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Topics of the CIMA F3: Financial Strategy Exam

CIMA F3 Exam Dumps included the following topics:

1. Financial policy decisions 15%
2. Sources of long-term funds 25%
3. Financial risks 20%

4. Business valuation 40%

CIMA F3 Financial Strategy Sample Questions (Q53-Q58):

NEW QUESTION # 53

The Board of Directors of a listed company is considering the company's dividend/retentions policy.

The inflation rate in the economy is currently high and is expected to remain so for the foreseeable future.
The board are unsure what impact the high level of inflation might have on the dividend policy.

‘Which THREE of the following statements are true?

e A Inperiods of high inflation 100% of earnings should always be paid out as dividends so that shareholders can protect their
wealth against the impact of inflation.

B. Consideration should be given to the fact that shareholders will have a desire for real growth in dividend.

C. The impact of inflation on the cash flows should be considered when formulating the dividend policy.

D. The high inflation rate does not need to be considered when determining the dividend policy.

E. Retained earnings for reinvestment will have to earn a return in excess of the inflation level.

Answer: B,C.E

NEW QUESTION # 54

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

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

¢ E. Alter the memorandum and articles of association to state that a minimum of 75% of shareholders must agree to the bid
before it can proceed

Answer: A,.B,D

Explanation:

Under typical takeover regulation and CIMA F3 principles, the following are legitimate post-offer defences:
A). Independent professional revaluation of assets

This is legitimate: providing better information to shareholders to show that the bid undervalues the company.
C). Make a counter-bid for Company A (a "Pac-Man defence")

This is acceptable if it can be justified as enhancing shareholder wealth.

E). Refer the bid to competition authorities

It is a legitimate defence to challenge the bid on competition/antitrust grounds if it may reduce competition.
In contrast:

B (altering the articles to change acceptance thresholds mid-bid) is a classic frustrating action, usually not allowed without
shareholder approval during an offer period.
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D (publishing knowingly unrealistic optimistic forecasts) is misleading and not permitted under market and takeover rules.

NEW QUESTION # 55

A company plans to acquire new machinery.

It has two financing options; buy outright using a bank loan, or a finance lease.

Which of the following is an advantage of a finance lease compared with a bank loan?

A. Tax depreciation allowances may be passed on to the company by the lessor.

B. It is "off-balance sheet" and will not affect the company's gearing,

C. The lessor provides maintenance of the asset.

D. The interest rate offered might be more favourable because the lessor has the security of the asset.

Answer: D

Explanation:

In CIMA F3, finance leases are analysed as a form of debt financing and are compared directly with bank loans when evaluating
long-term funding options. The syllabus (under Financing Decisions and Leasing vs Buying) explains that a finance lease is
economically similar to borrowing to purchase an asset, because the lessee assumes substantially all the risks and rewards of
ownership.

Option B is correct because one key advantage of a finance lease over a bank loan is that the lessor retains legal ownership of the
asset, which provides strong security for the lender. As a resul, the lessor’s risk is lower than that of a bank providing an unsecured
or partially secured loan. CIMA F3 study guidance highlights that this reduced risk can allow the lessor to offer more favourable
interest rates or financing terms than a conventional bank loan.

The other options are incorrect under current accounting and financial strategy principles:

A is incorrect because finance leases are not off-balance sheet. Under IFRS 16 (examined in F3), finance leases must be recognised
on the statement of financial position, increasing both assets and liabilities and therefore affecting gearing,

C is incorrect because tax depreciation (capital allowances) normally remain with the legal owner, the lessor.

These benefits are not "passed on" directly, although they may be reflected indirectly in lease pricing.

D is incorrect because maintenance is a feature of operating leases, not finance leases. In a finance lease, the lessee is responsible for
maintenance and nsurance.

NEW QUESTION # 56

Assumre today is 31 December 20X1.

A listed mobile phone company has just launched a new phone which is proving to be a great success.

As a direct result of the product's success, eamings are forecast to increase by:

* 5% a year in each of years 20X2 - 20X6

* 3% from 20X7 onwards

Market analysts were very excited to hear the news of the success of the product and future growth forecasts.

Assuming a semi-efficient market applies, which of the following company valuation methods is likely to give the best estimate of the

company's equity value today?

A. Today's share price x number of shares in issue.

B. Discounted free cash flow using the company's forecast growth rates.

C. Today's share price x number of shares in issue + retained earnings.

D. P/E valuation based on the company's long term P/E and earmings for the year ended 31 December
20X1.

Answer: A

Explanation:

In a semi-strong efficient market, today's share price already reflects all publicly available information, including the news about the
successful new phone and revised growth forecasts. So the best estimate of equity value today is simply:

Market cap=Current share pricexnumber of shares\text{Market cap} = \text{Current share price} \times \text

{number of shares} Market cap=Current share pricexnumber of shares

No adjustment for retained eamnings, and no need to redo valuation models if the market is semi-strong efficient.

NEW QUESTION # 57



‘Which THREE of the following statements are true of a money market hedge?

A. They leave the company exposed to currency risks.

B. They are easy to set up.

C. They are more complex than forward contracts.

D. They may be a little more flexible in comparison to a forward contract.
E. They offer roughly the same outcome as a forward contract.

Answer: A,CE

NEW QUESTION # 58
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