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CIMA F3 Financial Strategy Sample Questions (Q218-Q223):

NEW QUESTION # 218

Using the CAPM, the expected return for a company is 10%. The market return is 7% and the risk free rate is
1%.

What does the beta factor used in this calculation indicate about the risk of the company?
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A. Tt has lower risk than the average market risk.
B. It has the same risk as the average market risk.
C. It has greater risk than the average market risk.
D. It is not possible to tell from CAPM.

Answer: C

Explanation:

Use CAPM:

10%=1%H#H7%#1%)#0.10=0.01+0.06###=0.09/0.06=1.510\% = 1\% + \beta(7\% - 1\%) \Rightarrow 0.10 =
0.01 + 0.06\beta \Rightarrow \beta = 0.09/0.06 = 1.510%=1%+#(7%#1%)#0.10=0.01+0.06###=0.09/0.06=1.5.
Beta > 1 # higher risk than the market.

NEW QUESTION # 219

A company has two divisions.

A is the manufacturing division and supplies only to B, the retail division.

The Board of Directors has been approached by another company to acquire Division B as part of their retail expansion
programire.

Division A will continue to supply to Division B as a retail customer as well as source and supply to other retail customers.
Which is the main risk faced by the company based on the above proposal?

A. The level of quality of the product will not be maintained by the acquired company.

B. Suppliers to Division A will be opposed to the divestment and stop the acquisition.

C. Shareholders will be opposed to the divestment and stop the acquisition.

D. Division A's going concern is highly dependent on its relationship with Division B as a retail customer.

Answer: D

Explanation:

Once Division B is sold, Division A becomes heavily reliant on B as a major external customer. If the new owner reduces purchases
or switches supplier, Division A's volumes and viability are at risk. That makes:

C). Division A's going concern is highly dependent on its relationship with Division B - the main risk.

NEW QUESTION # 220

A manufacturing company based in Country R. where the currency is the RS, has an objective of maintaining an operating profit
margin of at least 10% each year Relevant data:

* The company makes sales to Country S whose currency is the SS It also makes sales to Country T whose currency is the T$ " All
purchases are from Country U whose currency is the US.

* The settlement of an transactions is in the currency of the customer or supplier Which of the following changes would be most
likely to help the company achieve its objective?

A. The RS strengthens against the S$ over time.
B. The RS strengthens against the US over time.
C. The T$ weakens against the R$ over time
D. The RS weakens against the U$ over time

Answer: B

NEW QUESTION # 221

Company A has agreed to buy all the share capital of Company B.

The Board of Directors of Company A believes that the post-acquisition value of the expanded business can be computed using the
"boot-strapping’ concept.

Which of the following most accurately describes "boot-strapping' in this context?

e A, Adding together the current post-tax earnings of each company and multiplying this by the price
/earnings ratio of the bidder

¢ B. Forecasting the future fiee cash flows of the combined entities and discounting these at the bidder's Weighted Average
Cost of Capital



e C. Adding together the current post tax earnings of each company and multiplying this by the price earnings ratio of the
acquired entity
e D. Combining the pre-acquisition market capitalisation of each company

Answer: A

Explanation:

"Boot-strapping” in takeover valuation is the shortcut where you:

Add the current post-tax earnings of bidder and target;

Apply the bidder's (usually higher) P/E ratio to that combined earnings figure to estimate the post-acquisition value.

NEW QUESTION # 222

A large, listed company is planning a major project that should greatly improve its share price in the long term.

These plans require a significant capital cost that the company plans to finance by debt.

All of the debt options being considered are for the same duration of time.

Which of the following sources of debt finance is likely to be the most expensive for the company over the full term of the debt?

A. Bank loan

B. Bonds

C. A finance lease

D. Convertible bonds

Answer: D

NEW QUESTION # 223
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