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CIMA F3 Financial Strategy Sample Questions (Q280-Q285):

NEW QUESTION # 280
Company BBB has prepared a valuation of a competitor company, Company BBD. Company BBB is intending to acquire a
controlling interest in the equity of Company BBD and therefore wants to value only the equity of Company BBD.

The directors of Company BBB have prepared the following valuation of Company BBD:
Value of Equity =4.63 + 5.14 + 5.56 = S15.33 million
Additional information on Company BBD:

‘Which THREE of the following are weaknesses of the above valuation?

e A, The valuation is overstated as the directors have failed to deduct tax from the free cash flows.
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B. The valuation is understated as forecast future growth has been ignored beyond year 3.

C. The valuation is understated as the directors have failed to include a perpetuity factor in the calculations.
D. The approach used calculates the value of the total entity not the value of equity.

E. Free cash flows to all investors should be discounted at the cost of equity of 10% rather than WACC of
8%.

Answer: C,D,E

Explanation:

The directors are using free cash flows to all investors but they want to value equity only. For equity valuation they should discount
equity cash flows (dividends or FCFE) at the cost of equity (10%), so using WACC is a weakness # A.

The cash flow in Year 3 is stated as "Year 3 and each year thereafter = 7". That means a level cash flow from Year 3 onwards, i.e. a
perpetuity, but they have only discounted one year of it (7 x 0.794). They should have used a perpetuity factor # C.

Discounting free cash flow to all investors at WACC gives the value of the whole entity (firm value), not the equity. To get equity
value you would then subtract the market value of debt. They have not done this # D.

B and E are therefore not appropriate criticisis.

NEW QUESTION # 281
Select the category of risk for each of the descriptions below:

Answer:

Explanation:

NEW QUESTION # 282

Formed in 2010, the International Integrated Reporting Council <IIRC) brings together a cross-section of representatives from a
wide variety of business sectors The primary purpose of the IIRC's framework is to help enable an organisation to commumnicate
which of the following'?

A. How it contributes positively to the economic wellbeing of the environment in which it operates.

B. How it ensures that the conflicting net sets of different stakeholder groups are met in an optimal manner.
C. How it mmimises the environmental impact of its business processes.

D. How it creates value in the short medium and long term.

Answer: D

NEW QUESTION # 283

Company BBB has prepared a valuation of a competitor company, Company BBD. Company BBB is intending to acquire a
controlling interest in the equity of Company BBD and therefore wants to value only the equity of Company BBD.

The directors of Company BBB have prepared the following valuation of Company BBD:

Value of Equity = 4.63 + 5.14 + 5.56 = S15.33 million

Additional information on Company BBD:

‘Which THREE of the following are weaknesses of the above valuation?

A. The valuation is understated as forecast future growth has been ignored beyond year 3.

B. The valuation is understated as the directors have failed to include a perpetuity factor in the calculations.

C. Free cash flows to all investors should be discounted at the cost of equity of 10% rather than WACC of 8%.
D. The approach used calculates the value of the total entity not the value of equity.

E. The valuation is overstated as the directors have failed to deduct tax from the free cash flows.

Answer: B,D,E

NEW QUESTION # 284
Company A is located in Country A, where the currency is the AS.
It is listed on the local stock market which was set up 10 years ago.



It plans a takeover of Company B, which is located in Country B where the currency is the B$, and where the stock market has
been operating for over 100 years.

Company A is considering how to finance the acquisition, and how the shareholders of Company B might respond to a share
exchange or cash (paid in BS).

‘Which of'the following is likely to explain why the shareholders of Company B would prefer a share exchange as opposed to a cash
offer?

A. Tt would avoid them being exposed to foreign currency risk.

B. It would allow them to realise their investment and make a capital gain.

C. It would enable them to benefit from the future performance of the combined entity.
D. They would receive shares in a market that is likely to be more efficient.

Answer: C

Explanation:

Reasoning:

A share exchange allows Company B's shareholders to stay invested and participate in the future gains (synergies, growth) of the
combined business.

A is wrong; cash offers are what "realise" an investment and crystallise a capital gain.

B is wrong: a share exchange introduces foreign currency exposure (to AS$), whereas a cash offer in B$ does not.

C is wrong: Company B is in the older, more established market, so it is more likely that market is efficient, not Company A's.
So D is the correct explanation.

NEW QUESTION # 285
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