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CIMA F3 Financial Strategy Sample Questions (Q407-Q412):

NEW QUESTION # 407

Company T is a listed company in the retail sector.

Its current profit before interest and taxation is $5 million.

This level of profit is forecast to be maintainable in future.

Company T has a 10% corporate bond in issue with a nominal value of $10 million.
This currently trades at 90% of its nominal value.

Corporate tax is paid at 20%.

The following information is available:

Which of the following is a reasonable expectation of the equity value in the event of an attempted takeover?

A. $50.2 million
B. $32.0 million
C. $65.0 million
D. $41.6 million

Answer: D

NEW QUESTION # 408
At the last financial year end, 31 December 20X1, a company reported:

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

Answer: A

NEW QUESTION # 409

XYZ has a variable rate loan of $200 million on which it is paying interest of Liber ' 3%.

XYZ entered into a swap with AG bank to convert this to a fixed rate 8% loan. AB bank charges an annual commission of 0.4% for
making this arrangement Calculate the net payment from KYZ to AB bank at the end of the first year if Libor was 2% throughout the
year.

Give your answer in $ million, to one decimal place.

Answer:

Explanation:
22.8

NEW QUESTION # 410
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?

A. It has lower risk than the average market risk.
B. It has the same risk as the average market risk.
C. It is not possible to tell from CAPM.

D. It has greater risk than the average market risk.



Answer: D

NEW QUESTION # 411

Company Z has identified four potential acquisition targets: companies A, B, C and D.
Company Z has a current equity market value of $580 million.

The price it would have to pay for the equity of each company is as follows:

Only one of the target companies can be acquired and the consideration will be paid in cash.

The following estimations of the new combined value of Company Z have been prepared for each acquisition before deduction of
the cash consideration:

Ignoring any premium paid on acquisition, which acquisition should the directors pursue?

A A
B.B
C.D
D.C

Answer: D

NEW QUESTION # 412
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