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CIMA F3 Financial Strategy Sample Questions (Q220-Q225):
NEW QUESTION # 220 
Company B is an all equity financed company with a cost of equity of 10%.
It is considering issuing bonds in order to achieve a gearing level of 20% debt and 80% equity.
These bonds will pay a coupon rate of 5% and have an interest yield of 6%.
Company B pays corporate tax at the rate of 25%.
According to Modigliani and Miller's theory of capital structure with tax, what will be Company B's new cost of equity?
A)

B)
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C)

D)

A. Option A
B. Option C
C. Option D
D. Option B

Answer: D

NEW QUESTION # 221 
Which THREE of the following would be most important if a hospital wishes to review the effectiveness of its services?

A. Revenue generated from car park charges.
B. Patient satisfaction ratings.
C. The proportion of surgical procedures that are deemed to be successful.
D. Staff costs compared to previous years.
E. Average waiting times for treatment.

Answer: B,C,E

NEW QUESTION # 222 
A company needs to raise $20 million to finance a project.
It has decided on a rights issue at a discount of 20% to its current market share price.
There are currently 20 million shares in issue with a nominal value of $1 and a market price of $5 per share.

Calculate the terms of the rights issue.

A. 1 new share for every 20 existing shares
B. 1 new share for every 5 existing shares
C. 1 new share for every 25 existing shares
D. 1 new share for every 4 existing shares

Answer: D



NEW QUESTION # 223 
A listed company is planning a share repurchase.
The following data applies
* There are 20 million shares in issue
* The share repurchase will involve buying back 10% of the shares at a price of $1.20
* The company is holding $4.8 million cash
* Earnings for the current year ended are $3.6 million
The Directors are concerned about the impact that this repurchase programme will have on the company's cash balance and current
year earnings per share (EPS) ratio.
Advise the directors which of the following statements is correct?

A. The cash balance will decrease by 50% and EPS will decrease by11%
B. The cash balance will decrease by 10% and the EPS will increase by 11%.
C. The cash balance will decrease by 50% and EPS will increase by 11%
D. The cash balance will decrease by 10% and the EPS will decrease by 11%.

Answer: A

NEW QUESTION # 224 
A company is considering either directly exporting its product to customers in a foreign country or setting up a subsidiary in the
foreign country to manufacture and supply customers in that country.
Details of each alternative method of supplying the foreign market are as follows:

There is an import tax on product entering the foreign country of 10% of sales value.
This import duty is a tax-allowable deduction in the company's domestic country.
The exchange rate is A$1.00 = B$1.10
Which alternative yields the highest total profit after taxation?

A. Foreign subsidiary: A$38,500
B. Domestic: A$33,750
C. Foreign subsidiary: A$35,000
D. Domestic: A$41,250

Answer: C
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