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Disclaimer

The Sample Practice Test (the “Test”) is intended to assist candidates of the relevant paper of the
Licensing Examination for Securities and Futures Intermediaries (the “LE”) in preparing themselves
for the relevant LE paper. The questions of the Test are NOT actual questions from the LE paper.
Since the relevant laws, regulations, practices and requirements may be revised, amended or updated
from time to time, no express or implied warranty is given by the Hong Kong Securities and
Investment Institute (“HKSI Institute”) that the questions are up to date.

The HKSI Institute does not warrant that any person who correctly answers the questions in this Test
will pass the LE paper. Under no circumstances shall the HKSI Institute be liable for any direct or
indirect loss or damage caused or alleged to be caused by your use of or reliance on any materials in
and/or content of these sample questions.
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1 SOLARCOREP is listed in Hong Kong, manufactures in Mainland China and exports to North
America, Europe and Japan. It has trading companies based in Los Angeles and London. Its
sales are mainly made in Yen, Euros and US dollars. Half of its outstanding debts are
denominated in Euros and US dollars. SOLARCORP is considering to take over RADIUSCORP
to expand into Australia.

RADIUSCORP is based in Sydney and listed on the Australia Securities Exchange. The
company was founded by the Smith family. The family currently holds a controlling stake of
38% in the company. The remaining shares are mostly held by retail investors. RADIUSCORP
mainly sells in Australia and the USA. Its loans are in Australian dollars.

The following summarises their financial situations:

SOLARCORP 20X1 20X2 20X3
HKD million HKD million HKD million
Assets
Cash 226 312 518
Receivables and inventories 894 915 967
Fixed assets 1,293 1,436 1,532
Intangibles 264 232 200
Other assets 321 365 381
Total assets 2,998 3,260 3,598
Liabilities
Payables 487 536 546
Borrowings 715 687 625
Other liabilities 336 379 451
Total liabilities 1,538 1,602 1,622
Equity
Ordinary shares 800 800 900
Reserves and retained profits 660 858 1,076
Total equity 1,460 1,658 1,976
RADIUSCORP 20X1 20X2 20X3
AUD million AUD million AUD million
Assets
Cash 11 13 12
Receivables and inventories 92 96 105
Fixed assets 45 52 59
Other assets 16 14 16
Total assets 164 175 192
Liabilities
Payables 52 57 61
Borrowings 40 43 49
Other liabilities 21 22 26
Total liabilities 113 122 136
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Equity

Ordinary shares 40 40 40
Reserves and retained profits 11 13 16

Total equity 51 53 56
RADIUSCORP 20X1 20X2 20X3
Extracted from income AUD million AUD million AUD million
statement

Turnover 238 259 283
EBITDA 16 17 21

EBIT 12 13 16

Profit before tax 9 10 12

Profit after tax 6 7 8

Dividend 4 5 5

Retained profits 2 2 3

Share information

Number of issued shares 10,000,000 10,000,000 10,000,000
Share price at balance date AUD?9.60 AUDI11.20 AUDI11.70
Price/ earnings ratios of 18 times 17 times 17 times

comparable companies
SOLARCORP has 850 million shares outstanding and the shares are trading at HKDS5.80.
Assume that the exchange rate is HKD1.00 = AUDO.15.

SOLARCORP allows each shareholder of RADIUSCORP to choose between either of the
following two payment options:

All cash offer: AUD13.00 per share (HKD86.67); or

Share and cash offer: 10 SOLARCORP shares for every 1 RADIUSCORP share plus AUD4.50
cash per share, making the combination offer worth about AUD13.20 based on the current share
price and exchange rate.

The Smith family is in favour of the takeover, and has indicated that it will accept the cash offer.
SOLARCORP expects that about 70% of shareholders will accept the cash offer, and the other
30% will accept the combination offer. The expected situation will require AUD104.5 million
(about HKD697 million) and the issue of about 30 million SOLARCORP shares (a small
addition to the existing 850 million shares outstanding).

Which ONE of the following scenarios is the LEAST POSSIBLE in this takeover process?
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A SOLARCORP finances the acquisition completely with its reserves.
FRIT SR 52 4= DAL R S i Eh -

B SOLARCORP can use US dollar debt market for financing.
IR R UEESETT A TS KRE

C SOLARCORP is of a size that all its financing requirements can be met by the Hong
Kong market.

DIgrRiB B RS - TS o TR REZEK -

D SOLARCORP is of a size to be able to seek multilateral facilities to reduce its
dependence upon one lender.

DIgRIBEE R AR - nI DTS 2 iERE - DSBS B — S A R
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2 SOLARCOREP is listed in Hong Kong, manufactures in Mainland China and exports to North
America, Europe and Japan. It has trading companies based in Los Angeles and London. Its
sales are mainly made in Yen, Euros and US dollars. Half of its outstanding debts are
denominated in Euros and US dollars. SOLARCORP is considering to take over RADIUSCORP
to expand into Australia.

RADIUSCORP is based in Sydney and listed on the Australian Securities Exchange. The
company was founded by the Smith family. The family currently holds a controlling stake of
38% in the company. The remaining shares are mostly held by retail investors. RADIUSCORP
mainly sells in Australia and the USA. Its loans are in Australian dollars.

