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CIMA F3 Financial Strategy Sample Questions (Q11-Q16):
NEW QUESTION # 11 
Which of the following is NOT an advantage of a share repurchase?

A. To allow investors to sell shares if no active market currently exists
B. To enable the company to retain cash in the business for reinvestment
C. To reduce the cost of capital of a company by increasing the gearing level.
D. To return surplus cash to shareholders by avoiding a one-off dividend

Answer: B

NEW QUESTION # 12 
AA is considering changing its capital structure. The following information is currently relevant to AA:
The gearing rating raising the new debt finance will be 50%.
Which THREE of the following statement about the impact of AA's change in capital structure are true under Modigliani and Miler's
capital structure theory with tax.

A. The WACC increase above 7.6
B. The cost of debt remain unchanged at 4%
C. The WACC will decrease below 7.6%
D. The cost of equity will increase above 10%
E. The cost of equity will decrease below 10%
F. The cost of debt will increase above 4%

Answer: A,C

NEW QUESTION # 13 
The ex div share price of a company's shares is $2.20.
An investor in the company currently holds 1,000 shares.
The company plans to issue a scrip dividend of 1 new share for every 10 shares currently held.
After the scrip dividend, what will be the total wealth of the shareholder?
Give your answer to the nearest whole $.

Answer:

Explanation:
$ ? .
2200

NEW QUESTION # 14 
A venture capitalist invests in a company by means of buying
* 6 million shares for $3 a share and
* 7% bonds with a nominal value of $2 million, repayable at par in 3 years' time
The venture capitalist expects a return on the equity portion of the investment of at least 20% a year on a compound basis over the
first 3 years of the investment
The company has 8 million shares in issue
What is the minimum total equity value for the company in 3 years' time required to satisfy the venture capitalist's expected return?
Give your answer to the nearest $ million

A. 0
B. 1

Answer: A



NEW QUESTION # 15 
A company generates operating profit of $17.2 million, and incurs finance costs of $5.7 million.
It plans to increase interest cover to a multiple of 5-to-1 by raising funds from shareholders to repay some existing debt. The pre-tax
cost of debt is fixed at 5%, and the refinancing will not affect this.
Assuming no change in operating profit, what amount must be raised from shareholders?
Give your answer in $ millions to the nearest one decimal place.

Answer:

Explanation:
$ ?
56.8
Step 1: Current interest coverInterest cover=Operating profitFinance costs=17.25.7=3.02\text{Interest cover} =
\frac{\text{Operating profit}}{\text{Finance costs}} = \frac{17.2}{5.7} = 3.02 Interest cover=Finance costsOperating
profit=5.717.2=3.02 The company wants to increase interest cover to 5 times.Step 2: Target interest costRequired finance
cost=17.25=3.44 million\text{Required finance cost} = \frac
{17.2}{5} = 3.44\ \text{million}Required finance cost=517.2=3.44 million Step 3: Interest to be eliminated5.
7#3.44=2.26 million5.7 - 3.44 = 2.26\ \text{million}5.7#3.44=2.26 million Step 4: Debt repayment neededPre- tax cost of debt =
5%Debt to be repaid=2.260.05=45.2 million\text{Debt to be repaid} = \frac{2.26}{0.05} =
45.2\ \text{million}Debt to be repaid=0.052.26=45.2 million Step 5: Shareholder funds to be raisedSince the refinancing is entirely
by equity, the amount raised equals the debt repaid plus interest impact adjustment:$56.8 million (nearest 1 decimal)\boxed{\$56.8\
\text{million (nearest 1 decimal)}}$56.8 million (nearest 1 decimal)

NEW QUESTION # 16
......
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