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CIMA F3 Financial Strategy Sample Questions (Q263-Q268):

NEW QUESTION # 263

A company has accumulated a significant amount of excess cash which is not required for investment for the foreseeable future.
It is currently on deposit, earmning negligible returns.

The Board of Directors is considering returning this excess cash to shareholders using a share repurchase programme.

The majority of shareholders are individuals with small shareholdings.

‘Which THREE of the following are advantages of the company undertaking a share repurchase programme?
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A. Institutional investors generally prefer a constant predictable income in the form of dividends.
B. It reduces the amount of cash for potential future investment opportunities.

C. Individual shareholders can realise their investment if they wish.

D. The earnings per share should increase for the shareholders who do not sell their shares.

E. It reduces excess cash which might have been attractive to predators.

Answer: C,D,E

Explanation:

A - Shareholders who want cash can sell into the repurchase.

B - Fewer shares in issue # higher EPS for remaining shareholders.
C - Reduces surplus cash that might attract predators.

NEW QUESTION # 264
A is a listed company. Its shares trade on a stock market exhibiting semi-strong form efficiency.
Which of'the following is most likely to increase the wealth of A's shareholders?

A. Announcing that the final dividend will remain unchanged from the previous 3 years.

B. Announcing that inventory will be impaired.

C. Amouncing that a non-current asset will be revalued in the statement of financial position.
D. Announcing that a project will be undertaken generating a positive net present value.

Answer: D

Explanation:

Semi-strong form efficiency means all publicly available information is already i the share price; only new mformation about future
cash flows or risk will change shareholder wealth.

A positive-NPV project creates new value # share price should rise on announcement.

The other options (unchanged dividend, revaluation, impairment) either convey no new value creation, or even bad news

(impairment).

NEW QUESTION # 265

A company has 6 million shares in issue. Each share has a market value of $4.00.

$9 million is to be raised using a rights issue.

Two directors disagree on the discount to be offered when the new shares are issued.
* Director A proposes a discount 0of 25%

* Director B proposes a discount of 30%

Which THREE of'the following statements are most likely to be correct?

A. The rights issue price will be $3.00 under Director A's proposal.

B. The theoretical ex-rights price will be higher under Director B's proposal than under Director A's proposal.
C. More shares will be issued under Director B's proposal than under Director A's proposal.

D. The terms of'the rights issue will be one new share for every two existing shares under Director A's proposal.
E. Shareholder wealth will be higher under Director A's proposal than under Director B's proposal.

Answer: A,C,D

Explanation:

Common data

Existing shares = 6 million

Current share price = $4.00

Funds to raise = $9 million

Director A - 25% discount

Rights issue price:

4.00x(1#0.25)=4.00x0.75=$3.004.00 \times (1 - 0.25) = 4.00 \times 0.75 =\$3.004.00x(1#0.25)=4.00x0.
75=$3.00

So C is correct (""The rights issue price will be $3.00 under Director A's proposal.") Number of new shares:
9m3.00=3 million shares\frac {9\text{m} } {3.00} = 3\text{ million shares}3.009n¥=3 million shares After issue, total shares = 6m+
3m=9m. To issue 3m against 6m existing, the terns are:



3 newt existing=12\frac {3\text{ new} } {6\text{ existing} } = \frac{1} {2}6 existing3 new=21 So 1 new share for every 2 existing
shares - D is correct.

Director B - 30% discount

Rights issue price:

4.00x(1#0.30)=4.00x0.70=$2.804.00 \times (1 - 0.30) = 4.00 \times 0.70 =\$2.804.00x(1#0.30)=4.00x0.

70=$2.80

Number of new shares:

92.80#3.214 million\frac {9\text {m} } {2.80} \approx 3.214\text{ million} 2.809n#3.214 million This is more shares than under
Director A's proposal (3.214m> 3m), so B is correct.

Because the total post-issue value is the same ($24m existing + $9m new cash), but Director B issues more shares, the TERP under
B will be lower, not higher - so A is false. Total shareholder wealth is the same in theory (ignoring costs and signalling), so E is also
false.

Correct statements: B, C, D.

NEW QUESTION # 266

Hospital X provides fiee healthcare to all members of the commumity, funded by the central Governiment.

Hospital Y provides healthcare which has to be paid for by the individual patients. It is a listed company, owned by a large number
of shareholders.

In comparing the above two organisations and their objectives, which THREE of the following statements are correct?

A. X and Y will have the same primary non financial objective - provision of quality of health care.
B. Xand Y have the same primary financial objective - to maximise shareholder wealth.

C. Only Y is likely to have a mixture of financial and non-financial objectives.

D. The performance of X will be appraised primarily on the basis of value for money.

E. X'is a not-for-profit organisation while Y is a for-profit organisation.

Answer: A

NEW QUESTION # 267

Company MB is in negotiations to acquire the entire share capital of Company BBA. Information about each company is as follows:
It is expected that Company BBA's profit before interest and tax will be $30 million in each of the two years after acquisition.
Company AAB is considering how best to structure the offer Company AAB's discount factor and appropriate cost of equity for
use in valuing Company BBA is 10% Shareholders taxation implications should be ignored Which of the following provides the
shareholders of Company BBA with the highest offer price?

e A. A cashoffer at 105% of the share price of Company BBA.

e B. A cash offer of S290 million now.

e (. Cash of $270 million now plus 60% of Company BBA's profit before interest and tax for the two years after acquisition,
paid in 2 years' time.

e D. A share-for-share exchange of five shares in Company AAB for every eight shares in Company BBA.

Answer: C

NEW QUESTION # 268
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