The following summarises their financial situations:

SOLARCORP 20X1 20X2 20X3
HKD million HKD million HKD million
Assets
Cash 226 312 518
Receivables and inventories 894 915 967
Fixed assets 1,293 1,436 1,532
Intangibles 264 232 200
Other assets 321 365 381
Total assets 2,998 3,260 3,598
Liabilities
Payables 487 536 546
Borrowings 715 687 625
Other liabilities 336 379 451
Total liabilities 1,538 1,602 1,622
Equity
Ordinary shares 800 800 900
Reserves and retained profits 660 858 1,076
Total equity 1,460 1,658 1,976
RADIUSCORP 20X1 20X2 20X3
AUD million AUD million AUD million
Assets
Cash 11 13 12
Receivables and inventories 92 96 105
Fixed assets 45 52 59
Other assets 16 14 16
Total assets 164 175 192
Liabilities
Payables 52 57 61
Borrowings 40 43 49
Other liabilities 21 22 26
Total liabilities 113 122 136

Paper 11

© Hong Kong Securities and Investment Institute



Equity

Ordinary shares 40 40 40
Reserves and retained profits 11 13 16

Total equity 51 53 56
RADIUSCORP 20X1 20X2 20X3
Extracted from income AUD million AUD million AUD million
statement

Turnover 238 259 283
EBITDA 16 17 21

EBIT 12 13 16

Profit before tax 9 10 12

Profit after tax 6 7

Dividend 4 5

Retained profits 2 2

Share information

Number of issued shares 10,000,000 10,000,000 10,000,000
Share price at balance date AUD9.60 AUDI11.20 AUDI11.70
Price/ earnings ratios of 18 times 17 times 17 times

comparable companies
SOLARCORP has 850 million shares outstanding and the shares are trading at HKDS.80.
Assume that the exchange rate is HKD1.00 = AUDO.15.

SOLARCORP allows each shareholder of RADIUSCORP to choose between either of the
following two payment options:

All cash offer: AUD13.00 per share (HKD86.67); or

Share and cash offer: 10 SOLARCORP shares for every 1 RADIUSCORP share plus AUD4.50
cash per share, making the combination offer worth about AUD13.20 based on the current share
price and exchange rate.

The Smith family is in favour of the takeover, and has indicated that it will accept the cash offer.
SOLARCORP expects that about 70% of shareholders will accept the cash offer, and the other
30% will accept the combination offer. The expected situation will require AUD104.5 million
(about HKD697 million) and the issue of about 30 million SOLARCORP shares (a small
addition to the existing 850 million shares outstanding).

Which ONE of the following statements is INVALID?
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A Translation of the books of the new Australian subsidiary into Hong Kong dollars for
the financial statements of SOLARCORP at year-end is not necessary.

Fofr IV B E R B - SRS A S0k H R B RE T2 A %
Y -

B SOLARCORP can manage the currency risk of its overseas operations by matching
currencies of liabilities against assets, and expenses against revenue.

SROPEEE A LIRS B SR E AR BRECE - SUESCHAYER B AR R
FC¥S > G e HEIS N SEB R E R -

C RADIUSCORP’s revenue can support part of the Australian dollar denominated debt
should SOLARCORP decide to raise debt capital in Australia.

EER IR B BONERES A A - A H R AR SRR T
1 o

D SOLARCORP may raise US dollar denominated debts through its US subsidiary.
SRR G B T e HL SR I s N SIS/ R 2o TE S -
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3 SOLARCOREP is listed in Hong Kong, manufactures in Mainland China and exports to North
America, Europe and Japan. It has trading companies based in Los Angeles and London. Its
sales are mainly made in Yen, Euros and US dollars. Half of its outstanding debts are
denominated in Euros and US dollars. SOLARCORP is considering to take over RADIUSCORP
to expand into Australia.

RADIUSCORP is based in Sydney and listed on the Australian Securities Exchange. The
company was founded by the Smith family. The family currently holds a controlling stake of
38% in the company. The remaining shares are mostly held by retail investors. RADIUSCORP
mainly sells in Australia and the USA. Its loans are in Australian dollars.

The following summarises their financial situations:

SOLARCORP 20X1 20X2 20X3
HKD million HKD million HKD million
Assets
Cash 226 312 518
Receivables and inventories 894 915 967
Fixed assets 1,293 1,436 1,532
Intangibles 264 232 200
Other assets 321 365 381
Total assets 2,998 3,260 3,598
Liabilities
Payables 487 536 546
Borrowings 715 687 625
Other liabilities 336 379 451
Total liabilities 1,538 1,602 1,622
Equity
Ordinary shares 800 800 900
Reserves and retained profits 660 858 1,076
Total equity 1,460 1,658 1,976
RADIUSCORP 20X1 20X2 20X3
AUD million AUD million AUD million
Assets
Cash 11 13 12
Receivables and inventories 92 96 105
Fixed assets 45 52 59
Other assets 16 14 16
Total assets 164 175 192
Liabilities
Payables 52 57 61
Borrowings 40 43 49
Other liabilities 21 22 26
Total liabilities 113 122 136
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Equity

