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CIMA F3 Financial Strategy CIMAPRA19-F03-1 Priifungsfragen mit
Losungen (Q69-Q74):

69. Frage

Company YZZ has made a bid for the entire share capital of Company ZYY

Company YZZ is offering the shareholders in Company ZYY the option of either a share exchange or a cash alternative

‘Which THREE of the following would be considered disadvantages of accepting the cash consideration for the shareholders of
Company ZYY?

A. Cash consideration is certain whereas Company YZZ's future share price performance is uncertain
B. There will be no opportunity to participate in the future economic success of Company YZZ

C. Company YZZ Is not expected to change *s dividend policy post-acquisition

D. Taxation is payable on realised capital gains.

E. Interest rates on deposit accounts are currently at an historic low and are expected to remain low

Antwort: B,D.E

70. Frage
A company is considering a divestment via either a management buyout (MBO) or sale to a private equity purchaser. Which of the
following is an argument in favour of the MBO from the viewpoint of the original company?

A. Higher price due to synergistic benefits.

B. Better co-operation post divestment.

C. Improved relationships with management buyout team in the event of a sale to the private equity purchaser.
D. Enhanced big data opportunities.

Antwort: B

Begrindung;

The company is deciding between:

Selling the business via a Management Buyout (MBO), or

Selling to an external private equity (PE) buyer.

From the original company's viewpoint, an advantage of an MBO is:

The buyers are the existing management team. Relationships already exist, and there's usually more trust and alignment.
Post-divestment, the original company may still trade with the divested unit (e.g,, as a supplier or customer).

Cooperation tends to be better with a familiar internal team than with an external PE house whose primary focus is financial returns.
Why the others are wrong;

B). Enhanced big data opportunities - unrelated to the divestment method.

C). Improved relationships with MBO team in the event of a sale to PE - logically inconsistent; if sold to PE, it's not an MBO.

D). Higher price due to synergistic benefits - PE typically looks for financial engineering and operational improvements, not classic
corporate synergies. You are more likely to see synergy premia when selling to a trade buyer, not in an MBO.

So the key pro-MBO argument here is better cooperation post divestiment # A.
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71. Frage

Company A has just announced a takeover bid for Company B. The two companies are large companies in the same industry  The
bid is considered to be hostile.

Company B's Board of Directors intends to try to prevent the takeover as they do not consider it to be in the best interests of
shareholders

‘Which THREE of the following are considered to be legitimate post-offer defences?

e A Refer the bid to the competition authorities to try to have the bid prohibited on competition grounds

¢ B. Make a counter bid for Company A provided such an acquisition could enhance Company B's shareholder wealth

e C. Alter the memorandum and articles of association to state that a mmnimum of 75% of shareholders must agree to the bid
before it can proceed

¢ D. Have all the assets independently professionally revalued to demonstrate that the offer undervalues the company

¢ E. Publish very optimistic financial forecasts for Company B even though the Board of Directors realises that these are highly
unlikely to be achievable

Antwort: A,B,C

72. Frage

A company has two divisions.

A is the manufacturing division and supplies only to B, the retail division.

The Board of Directors has been approached by another company to acquire Division B as part of their retail expansion
programire.

Division A will continue to supply to Division B as a retail customer as well as source and supply to other retail customers.
Which is the main risk faced by the company based on the above proposal?

A. Division A's going concern is highly dependent on its relationship with Division B as a retail customer.
B. The level of quality of the product will not be mamntained by the acquired company.

C. Suppliers to Division A will be opposed to the divestment and stop the acquisition.

D. Shareholders will be opposed to the divestment and stop the acquisition.

Antwort: A

73. Frage

A company currently has a 6.25% fixed rate loan but it wishes to change the mterest style of the loan to variable by using an interest
rate swap directly with the bank.

The bank has quoted the following swap rate:

*5.50% - 5.55% in exchange for LIBOR

LIBOR is currently 5%.

Ifthe company enters into the swap and LIBOR remains at 5%, what will the company's interest cost be?

A 5.75%
B. 6.25%
C.5.70%
D. 5.00%

Antwort: A

Begriindung;

Swap quote: 5.50%-5.55% vs LIBOR.

To turn its 6.25% fixed loan into variable, the company must receive fixed and pay LIBOR, so it deals at the bank's bid rate of
5.50%.

Net cost = pay 6.25% (loan) # receive 5.50% (swap) + pay LIBOR

=0.75%+ LIBOR = 0.75% + 5.00% = 5.75%
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