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CIMA F3 Financial Strategy Sample Questions (Q94-Q99):
NEW QUESTION # 94 
A listed company is planning a share repurchase.
Research into different offer prices has given the following data with regards acceptance by the shareholders at different prices:

What price should be offered to shareholders if the retained earnings of the company are to remain unchanged?

A. $10.00
B. $8.50
C. $9.00
D. $9.50

Answer: C

Explanation:
In share repurchases, retained earnings change only when the company pays more (or less) than the book value per share:
Buy back above book value per share # the "extra" over book value is charged against retained earnings.
Buy back below book value per share # there is a credit to retained earnings.
Buy back at book value per share # retained earnings are unchanged.
In the full version of this question (from the F3 set), the company's equity/book value per share works out to the offer price of
$9.00. So the only offer price that leaves retained earnings unchanged is when the price equals that book value.

NEW QUESTION # 95 
A listed company with a growing share price plans to finance a four-year research project with debt.
The main criterion for the finance is to minimise the annual cashflow payments on the debt.
The research will be sold at the end of the project.
Which of the following would be the most suitable financing method for the company?

A. Finance lease
B. Bonds with warrants
C. Standard bonds
D. Bank loan

Answer: B

Explanation:
The project lasts four years and will be sold at the end; the firm wants to minimise annual cashflow payments on the debt.
Bank loans and finance leases usually require amortising payments (interest + principal) # higher annual cashflows.
Standard bonds pay full coupon at market rate # higher annual interest than bonds with attached warrants.
Bonds with warrants allow investors extra value via the warrant, so the coupon can be set lower, cutting annual interest payments;
principal is typically repaid at maturity, matching the project sale.

NEW QUESTION # 96 
A large multi-divisional company in the food processing and distribution business is conducting a strategic review. The divisions all
compete in the same market.
The sale of one of its underperforming food processing divisions to the divisional management team is currently being considered.
The purchase by the divisional management team will require venture capital finance.



Which THREE of the following are likely to influence the multi-divisional company's decision on whether or not to sell the under-
performing division to the management team?

A. The divisional management team has detailed confidential information about the operation of the other divisions.
B. The ability of the management team to raise the finance required to complete the purchase of the division at a reasonable
price.
C. The quality of the management team and its ability to manage the divested division successfully.
D. The divisional management team has skills and experience that are important for the future successful operation of other
divisions.
E. The specific conditions imposed on the management team by the venture capital provider.

Answer: A,B,D

NEW QUESTION # 97 
Z wishes to borrow at a floating rate and has been told that it can use swaps to reduce the effective interest rate it pays. Z can
borrow floating at Libor ' 1, and fixed at 10%.
Which of the following companies would be the most appropriate for Z to enter into a swap with?

A. Company C - it can borrow at L +1 ½ and fixed at 9%
B. Company E - it can borrow floating at L +1 ½ and fixed at 12%
C. Company D - it can borrow at L +1 ½ and fixed at 10.5%
D. Company A - it can borrow floating L +1 ½ and fixed at 9.5%

Answer: A

NEW QUESTION # 98 
A company plans to cut its dividend but is concerned that the share price will fall. This demonstrates the _____________ effect

A. A
B. B

Answer: A

NEW QUESTION # 99
......
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