Ordinary shares 40 40 40
Reserves and retained profits 11 13 16

Total equity 51 53 56
RADIUSCORP 20X1 20X2 20X3
Extracted from income AUD million AUD million AUD million
statement

Turnover 238 259 283
EBITDA 16 17 21

EBIT 12 13 16

Profit before tax 9 10 12

Profit after tax 6

Dividend 4 5

Retained profits 2

Share information

Number of issued shares 10,000,000 10,000,000 10,000,000
Share price at balance date AUD9.60 AUDI11.20 AUDI11.70
Price/ earnings ratios of 18 times 17 times 17 times

comparable companies
SOLARCORP has 850 million shares outstanding and the shares are trading at HKDS.80.
Assume that the exchange rate is HKD1.00 = AUDO.15.

SOLARCORP allows each shareholder of RADIUSCORP to choose between either of the
following two payment options:

All cash offer: AUD13.00 per share (HKD86.67); or

Share and cash offer: 10 SOLARCORP shares for every 1 RADIUSCORP share plus AUD4.50
cash per share, making the combination offer worth about AUD13.20 based on the current share
price and exchange rate.

The Smith family is in favour of the takeover, and has indicated that it will accept the cash offer.
SOLARCORP expects that about 70% of shareholders will accept the cash offer, and the other
30% will accept the combination offer. The expected situation will require AUD104.5 million
(about HKD697 million) and the issue of about 30 million SOLARCORP shares (a small
addition to the existing 850 million shares outstanding).

Considering the strength of SOLARCORP relative to the size of the takeover, which ONE of
the following is the MOST PREFERRED way for SOLARCORP to finance the takeover?

SRR L7 FE TR AEEE S, - ARSI D BIESN - BOM R H A -
E G AR SRR FELHE - BOTRFITHERER - %A ARE
[T H— R BOTAIETT AN - SRR O SR DA 5
O -

HI SRS RIE - FERONRE A ST 117 © 3T S BRI T « AR
R E RS LB 38% IR G - HLARHRHE A o AP F AT HLE R
AR B S B - E SR LTTAHE -
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A Use all cash on hand.
MR T EAY 2B 5 -

B Issue new equity.
SEATREAS

C Use the overdraft facility.
{280 -

D Issue Commercial Paper.
HTRETE -
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4  Investors who are interested in the cash-flow yield from investments will often value a share
according to its:

HAERERSRBESIIRE AR - RO S ER gikiE

A earnings per share.
SR BT -
B net asset value per share.

I P -

C dividend yield.
i -
D price-earnings ratio.

M E AR -
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5  Which of the following approaches can regulators take to control insider trading?
I Continuous disclosure regimes
I  Ethics training for market participants
IIT  Severe penalties for persons found guilty of insider trading
IV Investigation of sudden and inexplicable share price movement
BB AR A PR N YR T A AR RN R 5 2
I FHENEEHIE
I WSS BT E T
I sk e A FRAY N 2 N L DA & i £
IV 58 I8 R A R A (SR B T3

A I and II only
HAET &I

B IT and III only
HAEI I

C I, IT and IV only
HAET I ZIV

D L IL I and IV

I~10~ 10 21V
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6 A Hong Kong company wants to co-operate with a firm incorporated in Singapore to develop
metallic ores business in Malaysia. Which ONE of the following is the MOST suitable business
structure for the two companies?

FE BN E LB A F S F R B AP o e R 0 e - LN —TR R R &
2 WA TN B R SE 4 2

A Unincorporated joint venture
IEEEGERE

B Sole proprietor
WELEE

C Private company
FANAE]

D Public unlisted company

SRR LT AE]
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7  Which of the following statements regarding cash-flow analysis are INCORRECT?

I Companies that fail to generate a consistent and sustainable cash flow from their operations
are considered to be at risk of going concern issues.

I  The indications of impending failure become apparent at an earlier stage in a company's
cash flows compared to accrual accounting ratios.

IIT Cash flows analysis can penetrate or compensate for cosmetic accounting exercises where
borrowers intend to deceive the reader.

IV Cash flows analysis can replace conventional analysis of financial statements.

N HIUREE A B HR <A S AT PR A2 AR IEAEHY 2
I EL S PR S R S S A SR R B Frg a2 b -

I BEEEFEPHRIEMERAE A S 0 B G T Hbh R S IR Uik -
I EfERABCE RS A - RS E REA B Ak itk H H o -
IV S ITRE U BRI B R oA

A I only
HAT

B IV only
HAWV

C I and IV only
HAET XIV

D [T and IV only
HAEI ZIV
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8  Which ONE of the following motives for undertaking mergers and acquisitions activities is
MOST suitable to describe the companies operating at one level in an industry acquire
companies either up-stream or down-stream in the value chain?

NEIER— TR AT T & O BRSO S B A B R RE T A0 [ 1 7 SR B ER BT A 2 =] S (8 (L
B NN E] 7

A vertical integration
EHREG

B horizontal diversification
IRy

C diversification of activities
TTRGETS

D growth

e
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9  Which of the following statements regarding segregation of duties are CORRECT?

