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CIMA F3 Financial Strategy Sample Questions (Q381-Q386):

NEW QUESTION # 381

Company A has made an offer to take over all the shares n Company B on the following terms:

* For every 20 shares currently held, Company B's shareholders will receive $100 bond with a coupon rate 0f 3%
* The bond will be repaid in 10 years' time at its par value of $100.

* The current yield on 10 year bonds of similar risk is 6%.

What is the effective offer price per share being made to Company B's shareholders?

A $3.89
B. $6.89
C. $4.50
D. $6.43

Answer: A
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Explanation:

Each block of 20 shares in B gets a $100, 10-year, 3% coupon bond.

Current yield on similar bonds = 6%, so we value the bond at 6%.
PV=3%a6%,10+100%(1.06)#10\text{PV} =3 \times a_{6\%,10} + 100 ‘times (1.06)
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