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Z| &l CIMA Strategic level F3 FEMZEA (Q16-Q21):

AR #16

A company in country T is considering either exporting its product directly to customers in country P or establishing a manufacturing
subsidiary in country P.

The corporate tax rate in country T is 20% and 25% tax depreciation allowances are available Which THRCC of the following
would be considered advantages of establishing a subsidiary in country T?

e A There are restrictions on companies wishing to remit profit from country P
e B. Year 1 tax depreciation allowances of 100% are available in country P.
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e (. There is a double tax treaty between country T and country P.
e D. There are high customs cuties payable of products entering country P.
e E. The corporate tsx rate in country P is 40%.

dY: B,CD

Y.

A). The corporate tax rate in country P is 40%.

Tax in P (40%) is higher than in T (20%), so moving profits to P via a subsidiary gives a tax disadvantage, not an advantage.

B). There are restrictions on companies wishing to remit profit from country P That makes it harder to get cash out of P - this is a
disadvantage of having a subsidiary there.

C). Year 1 tax depreciation allowances of 100% are available in country P. # This is very attractive for an investment in a
manufacturing subsidiary. A 100% first-year allowance means the company can deduct the full cost of qualifying assets immediately,
reducing taxable profit and tax in early years. That's a clear advantage to setting up in P.

D). There is a double tax treaty between country T and country P. #

A double tax treaty usually prevents the same profits being taxed twice and provides tax credits/relief for foreign taxes. This
especially matters when you operate via a foreign subsidiary. So it's an advantage to establishing a subsidiary in P.

E). There are high custons duties payable on products entering country P. # If the company exports directly from T, it pays high
custors duties into P. If it manufactures inside P via a subsidiary, those import duties are avoided. So high customs duties on imports
are an argument in favour of local production via a subsidiary - a clear advantage of establishing the subsidiary.

HE#17

Company A is a listed company that produces pottery goods which it sells throughout Europe. The pottery is then delivered to a
network of self employed artists who are contracted to paint the pottery in their own homes.

Finished goods are distributed by network of sales agents. The directors of Company A are now considering acquiring one or more
smaller companies by means of vertical integration to improve profit margins.

Advise the Board of Company A which of the following acquisitions is most likely to achieve the stated aim of vertical integration?

A. A company in a similar market to Company A.
B. A pottery factory in the Middle East.

C. A listed international logistics firm.

D. A company that produces accessories.
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A2 #18

On 1 January:

* Company ABB has a value of $55 million

* Company BBA has a value of $25 million

* Both companies are wholly equity financed

Company ABB plans to take over Company BBA by means of a share exchange Following the acquisition the post-tax cashflow of
Company ABB for the foreseeable future is estimated to be $10 million each year The post-acquisition cost of equity is expected to
be 10% What is the best estimate of the value of the synergy that would arise from the acquisition?

A. $30 million
B. $125 million
C. $20 million
D. $75 million
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Pre-acquisition standalone values:

ABB=§55m

BBA =$25m

Total pre-deal value = $80m.

After the acquisition, ABB (the combined business) is expected to generate post-tax cash flows of $10m per year in perpetuity.
Cost of equity = 10%, and the firm is all-equity financed, so:

Post-acquisition value=100.10=$100mitext{Post-acquisition value} = \frac{10} {0.10} =\$100\text {m} Post- acquisition



value=0.1010=$100m Synergy value = value of combined firm# sum of standalone values:
Synergy=100#80=$20mitext{Synergy} = 100 - 80 =\$20\text {m} Synergy=100#80=$20m So the best estimate of the synergy
from the acquisition is $20 million.

EE#19

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 in a rate today of 6.9%.

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

Give your answer to the nearest thousand dollars.

HH-

3.
104

A2 #20
Which three of the following are most likely be primary objectives for a newly established, unincorporated entity in the service
sector?

A. Increasing Revenue

B. Providing consistently high levels service quality

C. Maintaining sufficient liquidity in the business to avoid overtrading
D. Increasing the dividend payment year on year

E. Reaching an optimum capital structure
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