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the exam, therefore you can pass the exam more easily.

CIMA F3 Financial Strategy Sample Questions (Q239-Q244):

NEW QUESTION # 239

A company has announced a rights issue of 1 new share for every 4 existing shares.
Relevant data:

* The current market price per share is $10.00.

* Rights are to be issued at a 20% discount to the current price.

* The rate of return on the new funds raised is expected to be 10%.

* The rate of return on existing funds is 5%.

What is the yield-adjusted theoretical ex-rights price?

Give your answer to two decimal places.

$?
Answer:

Explanation:
11.20,11.2

NEW QUESTION # 240

A Venture Capital Fund currently holds a significant shareholding in a large private company as a result of funding a recent
management buyout. It plans to exit this investment in 5 years time at a significant profit.

‘Which THREE of the following exit mechanisirs are most likely to be preferred by the Venture Capital Fund?

e A The Venture Capital Fund has a legal entitlement to sell its shareholding to any third party investor if the company has not
obtained a stock market listing within 5 years.

¢ B. The management team agrees to buy back the Venture Capital Funds shareholding in 5 years time at its original cost.

C. The private company obtains a stock market listing on a recognised exchange within the next 5 years.

D. The management team has an option to buy the Venture Capital Fund's shares for their nominal value which can be

exercised in 5 years time.

E. The Venture Capital Fund has an option to sell its shareholding to the company at twice its original cost which can be

exercised in 5 years time.

Answer: A,C.E

Explanation:

VC wants to exit in 5 years at a significant profit.

A: Buyback at original cost # no profit # not preferred.

B: IPO within 5 years # creates market to sell at premium# preferred.

C: Put option to sell back to company at twice cost # guarantees profit # preferred.

D: Right to sell to any third party if no listing # provides liquidity / exit route # preferred.
E: Management can buy at nominal value # would likely be a loss # not preferred.

NEW QUESTION # 241

A company has borrowings of S5 million on which it pays interest at 8%. It has an operating profit margin of

20%.

The company plans to increase borrowings by S2 million Interest on additional borrowings would be 10% and the operating profit
margin would remain unchanged A debt covenant attached to the new borrowings requires interest cover to be at least 4 times
throughout the period of the borrowing Interest cover is defined in the loan documentation as being based on operating profit What
is the minimum sales value required each year to avoid a breach of the interest cover covenant'

A. S3.00 million
B. S12.00 million
C. TS2.40 million
D. S2.88 million

Answer: B



Explanation:

Current debt interest:

Existing: 5mx8%=0.40m5\text {m} \times 8\% = 0.40\text {m} Smx8%=0.40m

New: 2mx10%=0.20m2\text{m} \times 10\% = 0.20\text {m} 2m>10%=0.20m

Total mterest = 0.60m

Let annual sales = SSS.

Operating profit margin=20%# OP = 0.20 S.

Interest cover covenant:

0.20S0.60#4#0.20S#2.4#S#2.40.20=12.0 million\frac {0.20 S} {0.60} \ge 4 \Rightarrow 0.20 S \ge 2.4
\Rightarrow S \ge \frac{2.4} {0.20} = 12.0\ \text{million} 0.600.20S#4#0.20S#2.4#5#0.202.4=12.0 million Correct answer: A.
$12.00 million

NEW QUESTION # 242

Company A has a cash surplus.

The discount rate used for a typical project is the company's weighted average cost of capital of 10%.

No investment projects will be available for at least 2 years.

Which of the following is currently most likely to increase shareholder wealth in respect of the surplus cash?

A. Maintaining the cash in a current account.

B. Paying the surplus cash as a dividend at the earliest opportunity.
C. Investing in the local money market at 4% each year.

D. Investing in a 2 year bond returning 5% each year.

Answer: B

Explanation:
Calc_Set4

NEW QUESTION # 243

On 1 January:

* Company X has a value of $50 million

* Company Y has a value of $20 million

* Both companies are wholly equity financed

Company X plans to take over Company Y by means of a share exchange. Following the acquisition the post-tax cashflow of
Company X for the foreseeable future is estimated to be $8 million each year. The post-acquisition cost of equity is expected to be
10%.

What is the best estimate of the value of the synergy that would arise from the acquisition?

A. $30 million
B. $100 million
C. $10 million
D. $60 million

Answer: C

NEW QUESTION # 244

We also fully consider the characteristics of the user on studying the F3 exam questions. For exanple, many people who choose to
obtain a F3 certificate don't have a lot of time to prepare for the exam Based on this point, our team of experts really took a lot of
thought in the layout of the content. The contents of F3 Exam Materials are carefilly selected by experts. We hope you can get the
most effective knowledge in the shortest possible time.
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