I A proper segregation of duties can prevent a significant loss from the concealment of
wrongdoings by staffs.

I Aproper segregation of duties shall entail a second tier of employees positioned to question
trading activities.

IIT A proper segregation of duties can ensure sufficient checks and balances in business
processes.

IV A proper segregation of duties in lending institutions involves separating the roles of credit
proposal initiation and credit proposal approval.

NHIREL T TR e = 5 o PR 2 TE R 2

I IR EE eSS 1L B TR BT RIS E R EHE -
I EENBEE D REES— A A AEBER S -

I & B E > o] LAEOR S5 1R thos 7o e RO R -

v KRS - A EIE B0 PO T(E B S X (G SR 0eE 5 -
A Iand II only
AT I
B 111 and IV only
HA IV
C I, 11 and III only

FAAT ~ 11 RN
D I, IL, 111 and TV

I~10-~ 10 21V
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10  Which of the following are NOT the reasons for raising new equity capital through a rights

1ssue?

I Repay the existing debt.

I The current share price is above its intrinsic value.

IIT Lower the share price in order to increase the stock’s liquidity.

IV Acquire another business.

YRR B A R AT R AR IR IA 2

I EEEAE -

I HATHRE R E

I and II only
HAET K
Iand IV only
HAET RIV

II and IIT only
AT R0
[IT and IV only

AL B IV

NAEE(E -
I [ {ERE e i)

IV US55 -
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11 Which of the following factors should be in place to ensure accountability?
I Ensuring directors have sufficient resources to effectively carry out their duties.
I Appointment of truly independent non-executive directors.
I Creating a well-organised and effective audit committee.

IV Selecting truly independent auditors and allocating adequate resources to facilitate a
thorough and unbiased audit process

YL O R PR BRI Y

I WEREFRHETRVER  tMASut BT HEE -

I ZEHEIEAVEILERTESE -

I I BAHEME R A RE TR A e -

IV ZEEHEEAVEIIAZERD > Wieft T e AVER > EHAEMFE 2 E A R EHEE -

A I and III only
HAT I

B I and IV only
HAE IV

C I, III and IV only

HAT -~ I F IV
D L IL, Il and IV

I~10-~ 10 21V
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12 Which of the following activities belong to mergers and acquisitions?
I Purchase of patents and associated manufacturing facilities from a company.
I Registration of patents and creation of a new company to exploit those patents.

III Negotiated conditional share swap, resulting in a combination of two or more businesses,
each exploiting patents registered by the other business.

IV Acquisition in the share market of a substantial stake in a listed company.
DA WRI 2 & R S 2

I (A EINE A SR e RRlGhA AE R it -

I FAFEE AL A SR AR EA] -

I fhRsA ROy G - BERIHECL EEGE it - BIRESIE A B8R
A -

IV ERET SRR B A ERYE R RS

A I and II only
HAET &I

B 1T and IV only
HAEI ZIV

C I, III and IV only

HAT -~ I F IV
D IL, IIT and IV only

HA -~ I IV

Paper 11 23 © Hong Kong Securities and Investment Institute



13 Each of the following four investment projects requires an initial investment of HKD500
million. Each project will last and provide cash inflows for 10 years. Your assessment, based on
the operating cash flows, of the projects is as follows:

Project 1 2 3 4
Payback period 10 years 7.5 years 8 years 8 years
Average annual rate of return 9.5% 11.0% 11.5% 11.5%
Net present value based onthe cost of 14.1 17.8 19.7 15.5
capital (HKD million)

Internal rate of return 11.2% 12.9% 15.3% 15.3%

Which ONE of the following projects offers the LEAST favorable investment option?

URVUEREIAH T - SHYEROIIRE S (AT - BEPRE AR R 10 5 > WRHE
10 FEANRRIRSMA - REER I > B M ESHERRHEOT

HH 1 2 3 4
AR 104F 154F 84F 84F
A4 R O % 9.5% 11.0% 11.5% 11.5%
TRIBEANATTREAFRE (HEET) 14.1 17.8 19.7 155
R EIFEE 11.2% 12.9% 15.3% 15.3%

DU BR— {75 H 42 B RN B AR AL & 7880H 7

A Project 1
TEH 1

B Project 2
TEH 2

C Project 3
JTEH 3

D Project 4
THH 4
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14

The following information is extracted from an annual report:

Total assets

Total liabilities
Sales

Cost of goods sold
Gross profit
Operating expenses
Interest expenses
Profit before tax
Profit tax

Profit after tax

HKD million

42
160

What is the return on assets?

UM Bk — (054

“A*Zigg
=l ek
%%%
EEmEA

%ﬂ

BE
FIERI
IR
FER

Mite ]

BEMHRZEZ DV ?

A 12.49%
B 38.05%
C 5.57%
D 6.68%

HERTT
2.875
1594
2,578
1597
981
693
86
202
42
160
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15  Which of the following statements regarding valuation models are CORRECT?

I In the constant growth model, the return on equity and company’s retention ratio are
assumed to be constant.

I The capital asset pricing model does not assume that a market portfolio exists.

IIT The discounted cash flow model discounts projected net profits with an appropriate
discount rate.

