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CIMA F3 Financial Strategy Sample Questions (Q23-Q28):

NEW QUESTION # 23

A listed company in a high growth industry, where innovation is a key driver of success has always operated a residual dividend
policy, resulting in volatility in dividends due to periodic significant investments in research and development.

The company has recently come under pressure from some investors to change its dividend policy so that shareholders receive a
consistent growing dividend. In addition, they suggested that the company should use more debt finance.

Ifthe suggested change is made to the financial policies, which THREE of the following statements are true?

A. The company's financial risk will increase due to its increased use of debt finance.

B. There may be a change to the shareholder profile due to 'the clientele effect'.

C. Retained earnings have a lower cost than debt finance.

D. The directors will not have to take shareholder dividend preferences into consideration in future.
E. It may give a signal to the market that the company is entering a period of stable growth.

Answer: A,B,E

NEW QUESTION # 24

Anunlisted company is attempting to value its equity using the dividend valuation model.
Relevant information is as follows:

* A dividend of $500,000 has just been paid.

* Dividend growth of 8% is expected for the foreseeable future.

* Earnings growth of 6% is expected for the foreseeable future.

* The cost of equity of a proxy listed company is 15%.

* The risk premium required due to the company being unlisted is 3%.
The calculation that has been performed is as follows:

Equity value = $540,000 / (0.18 - 0.08) = $5,400,000

What is the fault with the calculation that has been performed?

A. The dividend growth rate is unsuitable given that earning growth is lower than dividend growth.
B. The cost of equity used in the calculation should have been 15%; no adjustment was necessary.
C. The cost of equity used in the calculation should have been 12% (15% subtract 3%).

D. The dividend cashflow used should have been $500,000 rather than $540,000.

Answer: A

NEW QUESTION # 25

The ex div share price of a company's shares is $2.20.

An investor in the company currently holds 1,000 shares.

The company plans to issue a scrip dividend of 1 new share for every 10 shares currently held.
After the scrip dividend, what will be the total wealth of the shareholder?

Give your answer to the nearest whole $.

Answer:

Explanation:
$2.
2200

NEW QUESTION # 26

An unlisted company.

* Is owned by the original founders and members of their families

* Pays annual dividends each year depending on the cash requirements of the dominant shareholders.
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* Has earnings that are highly sensitive to underlying economic conditions.
* Is a small business in a large Industry where there are listed companies with comparable capital structures Which of the following
methods is likely to give the most accurate equity value for this unlisted company?

¢ A. P/E based valuation using the P/E of a similar company.

e B. Net asset valuation

¢ C. Discounted cash flow analysis at WACC (based on cash flows after tax but before financing) plus the market value of
debt.

¢ D. Dividend valuation model

Answer: A

Explanation:

Dividends are set to suit family cash needs, so DDM (A) won't reflect value well.

NAYV (B) ignores earnings power and intangibles for a going concern.

There are listed comparables with similar capital structures, so applying an industry P/E to this firmis earnings is standard practice for
small private companies.

DCF at WACC (D) is theoretically strong but requires detailed, reliable forecasts; earnings are highly sensitive to the economy, so
forecasts would be very uncertain.

NEW QUESTION # 27
A company plans to cut its dividend but is concerned that the share price will fall
This demonstrates the

Answer:

Explanation:

effect

ACutting a dividend is often interpreted by investors as management signalling weaker future prospects, so they may mark the share
price down. The concern that a dividend cut will reduce the share price reflects the signalling effect of dividends.

NEW QUESTION # 28
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