B3 Y % CIMAPRATS-FOR-1-ENGHE A&

AV TS E0 48 B B0 0 XY

32|31 Fast2test CIMAPRAI9-F03-1 A8 EAMEl o] ™A HTE EEIRE MFAMMOREZEE = A&LICH
httpsv/drive.google.comyopen?id=11Jn6NJk4EVofieH8Zr eXmBBQFCzg7R

Fast2testo| A= CIMA 215 CIMAPRA19-FO3- 1 AIBCHH|EH Z & W# 5tod M S8 =&LICH CIMA 215 CIMAPRAIY-
FO3-1A|ECHHIEHZ o E AlRHEAN L ZE Y EXS AIRRE0| ZEEI{U AFHEHIRIZZM 7MY F2 M
2{L|Ct. Fast2testol M M3 =2l HBHEICIMA 215 CIMAPRALI-FO3- 1A BCHHIEZ 2CIMA 2/F
CIMAPRAI9-FO3-1A|HZEHISFE HEM 2. &0l 100%LICt.

CIMA CIMAPRA19-F03-1 (F3 Financial Strategy) 2! A& RP &2 7|21 x|Al2 LS st2iE /Hela I8t ot
QILIC. 0| 215 A CIMA HE K240 YR o|H ol oS BHHIZ THAIFIHE AR EIH B4 2L
C. Ol Aol 42 M B4, 78 U By A B2, 38 458 U 2™ 08 AYS T8 FHH x|

7b CHE 3 Q& LICH CIMAPRAIO-FO3-1 AIEIO 2@ ZXjof Mets M W e MBshs ol DR 7I&D x|
Aol 28 HoiF LI

AE2 3710 MMo 2 LA & 60 7Hel EE 0| 3 Alzh ofLiofl 2t ZafokgfLICh X Hm MM FHALo| AT
#el A W T|Eo ci# x| g E|AERLICH F HM MM FHAI ZEo| MUHHQI SR E X|#etE MTF
S st 7+ HE S0l SHE SLICH Al HMOIx} ob x|t MM 2 FEHAo| X 2| #E & 7|£0d
CHEF K| A2 GILEfUCH o] AlEE Satei™ AT e, ™ A&, 2/ &2l X St 22 HEof CHEh 23
el olal7t Heste 2 4357|171 o{2df XIX|gh E45tE 215 0| He o

CIMAF3 (RS T2 AR 2 ZEo| X F ™ #Elo 2HE HE CIMATE AHAHe He 9 242l 0]
AEE ZEX7 ZE2 2 EOH T HHS /LSt 7HE = U SHES HLAES TS HAE}&L
Ch ol AT &2l HI=UA M3 3 2 #2lol ciEt 2 olsi{o] Bt o{22 Al elLch

>> CIMAPRA19-FO3-1HH E 2| Ml HEZZHER R <<

CIMA CIMAPRA19-FO3-1A| &I A 7} 58t QIS EH I & CIMAPRA19-F03-
1HEE EHxZExz

Fast2test= CIMAQISHHHIE MB35t 1o YA Lict HEE 2 Fast2test| HIE|Z S| MEJIE0| 2 S
3t ZY1 CIMAPRAI9-F03-1X|Alez ptsoi x|To| MEQLIC 22|17 f2l& 2E12FE MHHAZ ME
T|of M wHE AlZtoll &8 &HoO| 7t sELCH

Z| Al CIMA Strategic level CIMAPRA19-F03-1 £ 2 M Z 2 A (Q93-Q98):

EE #93

A listed company is financed by debt and equity.

Ifit increases the proportion of debt in its capital structure it would be in danger of breaching a debt covenant imposed by one of its
lenders.

The following data is relevant:
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The company now requires $800 million additional finding for a major expansion programme.
Which of the following is the most appropriate as a source of finance for this expansion programme?

1,200

A. Rights issue

B. Bank overdraft

C. Retained earnings

D. Private placement of a bond

HE. A

ME.

Because taking on more debt risks breaching a debt covenant, the company should avoid additional borrowings (bonds or
overdraft). A rights issue raises new equity from existing shareholders, improving gearing rather than worsening it, and is therefore
the most appropriate source of the $800m expansion finance.

EE #94

A company's Board of Directors is assessing the likely impact of financing fiture new projects using either equity or debt.
The directors are uncertain of the effects on key variables.

Which THREE of the following statements are true?

¢ A Equity finance will reduce the overall financial risk.

B. Debt finance is always preferable to equity finance.

C. Debt finance will increase the cost of equity.

D. Retained earnings has no cost, and is therefore the cheapest form of equity finance.

E. Equity finance will increase pressure to pay a higher total future dividend.

F. The choice between using either equity or debt will have no impact on the amount of corporate income tax payable.

HY: ACE

B2 #95

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?

10.75% = 10% +[(10% - 6%) < {124,
o A \
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EE #96
At the last financial year end, 31 December 20X1, a company reported:

$

million

Profit before
interest and tax for 25
the year

Total long.term
liabilities

comprising:Bank 60
borrowings at 5%,
annual interest G b va

The corporate incone tax rate is 30% and the bank borrowings are subject to an interest cover covenant of 4 times.

The results are presently comfortably within the interest cover covenant as they show interest cover of 8.3 times. The company plans
to invest in a new product line which is not expected to affect profit in the first year but will require additional borrowings of $20
million at an annual interest rate of 10%.

‘What is the likely impact on the existing interest cover covenant?

A. Interest cover would reduce to 3 times and the covenant would NOT be breached.
B. Interest cover would reduce to 5 times and the covenant would NOT be breached.
C. Interest cover would reduce to 3 times and the covenant would be breached.
D. Interest cover would reduce to 5 times and the covenant would be breached.

HE: B

MEH.

Current PBIT = $25m

Existing debt = $60m at 5% # interest = 0.05 x 60 = $3m

Current interest cover =25 / 3 = 8.3 times (as stated).

New borrowing; $20mat 10% # extra interest = 0.10 x 20 = $2m

Total interest after borrowing=3 + 2 = $5m

PBIT in first year is unchanged at $25m, so:

New interest cover=255=5 times\text{New interest cover} = \frac{25} {5} =5 \text{ times} New interest cover=525=5 times
Loan covenant requires minimum cover of 4 times. New cover (5x) is above this, so covenant is not breached.

Correct answer: D - Interest cover would reduce to 5 times and the covenant would NOT be breached.

HE #97
Company A has a cash surplus.
The discount rate used for a typical project is the company's weighted average cost of capital of 10%.



No investment projects will be available for at least 2 years.
Which of'the following is currently most likely to increase shareholder wealth in respect of the surplus cash?

A. Maintaining the cash in a current account.

B. Investing in the local money market at 4% each year.

C. Paying the surplus cash as a dividend at the earliest opportunity.
D. Investing in a 2 year bond returning 5% each year.

HE: C

Y.
Explanation
Calc_Set4
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