IV Dividend discount model evaluates share prices based on anticipated future dividend
payments.

NHEIE R A (i (E A R PR 202 TERERY 2

I (EREERE R BeAR(a#H KN B R H SRR R B e A 2 -
I EAEEE BRI AT SR EHEFE -

I AEFRIR A - f— 3 E YRGS R TR T AR T REER -

IV e SRR R THE TR AR AR SR T R (E

A I'and II only
HAET &I

B Iand IV only
HAT IV

C IT and III only
HAET I

D [T and IV only
HAEI ZIV
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16 Below are the profitability ratios for BASSCO:

20X1 20X2 20X3
Gross margin 35.3% 36.8% 35.9%
Operating margin =~ 7.1% 6.8% 6.2%
Return on equity 14.5% 15.9% 16.6%
Return on assets 9.2% 9.7% 9.5%

Which ONE of the following is the BEST explanation of the trends from these ratios?
EIRA ERYEAMBETILERAT

20X1 4 20X2 4 20X3 4
SEIES 35.3% 36.8% 35.9%
(=g eSS 7.1% 6.8% 6.2%
ERZNEIEES 14.5% 15.9% 16.6%
(A EIESES 9.2% 9.7% 9.5%

YRR B L A B T i AR 7

Return on assets is stable, but return on equity is decreasing, a reflection of declining
profit margin.

HEEHRIRE - ERAREHRATTI R > SR EFIEIR T -

Operating margin and return on assets are stable, but return on equity is increasing,
indicating higher gearing is contributing to profit performance.

EEENREEREMEHRE RBRE - (ERARERA LT BUREEERLER
HEWEFFSR -

Operating margin is diminishing due to higher operating expenses, but profit from
funds invested is rising while profit from assets is stable, probably indicating higher
gearing.

Y EES R - EEEAPRES E > HESREFTSAFIE BT - s
HEENATERE @ B TRERNESERT -

Operating margin is rising, but returns on equity and assets are relatively stable,
indicating less profit on higher sales, but adding to overall profit performance.

HEAMR BT BRAREEN I ERAERE - BRI I B ERRTAIA
/F'ﬁTI?cp {EA B AG BRI -

Paper 11
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17

GLADYSCO was founded by the Noble family. The family retained 50% of the ownership after
GLADYSCO was listed on the stock exchange 12 years ago. GLADY SCO has HKD200 million
of recallable convertible notes outstanding and these notes will mature in three months. Each
note has a face value of HKD1,000 and can be converted into 100 ordinary shares only when
the note matures. GLADYSCQO'’s shares are currently trading at HKD15 and going strong with
the company’s robust earnings growth. Gearing ratio is 1.8 which the company considers high,
and interest cover is 1.5.

The family wants to maintain its control in the company. Which ONE of the following financial
strategies BEST fits the objective of the Noble family?

e A EHAEE AR - 12 FRIEES A FERS XS L KRS S0%HA
fE - M AR 2 [EETTHY AT [ AR SR AU - ARSI = R EIH - &5k
SERAVEHEE 1,000 J5T » 11 H I RESAER S5 BTN nl 3Rk 100 ReEr i - F&m A H]
ARy AT 15 87T 5 - R A EIRV BB R ATl > IE R G 888 - fERLR
5 1.8 ZAER RfmiE o BAEHEEERE 1.5 -

wi B R T S MR R N IR RIRE - DTN — R S SRS i s E R AR 2

A Allow holders of the convertible notes to convert their notes to shares.
s N AR SR R AR EE IR A B

B Raise US dollar bonds on the Euromarket and use the proceeds to pay out the
convertible notes prior to conversion.

EEONS TS UFTTEFER - W Z AT RTINS E iR
5

C Issue preference shares and use the proceeds to recall the convertible notes prior to
the maturity date.

STIRIJeHE > WHEIHIH ZAT - (AT A B T AR -

D Obtain a medium-term to long-term HK dollar loan and use the proceeds to pay out
the convertible notes prior to conversion.

FEfR e i > FERU PRI TTERK > M A AT WA R AT AR -
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18

Which of the following activities are EXCLUDED in the secondary market?

I Trading of derivative warrants
I Subscribing to arights issue
III A share transaction

IV Initial public offerings

R TSNIALARSE NI EE) ?
I EETARES

I EEE

525

IV ERARER

u\

\|

I s

A I and II only
HAET K
B I and III only
HAET I
C I and IV only
HAET XIV
D [T and IV only
HAEI ZIV
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19  Which of the following are steps a bidder should take in anticipating a hostile reaction to a
proposed acquisition?

I  Making sure that its case is thoroughly prepared and capable of being persuasively
presented to shareholders.

II  Establishing the ultimate offering price.

IIT Preparing alternative strategies.

IV Preparing to resort to legal action if the target fails to fulfill the legal requirements.
YIRS S AR TR R L A USRS [E RO S MR MR A FE e

I WEORTE (USRI RE S0 R B e L A Sl T Y BRAC -

I EEERESEIE -

I AEfTR (s -

IV ARUHEE SR A TR TIA R EORHIIRTR - FRalrat A ARt -

A I and II only
HAET &I

B [T and IV only
AL B IV

C I, IT and IV only
HAET I ZIV

D L IL I and IV

I~10-~ 10 21V
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20 Which ONE of the following is LEAST LIKELY to be a potential benefit for a bank using
securitisation?

