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CIMA F3 Financial Strategy Sample Questions (Q392-Q397):
NEW QUESTION # 392 
Company C is a listed company. It is currently considering the acquisition of Company D.
The original founder of Company C currently owns 52% of the shares.
Alternative forms of consideration for Company D being considered are as follows:
* Cash payment, financed by new borrowing
* issue of new shares in Company C
Which of the following is an advantage of a cash offer over a share-for exchange from the viewpoint of the original founder of
Company C?

A. A cash offer would result in a lower gearing ratio therefore reduce the weighted overage cost of capital whereas a cash
offer would not.
B. A share-for-share exchange would require the approval of the Competition Authorities but a cash offer would not.
C. A share for share exchange would result in a significant change in control of Company C whereas a cash offer would not.
D. A share-for-share exchange would require the approval shareholders in Company C but a cash offer would not.
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Answer: C

NEW QUESTION # 393 
A wholly equity financed company has the following objectives:
1. Increase in profit before interest and tax by at least 10% per year.
2. Maintain a dividend payout ratio of 40% of earnings per year.
Relevant data:
* There are 2 million shares in issue.
* Profit before interest and tax in the last financial year was $5 million.
* The corporate income tax rate is 30%.
At the beginning of the current financial year, the company raised long term debt of $2 million at 10% interest each year.
Calculate the dividend per share that will be announced this year assuming the company achieves its objective of increasing profit
before interest and tax by 10%.

A. $0.74
B. $1.01
C. $0.67
D. $1.11

Answer: A

NEW QUESTION # 394 
The Board of Directors of a small listed company engaged in exploration are currently considering the future dividend policy of the
company. Exploration is considered a high-risk business and consequently the company has a low level of debt finance.
Forecasts indicate a period of profit fluctuation in the next few years as the company is planning to embark on a major capital
investment project. Debt finance is unlikely to be available due to the project's high business risk.
Which THREE of the following are practical considerations when determining the company's dividend
/retention policy?

A. The general level of interest rates and the tax savings on interest costs relating to debt finance.
B. The dividend policies of mature listed multinational companies in the exploration industry.
C. The timing and size of the cash flow requirements for the new investment.
D. The legislation and regulation governing distributable profits.
E. The fluctuating nature of the projected future profits.

Answer: C,D,E

Explanation:
Practical considerations for dividend/retention policy of a high-risk exploration company facing volatile profits and major investment
needs:
A). Timing and size of cash flows needed for the new investment - crucial for deciding how much to retain vs.
pay out - Relevant.
B). Fluctuating projected profits - affects ability to sustain dividends - Relevant.
C). Legislation and regulation on distributable profits - always a hard constraint on dividends - Relevant.
D). Dividend policies of mature multinationals - not a practical constraint for a small, high-risk explorer - Not key.
E). Interest rates and tax savings on debt - less relevant where debt finance is unlikely to be available - Not key.
Answer (200289):

NEW QUESTION # 395 
Companies A, B, C and D:
* are based in a country that uses the K$ as its currency.
* have an objective to grow operating profit year on year.
* have the same total levels of revenue and cost.
* trade with companies or individuals in the eurozone. All import and export trade with companies or individuals in the eurozone is
priced in EUR.
Typical import/export trade for each company in a year are as follows:
Which company's growth objective is most sensitive to a movement in the EUR/K$ exchange rate?



A. Company C
B. Company D
C. Company A
D. Company B

Answer: D

NEW QUESTION # 396 
A company has:
* 10 million $1 ordinary shares in issue
* A current share price of $5.00 a share
* A WACC of 15%
The company holds $10 million in cash. No interest is earned on this cash.
It will invest this in a project with an expected NPV of $4 million.
In a semi-strong efficient stock market, which of the following is the most likely share price immediately after the announcement of
the new investment?

A. $5.40
B. $6.80
C. $5.30
D. $6.40

Answer: A

NEW QUESTION # 397
......

Constantly updated multiple mock exams with a great number of questions that will help you in better self-assessment. Memorize all
your previous F3 Financial Strategy (F3) exam questions attempts and display all the changes in your results at the end of each
CIMA F3 Practice Exam attempt. Users will be able to customize the F3 Financial Strategy (F3) practice test software by time or
question types. Supported on all Windows-based PCs.
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