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CIMA F3 Financial Strategy Sample Questions (Q422-Q427):

NEW QUESTION # 422

Company A is planning to acquire Company B by means of a cash offer. The directors of Company B are prepared to recommend
acceptance if a bid price can be agreed. Estimates of the net present value (NPV) of future cash flows for the two companies and
the combined group post acquisition have been prepared by Company A's accountant. There are as follows:

What is the maximum price that Company A should offer for the shares in Company B?

Give your answer to the nearest $ million

Answer:

Explanation:
150

NEW QUESTION # 423

Company P is a large unlisted food-processing company.

Its current profit before interest and taxation is $4 million, which it expects to be mamntainable in the future.
It has a $10 million long-term loan on which it pays interest of 10%.

Corporate tax is paid at the rate of 20%.

The following information on P/E muiltiples is available:

Which of'the following is the best indication of the equity value of Company P?

A. $48 million
B. $40 million
C. $24 million
D. $80 million

Answer: C

NEW QUESTION # 424

Company F's current profit before interest and taxation is $5.0 million.

It has a 10% long-term corporate bond in issue with a nominal value of $10 million.

Corporate tax is paid at 25%.

The industry average P/E multiple is 10.

Company X has made an approach to acquire the entire share capital of Company F for $30 million.

Company X has announced that anticipated synergies (after interest and taxation) arising from its acquisition of Company F will be
$1 million each year in perpetuity.

Adbvise the Board of Directors of Company F if the bid should be accepted, based on the above information?

A. Reject the bid because Company F is potentially worth $60 million to Company X.
B. Reject the bid because Company F is potentially worth $50 million to Company X.
C. Reject the bid because Company F is potentially worth $40 million to Company X.
D. Accept the bid because Company F is potentially worth $30 million to Company X.

Answer: C

Explanation:

EBIT =5m

Interest = 10% x 10m= Im# PBT=4m

Tax @25% = 1m# Earnings = 3m

Stand-alone equity value using industry P/E 10 =3mx 10 =30m

Synergies after tax = Imp.a. in perpetuity # value (using same multiple) = Im % 10 = 10m Value of F to X =30m+ 10m=40m
Offer of 30m s below this, so Board should reject on that basis.



NEW QUESTION # 425

Company W has received an unwelcome takeover bid from Company B.

The offer is a share exchange of 3 shares in Company B for 5 shares in Company W or a cash alternative of $5.70 for each
Company W share.

Company B is approximately twice the size of Company W based on market capitalisation. Although the two companies have some
common business interested the main aim of the bid is diversification for Company B.

Company W has substantial cash balances which the directors were planning to use to fund an acquisition.

These plans have not been announced to the market.

The following share price information is relevant.

‘Which of'the following would be the most appropriate action by Company W's directors following receipt of this hostile bid?

A. Change the Articles of Association to increase the percentage of shareholder votes required to approve a takeover.
B. Refer the bid to the country's competition authorities.

C. Pay a one-off special dividend.

D. Write to shareholders explaining fully why the company's share price is under valued.

Answer: D

NEW QUESTION # 426

The ex div share price of Company A's shares is $.3.50

An mvestor in Company A currently holds 2,000 shares.

Company A plans to issue a script divided of 1 new shares for every 10 shares currently held.
After the scrip divided, what will be the total wealth of the shareholder?

Give your answer to the nearest whole $.

e A $7,000-Exhibit (4d518789-9564-4746-a118-289adb718410)-
e B. 7000Scrip issue 1-for-10:Current holding = 2,000 shares at $3.50 # wealth = 2,000 x 3.50 = $7,000.A scrip dividend
Jjust increases number of shares and reduces price proportionally, so total wealth stays the same.

Answer: A,B

NEW QUESTION # 427

After you pass the test F3 certification, your working abilities will be recognized by the society and you will find a good job. If you
master our F3 quiz torrent and pass the exam. You will be respected by your colleagues, your boss, your relatives, your friends and
the society. All in all, buying our F3 Test Prep can not only help you pass the exam but also help realize your dream about your
career and your future. So don't be hesitated to buy our F3 exam materials and take action immediately.
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