Y TR A ATRE R R LA A R ©

A Securitisation frees up banks’ capital by removing assets such as mortgage loans from
their statements of financial position.
o 7 LR R B E B AEICSRI TR BRI R T ARG R L e R TRV E A

B Banks with less capital are driven out of the mortgage loan markets. This helps
consolidate the loan market.
BB VRS TERRS ST S AN0EK - BRI EE SRS -

C Risks are transferred to where they are best placed.
A PR AL 2 e T

D Securitisation provides an additional and effective channel of funding, from sources
other than banks' traditional sources.
76 77 b R T (R4 R B AR IR DU MR B AR B R E
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21 Compared to a bull market, which of the following is LEAST LIKELY to be observed for a
company during a bear market?

ERTTAEED - FEA T ERR T IR R RE L3R MY IWRE N 2

A Decrease in expected dividend payment.

FRHARE S SR D o

B Decrease in earnings expectation.
FAFTERA Bk -
C Higher price-to-book ratios.

M EEIREELL RS -
D Lower risk premium in returns required by investors.

P TR [ o e (X
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22 Which of the following outcomes are anticipated by those investors who rely on “new economy”
multiples?

I  The boom in the shares of those “new economy” companies will continue long enough for
other investors to purchase the shares from the present investors.

I Increased revenue and market share will eventually result in sustainable operating earnings
and cash flows.

IIT Increased number of visitors enhances management’s awareness on good corporate
governance and thus achieving sustainable benefits to investors and stakeholders.

IV The sheer size of a company that has achieved significant market share, albeit without
actually achieving sustainable operating earnings or cash flows, will induce takeover offers.

N HIRIE I e R R (S B R TRV R 7

I ERH R A R SR AR TR R R — B > DS [ &= IR A
RREEEER -

I Uz KA R BT R s U A nI Rl 2 B A SR S5 -

T 3548 A 5 B ] BT S B BB - (T B R
EAACTT B2 -

IV A EERREREA TS A B S IEA R - BIEE R LIRS AT RHER
ERAEER I > RS OEEELY -

A ['and II only
HAET I

B [T and IV only
AL B IV

C I, IT and III only

AT~ 1T I
D I, IT and IV only

HAT I IV
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23 The following figures relate to VisCo Company for the last fiscal year:

HKD (million)
Market capitalisation 41,000
Value of preference shares 6
Total debt value 39,000
Value of minority interest 20
Cash or cash equivalents 15
EBITDA (earnings before interest, taxes, (15,000
depreciation and amortisation)

What is the EBITDA multiple of VisCo Company?

THNELERT A E] E— B RS

B (HE)
TS EE 41,000
BSREE 6
SEHEE 39,000
DR R (EE 20
e & 5 EY) 15
EBITDAHHORRAE, ~ #27H ~ #7885 Fed# 15,000
PHRTEIF)

4l \F]HY EBITDA %8525/ 2

A 0.5x
B 6.6x
C 7.1x
D 5.3x
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24  Which of the following statements regarding stapled securities are CORRECT?
I Stapled securities comprise two or more components.
I Stapled securities allow investors to share cash flows generated from their assets.
III Stapled securities are opportunities for investors to invest in business trusts.

IV Stapled securities can be listed on exchange and traded like a stock.

NEIRIEAS B S5 58 oA B U2 IERERY 2
I &l EamEsl ERYSHRER Y -
I &SRl e E & S B EAE AR -
Il &Rl R E AR AR EERE
IV &ETEEF A G N AR B R E

o

o

A I and II only
HAET K

B [T and IV only
HAEI R IV

C I, IT and III only

FAAT~ 11 RN
D I, IL, 111 and TV

I~10-~ 10 21V
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25 A company is expected to distribute a per share cash dividend of $0.795 one year from today.
The market requires a return of 15.9% from investing in the company’s shares. The shares are
currently trading at $28 each (ex-dividend). Assuming that the market expects the per share cash
dividend of the company will grow at a constant rate each year, what is the expected dividend
growth rate?

FAFEIFEMH S R B FRIEFR SRS 0.795 7 » SR E % A FERY
R TR 15.9%HY[H#R - ARLERL (O HATLARERE 28 7T (BRIED) K5 - e i i
N EIH R e B ELIEERV N & - TR S RREZ D 9

A 10.17%
B 13.06%
C 13.86%
D 12.06%
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26 Alan makes a deposit of $200,000 at 4% interest per annum compounded daily. How much
money can he withdraw from the bank after 5 days, given that the year has 365 days?

