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CIMA F3 Financial Strategy Sample Questions (Q419-Q424):

NEW QUESTION # 419
Select the category of risk for each of the descriptions below:

Answer:

Explanation:
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NEW QUESTION # 420

Listed company R is in the process of making a cash offer for the equity of unlisted company S.

Company R has a market capitalisation of $200 million and a price/earnings ratio of 10.

Company S has a market capitalisation of $50 million and earnings of $7 million.

Company R intends to offer $60 million and expects to be able to realise synergistic benefits of $20 million by combining the two
businesses. This estimate excludes the estimated $8 million cost of integrating the two businesses.

Which of the following figures need to be used when calculating the value of the combined entity in $ millions?

A. 8,20, 50, 200
B. 8, 20, 50, 60, 200
C. 20, 50, 60, 200

D. 7, 10, 20, 50, 200

Answer: B

Explanation:
Explanation
Calculation FO
Calc_Setl

NEW QUESTION # 421

An entity prepares financial statements to 30 June.

During the year ended 30 June 20X2 the following events occurred:

1 July 20X1

* The entity borrowed $100 million at a variable rate of interest.

* In order to protect itself against the variability of its interest cashflows, the entity entered into a pay-fixed-receive-variable interest
swap with annual settlements. The fair value of the swap on this date was zero.

30 June 20X2

* The entity received a net settlement of $2 million under the swap. After this net settlement, the fair value of the swap was $5 million
- a financial asset.

The entity decides to use hedge accounting for this arrangement and has designated it as a cash flow hedge. The swap is a perfect
hedge of the variability of the cash interest payments.

Which of the following describes the treatment of the settlement and the change in the fair value of the swap in the statement of profit
or loss and other comprehensive income for the year ended 30 June 20X2?

A. $7 million is recognised in other comprehensive income.

B. $5 million is recognised in profit or loss and $2 million is recognised in other comprehensive income.
C. $7 million is recognised in profit or loss.

D. $2 million is recognised in profit or loss and $5 million is recognised in other comprehensive income.

Answer: D

NEW QUESTION # 422

KKL is a listed sports clothing company with three separate business units. KKL is seeking to sell TT', one of these business units
TTP cwns a new. brand of trail running shoes that have Droved hugely popular with lone distance runners.

The management team of TTP are frustrated by the constraints imposes b/ KKL in managing tie brand and developing. the bus ness
and they believe that TTF has huge growth potential.

The management team of TTP have approached KKL with a proposal to purchase 1~P through a management layout (MDO).
KKL has accepted this proposal as TTP has not proved to be a good fit' with the rest of the business and has agreed on the selling
price.

Which THREE of the following factors a-e¢ mast Likely to affect the success of the MBO?

A. The ability of the TTF management team to take over the head office functions successfully.
B. Searing sufficient. funding for the MBO.

C. The ability the TTP management team to develop the brand and achieve the expected growth.
D. The constraints imposed by KKL managing TTF's brand.

E. The motivation of the TTP management team to invest in future growth.



Answer: A,B,C

Explanation:

B - Securing sufficient finding for the MBO

C - The ability of the TTP management team to take over the head office functions successfilly D - The ability of the TTP
management team to develop the brand and achieve the expected growth (Constraints imposed by KKL will disappear after the
buy-out, and motivation is already clearly present, so the key determinants of success are funding and the team's capability to run
and grow the business independently.)

NEW QUESTION # 423

Company M is a geared company whose equity has a market value of $1,500 million and debt has a market value of S300 million.
The company plans to issue $200 million of new shares and use the finds raised to pay off some of the debt Company M currently
has a cost of equity of 13% and a WACC of 10% It pays corporate tax at the rate of

30% Company B, an ungeared company operating in the same business sector as Company M, has a cost of equity of 12% Assume
Modigliani and Miller's theory of capital structure with tax applies Which calculation below shows the correct approach to
calculating the new WACC following the planned changes in capital structure?

A.
B.
C.
D.

Answer: C

Explanation:

To get the new WACC using Modigliani & Miller with tax:Find the ungeared (asset) cost of capital, KuK uKu.Company B is
ungeared and in the same business, so its cost of equity = asset returnKu=12%K u

= 12\%K1=12% Work out the new capital structure after the refinancing, Current equity = $1,500mCurrent debt = $300mNew
equity issue = $200m (used to repay debt)New equity E1=1,500+200=1,700E 1= 1,500 +

200 = 1,700E1=1,500+200=1,700New debt D1=300#200=100D 1 =300 - 200 = 100D1=300#200=100Total value (using
market values) V1=DI1+E1=100+1,700=1,800V_1=D 1 +E 1= 100+ 1,700 = 1,800 VI=DI1+EI1=100+1,700=1,800.Apply
MM with tax for WACC:WACC=Ku[1#TDV]text{WACC} =K u

\lefi[1 - T \frac{D} {V} \right WACC=Ku[ 1#TVD] WACC1=12%][1#0.30x1001,800]text{WACC} 1=12\%

\left[1 - 0.30 \times \frac {100} {1,800} \right WACC1=12%[1#0.30x1,800100] This gives approximately:12%
X(1#0.0167)#12%x0.9833#11.8%12\% \times (1 - 0.0167) \approx 12\% \times 0.9833 \approx 11.8\%12%x
(1#0.0167)#12%x0.9833#11.8% This matches option B: 11.8%=12%x[1#(0.30x100/1,800)]11.8\% = 12\%

\times [1 - (0.30 \times 100 / 1,800)]11.8%=12%x[1#(0.30x100/1,800)].

NEW QUESTION # 424
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