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CIMA F3 Financial Strategy Sample Questions (Q335-Q340):

NEW QUESTION # 335

CI 1 has decided to move its production plant to overseas country X. This would make the product cheaper to produce. The
technology used to make the product is very advanced and some of the skilled staff would have to move to country X.

The Production Director has identified that there are some political risks in moving to county X.

For each of the political risks of moving to country X shown below, select the correct method for reducing the risk.
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NEW QUESTION # 336

Company A has made an offer to acquire Company Z.

country X

Both companies are quoted and their current market share prices are:

* Company A - $4
* Company Z - $5

Shareholders in company Z have been given three alternative offers:

* Cash of $5.50 per share
* Share for share exchange on the basis of 3 for 2
*10.5% long dated bond for every 20 shares

The bond is has a nominal value of $100 and the expected yield on bonds of similar risk is 10%.
You are advising a Company Z shareholder on the three offers.
She requires a 15% premum if she is to accept the offer.



In providing your advice, which of the following statements is correct?

A. The share for share exchange is the only offer which is above the acceptance threshold.

B. The bond offer is above the minimum threshold and should be accepted.

C. The value of the consideration given by the cash and bond offers is certain, unlike the share offer.
D. The bond offer is only worth $100 which represents a zero premium and should be rejected.

Answer: A

NEW QUESTION # 337

B has a S3 million loan outstanding on which the interested rate is reset every 6 months for the following 6 month and the interested
is payable at the end of that 6 month period. The next 6 monthly reset period starts in 3 months and the treasurer of B thinks
interested rates are likely to raise between and then.

Current 6-month rates are 6.4% and the treasurer can get a rate of 6.9% for a 6-month forward rate agreement (FRA) starting in 3
months time. By transacting an TRA the treasurer can lock i a rate today of 6.9%.

Ifinterested rates are 7.5% in 3 months' time, what will the net amount payable be?

Give your answer to the nearest thousand dollars.

e AO
e B 1

Answer: B

Explanation:

NEW QUESTION # 338

A government is currently considering the privatisation of the national airline. The shares are to be offered to the public via a fixed
price Initial Public Offering (IPO).

‘Which THREE of the following statements are correct?

A. The rational airline employees will no longer be public sector employees following the completion of the privatisation
B. The government will receive significant financial resources from the sale of its shareholding in the national airline.

C. AnIPO is normally underwritten

D. The rational airline will receive significant financial resources as a direct result of the shares company shares in the TPO.
E. The use of a fixed price offer will ensure that the government raises the maximum amount of finance.

Answer: A,B,C

Explanation:

A). An IPO is normally underwritten - Correct. For a fixed-price IPO, underwriters usually guarantee that the issue will be taken up,
giving certainty of proceeds.

B). The government will receive significant financial resources from the sale - Correct. In a privatisation, the government is selling its
ownership stake; the cash from selling these shares flows to the government.

C). The national airline employees will no longer be public sector employees - Correct. Once privatised, the airline becomes a
private-sector company; its staff cease to be public-sector employees.

D is incorrect: a fixed-price offer does not guarantee maximum proceeds - the shares are often deliberately underpriced to ensure
the issue is fully subscribed.

E is incorrect: in this scenario the proceeds go to the government as seller of existing shares, not directly to the airline itself.

NEW QUESTION # 339
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 3 times and the covenant would be breached.
B. Interest cover would reduce to 5 times and the covenant would NOT be breached.
C. Interest cover would reduce to 5 times and the covenant would be breached.
D. Interest cover would reduce to 3 times and the covenant would NOT be breached.

Answer: B

NEW QUESTION # 340
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