B A 200,000 7T » RSy 4%F HEEETR - [RU—F4 365 K - A 5 K& AT LA
[FISRITIRENZ /DRI 2

A Approximately $200,022
200,022 7T
B Approximately $200,110

7200,110 7T

C Approximately $200,041
£200,041 7T

D Approximately $200,056

#200,056 Tt
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27  Which ONE of the following statements regarding securitisation is INCORRECT?
TR —IRA RS 2 LAY BRAlUE AR TERERY 7

Two basic forms of securitised loan transaction are pass-through bonds and bundled-
through bonds.

sar EEF A G RITEEATE A R IR (2 Mar S B (555

Securitisation is the process of bundling assets into an entity which sells securities that
can be publicly traded as debt securities based on the value of the assets in that entity.

ra e — R EE AT —EE - %&ME?&ﬁ% %m@@uW%ﬁ
AL EAVIBER - iM% s omf ol UEBSE I S E AR E

If the securitised assets are mortgage loans, the securities are then known as mortgage-
backed securities.

Eran o LIVEEE IR T IS T R % faia s -

The Hong Kong Mortgage Corporation Limited is one of the key players involving
securitisation in the Hong Kong market.

BRI FAIRAFIER AT G L EH S8 E 7 — -

Paper 11
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28 What is the theoretical ex-rights price of a stock if a company makes a 1 for 3 rights issue when
the shares are trading at $18 and the subscription price is fixed at 20% below the current market
price?

BeE A EIETT 3 BE 1 HYBHHS - EIFALLERE(E 18 TT 5 - flwel (A E A L H Al
{E{&20% > A - SRR RERE R ER 22D

A $17.10
17.10 7¢
B $10.80
10.80 7T
C $14.40
14.40 7T
D $12.80
12.80 7¢
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29 VIRCOREP is financed by both debt and equity. The total value of the company’s assets is
estimated at $18 billion and the equity is $10 billion. The average cost of debt is 6%. The beta
of its shares is 1.8, the risk-free interest rate in the market is 2.5% per annum, and the market
risk premium is 9.7%. The tax rate is 18.5%.

Calculate VIRCORP’s after-tax cost of debt capital.

HEE A F LMER S AARR R - 22 A FINEEREMSEHE 180 (8T MleAHIE 100 &
TC © PIIEBRASE 6% o HALTHIET 2 B0E 1.8 fiGNAVEEE RS EE 2.5% i
iR LR 9.7% © FRARIE 18.5% -

ST EAEE A AR REBEE AR -

A 7.11%
B 11.50%
C 4.89%
D 3.70%
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30 GRANDCOREP is financed by both debt and equity. The total value of the company’s assets is
estimated at $18 billion and the equity is $8 billion. The average cost of debt is 8%. The beta of
its shares is 1.8, the risk-free interest rate in the market is 2.5% per annum, and the market risk
premium is 9.7%. The tax rate is 16.5%.

What is GRANDCORP’s debt-to-equity ratio?

R A F LURS R ZRAL R - s A FINEEREMNETHE 180 (BT » MAARE 80 (&
T © PIIEBRASE 8% o HALTHIHT 2 B0 1.8 > MiGNAVEEE RS EE 2.5% (i
i E R LR 9.7% © FRFIE 16.5% -

RBEAFNREEERIERES ) ?

A 1.25
B 1.50
C 1.75
D 2.00
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31 Which ONE of the following companies should have the HIGHEST cost of debt capital?
TR A E R ESE AT AEZ SR &Y ?

A Company W: cash flows are negative so far.
HAHE e —EEEmE -

B Company X: cash flows are low and highly variable.
ZONE] L RO - T HAHE S5 5 -

C Company Y: cash flows are high and predictable.
RAHE B eSS/ BTS2 -

D Company Z: operating profit is stable.

TAE L EERNERER -
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32 The risk-free rate is 5%. The expected return of the market is 12%. The beta coefficients of
Stock A and Stock B are 1.5 and 1.2 respectively. According to the capital asset pricing model,
what are the expected returns on Stock A and Stock B respectively?

R FRIE 5% o MRS EEE 12% © FRD I ZR T 2B BlE 1.5 K
1.2 - fRIEEAERE EEFEL - FROH R HITEIEER R 2 2

A 7.7% ; 8.4%
B 6.5%;6.2%
C 13.5% ; 13.2%
D 15.5% ; 13.4%
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33  Which of the following are pre-emptive actions a company can take against hostile takeover
offers?

I Poison pills

I  Lobbying legislators

I Quality disclosure of financial statements

IV Cross shareholding

N HIRELE 2N ]S SRR U P PREUA B S HE i 2
I FAETE]

I RILES

I e HEa &R

IV S

A IT and III only
jav=pigsalll

B I, IT and IV only
HAET I KIV

C I, III and IV only

HAT -~ I F IV
D L IL, Il and IV

I~10-~ 10 21V
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34  Which of the following content is/are UNLIKELY to be disclosed in a prospectus?
I Future financial projection
I The procedures and schedules of the initial public offering process
IIT Confidential commercial information
IV Consolidated financial statements
AR A EAR KR RE L FAR R T FE 7
I REREVA TR
I EHRABHERHIRE P R
I AR
IV GRElsamE

A I only
HAL

B I and III only
HAET I

C IT and III only
HAET KT

D I and IV only
HAE IV
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35 Which of the following statements regarding risk and return are CORRECT?
I Risk and return are positively related.

