods in Country S where the parent company is located. These
goods are sold in SUP's supermarkets in Country S as well as being sold at a 'transfer price' to SUP companies located in foreign
countries for sale in the SUP supermarkets located in that country.

Which of the following factors is the most important for SUP froma lax planning and compliance viewpoint when setting prices for
the 'own brand' goods sold to other group companies'?

¢ A. Complying with tax thin capitalisation regulations that apply in both tax jurisdictions.

¢ B. The price should be higher than for other group companies if the group company that is purchasing the goods has a higher
marginal tax rate than the SUP parent company.

¢ C. The price should be the same as the price that would be charged by SUP to other, independent, supermarkets that are
located in the same foreign country as the group company that requires the goods.

e D. The price should be much lower than average if the group company that is purchasing the goods has a higher margmnal tax
rate than the SUP parent company.

EE: A

PRI #117

A company with 4 million shares in issue wishes to raise $4 million by means of a rights issue

The share price prior to the rights issue is $5.00.

Under the rights issue, 1 million new shares will be issued at $4.00.

When the rights issue is announced it is expected that the Theoretical Ex-rights Price (TERP) will be $4.80

The directors of the company are considering offering any shareholder who does not wish to take up the rights the opportunity to sell
the rights back to the company for $1.00.

Which of'the following is the most likely consequence of the directors offer?

e A It will have no effect on the take up of the rights because shareholder wealth will be the same whether the rights are taken
up or sold back to the company

e B. It will encourage more shareholders to sell their lights on the open market.

e C. The directors offer will increase demand for the shares and as a consequence the share price will rise above the theoretical
ex-rights price.

e D. It will result in fewer shareholders taking up the rights and as a consequence less cash will be raised from the rights issue

ZE: D

PR #118
A company is preparing an integrated report according to the International <IR> Framework as issued by the International
Integrated Reporting Council.



‘Which THREE of the following should be included in the report?

A. A detailed analysis of the organisation's business model.

B. A summary of'the key issues discussed by directors in main board meetings.

C. A comparison of the key elements of its financial statements with those of its main competitor.

D. An explanation of how the organisation's governance structure supports its ability to create value in the short, medium and
long term.

¢ E. The challenges and uncertainties that the organisation is likely to encounter in pursuing its strategy.

%%:. ADE

Bt RE S B -

Integrated reports under the <IR> Framework should include:

Governance and how it supports value creation # A

The organisation's business model # B

Risks, challenges, and uncertainties affecting strategy and value creation# C Comparisons with competitors' financials (D) and a
summary of board meeting discussions (E) are not required content elements in the <IR> Framework.
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