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CIMA F3 Financial Strategy Sample Questions (Q304-Q309):

NEW QUESTION # 304

Company A is planning to acquire Company B at a price of $ 65 million by means of a cash bid.
Company A is confident that the merged entity can achieve the same price earnings ratio as that of Company A.

Company
A
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B

Share
price
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‘What does Company A expect the value of the merged entity to be post acquisition?

A. $187.5 million
B. $122.5 million
C. $156.0 million
D. $207.0 million
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Answer: B

Explanation:

Step 1 - Work out the current P/E of Company A

From the table:

Share price A = $5.00

EPS A =150.40

P/EA=PriceEPS=5.000.40=12.5\text{P/E} A = \frac {\text{Price} } {\text{EPS}} = \frac{5.00} {0.40} = 12.5P
/EA=EPSPrice=0.405.00=12.5

So A trades ona P/E of 12.5.

Step 2 - Calculate A's and B's current earnings

A's shares = 20m# Earmnings A = 0.40 x 20m= $8m

B's shares = 14m# Earnings B = 0.50 x 14m= $7m

Current equity value of A (check):

8mx12.5=100m(matches 5x20)8m \times 12.5 = 100m\quad (\text{matches } 5 \times 20)8mx12.5=100m (matches 5x20) Step
3 - Revalue B using A's P/E after acquisition Company A believes that after acquisition, the combined group will be seen as having
the same P/E as A (12.5).

So the value of B's earnings inside the merged group is:

Value of B in merged group=7mx12.5=87.5mltext{Value of B in merged group} = 7m\times 12.5 = 87.5 mValue of B in merged
group=7mx12.5=87.5m Step 4 - Value of A after paying for B in cash To get the post-acquisition value to A's shareholders, take:
Post-acquisition value=Current value of A#100mtValue of B in merged group#87.

Sn#Cash paid for B#65mitext {Post-acquisition value} = \underbrace {\text{Current value of A}} {100m} +

\underbrace {\text{Value of B in merged group}} {87.5m} - \underbrace {\text{Cash paid for B}} {65m} Post-acquisition
value=100mCurrent value of A+87.5mValue of B in merged group#65mCash paid for B

=100-+87.5#65=122.5 millior= 100 + 87.5 - 65 = 122.5\ \text{million}=100+87.5#65=122.5 million So Company A expects the
value of the merged entity (i.e. A after acquiring B for cash) to be:

$122.5 million\boxed {\$122.5\ \text {million} } $122.5 million

Correct option: A. $122.5 million

NEW QUESTION # 305

A company is based in Country Y whose functional currency is Y. It has an mvestment in Country Z whose functional currency is
7S This year the company expects to generate ZS20 million profit after tax.

Tax Regime

* Corporate income tax rate in Country Y is 60%

* Corporate income tax rate in Country Z Is 30%

* Full double tax reliefis available

Assume an exchange rate of YS1 = ZS5

What is the expected profit after tax in YS ifthe ZS profit is remitted to Country Y?

A. YS1 60 million
B. YS6.67 million
C. YS57.14 million
D. YS2 29 million

Answer: D

NEW QUESTION # 306

Company A is planning to acquire Company B.

Company A's managers think they can improve the performance of Company B to the extent that its own P/E ratio should be
applied to Company B's earnings.

Relevant Data:



Company Company
| | A B
P/E Ratio 8 . 6
Total
Earnings | <
Market Share
Price | 56,90
Market | $4
Capitalisation ~ million  million

What is the expected synergy if the acquisition goes ahead?
Give your answer to the nearest $ million.
$ 2 million

$5 million $4 million

e A. 8§, 8000000
e B.7, 8000000

Answer: A

NEW QUESTION # 307

A company plans to raise S15 million to finance an expansion project using a rights issue Relevant data
* Shares will be offered at a 20% discount to the present market price of S12 50 per share

* There are currently 3 million shares in issue

* The project is forecast to yield a positive NPV of $9 million

What is the yield-adjusted Theoretical Ex-Rights Price following the announcement of the rights issue?

A $11.67
B. $9.50

C.$13.67
D.$1125

Answer: A

NEW QUESTION # 308
A company plans to cut its dividend but is concerned that the share price will fall
This demonstrates the effect.

Answer:

Explanation:
dividend signaling

NEW QUESTION # 309
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