IT  Itis essential to offer a greater return to incentivise investors to embrace an elevated degree
of risk.

IIT Risk-free means there is no variability in its return.

IV Projects with a high perceivable level of risks will produce high returns.
NAUBIRIE A o e Sz [ S A PR i 2 TERERY 7

I e Sl  fE AR IEEERR A

I B s (e AR o e AR - (E TR (Lo g -
TN [ ol ) ] B 1

IV TR 7P = YT H R 20 e (el -

A Iand IV only
HAT R IV

B I, IT and III only
AT I I

C IL, IIT and IV only

AT~ TIT 2 IV
D I, 11, TIT and TV

I~10~ 10 21V
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36  Which of the following are NOT the warning signals of corporate failure?
I Distribution of special dividend.
I Sudden decline in share price.
Il Sudden death of an independent non-executive director.
IV Disagreement with auditors.
NEIREENE A A FIEIRARY &SR ?
I RERHIRE. -
I HfHZEARER -
T I TR FEZEAR LM -
IV ERZEEIAAEER -

A I and III only
HAT I

B IT and IV only
HAEI XIV

C [T and IV only
AL B IV

D L IL I and IV

I~10-~ 10 21V
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37 Which of the following are KEY characteristics of venture capital financing?
I Venture capitalists expect that the company may need further round of funding.
I Venture capitalists aim to earn a high capital gain from the investment.
III Venture capitalists expect a high rate of business failure.

IV Venture capitalists generally get involved in the management of the business.

NHIRLE R AR R R A R A HY R 7
I RIS TR B e AR S K im = -
I AERRER SEERE EHSE S EAEE -
I AISER & & ISR AR R -
IV REEREEIEE G2 EER EHE(F -

A I and III only
HAT I
B I, II and IV only

HAETL I ROV
C IL, III and IV only

A -~ I IV
D L IL, III and IV

I~10-~ 10 21V
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38 Which of the following are classified as hybrid securities?
I Subordinated debt
I Convertible bonds
IIT Exchangeable bonds
IV Convertible preference shares
AR R SEe R ©
I &REFEH
I AR
Il ] E R
IV AR

A I and II only
HAET &I
B L, IIT and IV only

HAET I XV
C IL, III and IV only

A -~ I IV
D L II, IIT and IV

I~10~ 10 21V
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39 VisCo’s ordinary shares are currently trading at $16 each. According to the latest company
statement of financial position, the total assets and total liabilities are $4 billion and $1 billion
respectively. AEC, a large private equity firm, proposes a takeover bid of $30 per share for all
of VisCo’s 200 million outstanding shares.

Calculate the amount of goodwill based on the acquisition price if AEC successfully takes over
in VisCo at the proposed offer.

HET A IR E R H AT 16 TTHETTAC ) » RIBRZ A SIS IR BHIR0 - AR
BE R A (RHSER T BIE 40 (8ITh 10 {8IT - AFIERBIAVRAARRA A E] > R DI 30
TCHEERT A FIRY A 2 (R s TRl -

RN F R ELZE RSO RT A F] > SRR T YR

A $500 million
SETT

B $3 billion
30 {87t

C $4.5 billion
45 {8t

D $6 billion
60 {EIT
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40 The following information was extracted from WINDA’s income statement over the last two

years:
20X0 20X1
HKD million  HKD million
Sales 480 395
Depreciation and amortisation 45 47
Assets write-off/write-back (70) 25
Interest expenses 28 32
Profit before tax (50) 60
Profit tax -- 8

Which ONE of the following CORRECTLY explains the change in WINDA’s after tax profit
between 20X0 and 20X1?

LU N &ERH#E S 2R A S AWM AR

20X0 &F. 20X1 4
BHEATT BHEATT
THEE 480 395
PTEE S e 45 47
& MR ] (70) 25
FLERSZ 28 32
MR & (50) 60
FIGHE 8

I H IR — TR R A TE A AR 2 ) I 20X0 220X SRRV IR 2 A1 2

A The profit after tax in 20X1 is lower than 20X0 because of the decrease in sales.
FR A EEEH Nk » 20X1 FFAYFT & EFHERS 20X0 4 -

B The profit after tax in 20X1 is higher than in 20X0 because of the increase in sales.
HIFY S B RH_ETT > 20X SEAIRHR EAE L 20X0 4 o

C The profit after tax in 20X1 has increased significantly compared to 20X0 because the
Company made a write-off of an asset in 20X0.
EE}EA2OX0 FEH—IHEE (FHRERHIIEY - 20X1 R & &AL 20X0 FRMEL

D The profit after tax in 20X1 is lower than 20X0 as a result of higher profit tax
expenses.
HH SRR = AR > 20X SERIRIE AR 20X0 4 -
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Answers

Question No. | Answers Question No. | Answers
1 A 21 C
2 A 22 D
3 B 23 D
4 C 24 D
5 D 25 B
6 A 26 B
7 B 27 A
8 A 28 A
9 D 29 C
10 C 30 A
11 D 31 A
12 C 32 D
13 A 33 D
14 C 34 B
15 B 35 B
16 C 36 A
17 C 37 D
18 C 38 D
19 D 39 B
20 B 40 C
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