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CIMA F3 Financial Strategy Sample Questions (Q398-Q403):
NEW QUESTION # 398 
A listed publishing company owns a subsidiary company whose business activity is training.
It wishes to dispose of the subsidiary company.
The following information is available:

https://drive.google.com/open?id=1EdUZgmu2PzUwSkvgrqzPs1qiOg205VIp
https://www.validtorrent.com/CIMAPRA19-F03-1-valid-exam-torrent.html
https://www.actualtestsit.com/CIMA/CIMAPRA19-F03-1-exam-prep-dumps.html
https://www.troytecdumps.com/CIMAPRA19-F03-1-troytec-exam-dumps.html


The board of the publishing company believe that the value of the subsidiary company, and hence the value of the equity invested in
it, can be determined by calculating the present value of the subsidiary's free cashflows.
Which of the following is the most appropriate discount rate to use when determining the enterprise value of the company?

A. A WACC that the reflects the gearing of the publishing company and the equity beta factor of the publishing company.
B. A WACC that reflects the gearing of the subsidiary company and the asset beta of a listed company that provides training
activities.
C. A WACC that reflects the gearing of the publishing company and the asset beta of a listed company that provides training
activities.
D. A cost of equity that reflects the asset beta of a listed company that provides training activities.

Answer: C

NEW QUESTION # 399 
Company Y plans to diversify into an activity where Company X has an equity beta of 1.6, a debt beta of zero and gearing of 50%
(debt/debt plus equity).
The risk-free rate of return is 5% and the market portfolio is expected to return 10%.
The rate of corporate income tax is 30%.
What would be the risk-adjusted cost of equity if Company Y has 60% equity and 40% debt?

A. 9.1%
B. 13%
C. 11.6%
D. 11.9%

Answer: D

NEW QUESTION # 400 
Which of the following best explains why the interest rate parity model is highly effective in practice?

A. Speculative forces drive the interest rates and exchange rates together to achieve parity.
B. Any divergence from parity can be observed by the market and corrected by arbitrage
C. Divergence from parity is impossible because exchange rates drive interest rates
D. Governments actively manage their exchange rates so that parity holds

Answer: B

Explanation:
Interest rate parity (IRP) says the forward exchange rate adjusts so that investors earn the same return in different currencies once
hedged, otherwise arbitrage profits would exist. If parity doesn't hold, traders can lock in risk-free gains, and their trades push rates
back to parity.
So the model works well because:

NEW QUESTION # 401 
Country X's short-term interest rates are slightly higher than its long-term rates. Which THREE of the following statements are
correct?

A. A long-term borrower would save by taking out a short-term loan and then refinancing
B. Interest rates will definitely fall.



C. Interest rates are expected to fall.
D. This difference may reverse.
E. Country X's currency is expected to strengthen in the long-term.

Answer: C,D,E

Explanation:
Short-term rates slightly above long-term rates = mildly inverted yield curve.
A - This difference may reverse: Correct - the term structure can and does change over time.
B - Currency expected to strengthen long-term: Lower long-term rates imply lower expected long-term inflation, which is consistent
with expectations of a stronger currency in the long run.
D - Interest rates are expected to fall: An inverted yield curve usually reflects market expectations that future short-term rates will be
lower than today.
C is wrong because rates are not definite to fall, only expected to.
E is wrong: with short-term rates currently higher than long-term, a long-term borrower would not clearly
"save" by borrowing short and refinancing; it also adds refinancing risk.

NEW QUESTION # 402 
An unlisted company which is owned and managed by its original founders has accumulated excess cash following many years of
profitable trading.
The Board of Directors is comprised of the four original founders who each hold 25% of the equity share capital.
Which THREE of the following will be significant considerations when deciding on the company's dividend policy?

A. Income tax rates and the personal tax liabilities of the shareholders.
B. The impact of the dividend policy on the company's share price.
C. The cash requirements of the shareholders in the foreseeable future.
D. The dividend policy of listed companies in the same industry.
E. The adequacy of the pension funds of the original founders.

Answer: A,C,E

Explanation:
A - Founders' pension/income adequacy is important in a closely held, owner-managed firm.
C - Their future cash needs are central to dividend decisions.
E - Personal tax position of the (few) shareholders is very relevant.

NEW QUESTION # 403
......
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