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CIMA F3 Financial Strategy Sample Questions (Q74-Q79):
NEW QUESTION # 74 
A company which is forecast to experience a strong growth in its profitability is evaluating a potential bond issue.
Which of the following changes in corporate income tax and in bond yields would make the bond issue more attractive to the
company?

A. A decrease in corporate tax and an increase in bond yields.
B. A decrease in corporate tax and a decrease in bond yields.
C. An increase in corporate tax and a decrease in bond yields.
D. An increase in corporate tax and an increase in bond yields.

Answer: C

Explanation:
Debt becomes more attractive when:
Corporate tax increases # larger tax shield on interest.
Bond yields decrease # lower pre-tax cost of debt.
So the combination that makes a bond issue more attractive is higher tax and lower yields.

NEW QUESTION # 75 
B, a European based modern art dealer, frequently imports and sells single high value items created in the United States. The price is
fixed at the date of sale but the items are commissioned and made to order with a lead time of three to nine months depending on the
individual specification B holds payment for his customers from the point of purchase and passes funds when the items are shipped
However, despite putting the money on short term deposit, there have been times when B's profits have been almost entirely eroded
by adverse movements m interest rates Advise B by matching the appropriate instrument to B's requirements.

Answer:

Explanation:
Explanation:

NEW QUESTION # 76 
A company has:
* 10 million $1 ordinary shares in issue
* A current share price of $5.00 a share
* A WACC of 15%
The company holds $10 million in cash. No interest is earned on this cash.
It will invest this in a project with an expected NPV of $4 million.
In a semi-strong efficient stock market, which of the following is the most likely share price immediately after the announcement of
the new investment?

A. $5.30
B. $6.40
C. $6.80
D. $5.40

Answer: D

Explanation:
Current market value of equity = 10m shares × $5 = $50m.
The $10m cash is already on the balance sheet and therefore already reflected in the $5 share price.
The project has NPV = $4m, so it increases firm value by $4m.
New total equity value = $50m + $4m = $54m.
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New share price = $54m ÷ 10m shares = $5.40.

NEW QUESTION # 77 
A company's current earnings before interest and taxation are $5 million.
These are expected to remain constant for the forseeable future.
The company has 10 million shares in issue which currently trade at $3.60.
It also has a $10 million long term floating rate loan.
The current interest rate on this loan is 5%.
The company pays tax at 20%.
The company expects interest rates to increase next year to 6% and it's Price/Earnings (P/E) ratio to move to
9.5 times by the end of next year.
What percentage reduction in the share price will occur by the end of next year if the interest rate increase and the P/E movement
both occur?

A. Reduction of 0%
B. Reduction of 7%
C. Reduction of 1%
D. Reduction of 5%

Answer: B

Explanation:
Let's walk it through carefully.
1. Current earnings and EPS
EBIT = 5m
Current interest (5% × 10m) = 0.5m
Profit before tax = 5.0 # 0.5 = 4.5m
Tax (20%) = 0.9m
Earnings = 4.5 # 0.9 = 3.6m
Shares = 10m # EPS# = 3.6 / 10 = 0.36
Current share price = 3.60 # current P/E = 3.60 / 0.36 = 10 (matches the question context).
2. Earnings next year with higher interest
New interest rate = 6% # interest = 10m × 6% = 0.6m
Profit before tax = 5.0 # 0.6 = 4.4m
Tax (20%) = 0.88m
Earnings = 4.4 # 0.88 = 3.52m
EPS# = 3.52 / 10m = 0.352
3. New share price using new P/E
Expected P/E next year = 9.5
Price1=EPS1×P/E1=0.352×9.5=3.344\text{Price}_1 = \text{EPS}_1 \times \text{P/E}_1 = 0.352 \times 9.5 =
3.344Price1=EPS1×P/E1=0.352×9.5=3.344
4. Percentage reduction in share price
Current price = 3.60
New price # 3.344
Drop = 3.60 # 3.344 = 0.256
% reduction=0.2563.60#7.1%#7%\%\ \text{reduction} = \frac{0.256}{3.60} \approx 7.1\% \approx
7\%% reduction=3.600.256#7.1%#7%
So the closest option is A. Reduction of 7%.

NEW QUESTION # 78 
A UK based company is considering investing GBP1 ,000,000 in a project it the USA. It is anticipated that the project will yield net
cash inflows of USD580.000 each year for the next three years. These surplus cash flows will be remitted to the UK at the end of
each year.
Currently GBP1.00 is worth USD1.30.
The expected inflation rates in the two countries over the next four years are 2% in the UK and 4% in the USA.
Applying the purchasing power parity theory, which of the following represents the expected remittance at the end of year three, in
GBP whole the nearest whole GBP)?



A. GBP546,547
B. GBP568,846
C. GBP450,906
D. GBP472,916

Answer: C

NEW QUESTION # 79
......
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