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CIMA F3 Financial Strategy Sample Questions (Q350-Q355):

NEW QUESTION # 350

A listed company with a growing share price plans to finance a four-year research project with debt.
The main criterion for the finance is to mnimise the annual cashflow payments on the debt.

The research will be sold at the end of the project.

Which of'the following would be the most suitable financing method for the company?

A. Fnance lease

B. Bank loan

C. Bonds with warrants
D. Standard bonds

Answer: C

Explanation:

The project lasts four years and will be sold at the end; the firm wants to minimise annual cashflow payments on the debt.

Bank loans and finance leases usually require amortising payments (interest + principal) # higher annual cashflows.

Standard bonds pay full coupon at market rate # higher annual interest than bonds with attached warrants.

Bonds with warrants allow investors extra value via the warrant, so the coupon can be set lower, cutting annual interest payments;
principal is typically repaid at maturity, matching the project sale.

NEW QUESTION # 351

A company's latest accounts show profit after tax of $20.0 million, after deducting interest of $5.0 million. The company expects
earnings to grow at 5% per annum indefinitely.

The company has estimated its cost of equity at 12%, which is included in the company WACC of 10%.

Assuming that profit after tax is equivalent to cash flows, what is the value of the equity capital?

Give your answer to the nearest $ million.

$ 2 million

Answer:

Explanation:
300, 300000000

NEW QUESTION # 352

XCV can borrow at either 9.5% fixed or the risk-free rate plus 1.3%.

XCV wishes to borrow at a variable rate and thinks that a swap may enable it to do so cheaply BNM can borrow the same
principal sumas XCV It can borrow at 10 5% fixed or the risk-free rate plus 2 1 % BNM wishes to raise fixed rate debt XCV and
BNM have agreed to use an interest rate swap They will share any savings equally Calculate the effective swap rate that will be paid
by XCV.

Give your answer to one decimal place.

Answer:

Explanation:

Risk-fiee

rate + 1.2%XCV should borrow where it has the comparative advantage (fixed) and then swap:XCV:

Fixed: 9.5%Floating: rf+ 1.3%BNMFixed: 10.5%Floating; rf+ 2.1%XCV is better by 1.0% in fixed and
0.8% in floating, so the total potential gain from a swap:1.0%#0.8%=0.2%1.0\% - 0.8\% = 0.2\%1.0%#0.8%
=0.2% They share this equally # each gets 0.1% benefit. XCV wants floating, so its effective rate should be:
rfr1.3%#0.1%=rf+1.2%\text {rf} + 1.3\% - 0.1\% = \text {rf} + 1.2\%rf+1.3%#0.1%=rf+1.2%

NEW QUESTION # 353

WW is a quoted manufacturing company. The Finance Director has addressed the shareholders during WW's annual general
meeting-She has told the shareholders that WW raised equity during the year and used the funds to repay a large loan that was
maturing, thereby reducing WW's gearing ratio



At the conclusion of the Finance Director's speech one of the shareholders complained that it had been foolish for WW to have used
equity to repay debt The shareholder argued that the Modigliani and Miller model (with tax) offers proof that debt is cheaper than
equity when companies pay tax on their profits.

‘Which THREE arguments could the Finance Director have used in response to the shareholder?

® A. Alower gearing ratio creates greater flexibility for WW in the future

¢ B. WW was approaching a debt covenant limit and it was therefore important to reduce gearing,

¢ (. The Modigliani and Miller model would only be valid in practice if WW's shareholders were aware of the model and
believed in its validity

¢ D. The shareholder was confusing the cost of capital with shareholder wealth

¢ E. A lower gearing ratio will result in an increase in the value of the company

e F. Reducing the gearing ratio has reduced the financial risk of WW which will benefit shareholders

Answer: B,E,F

NEW QUESTION # 354

Company A has made an offer to acquire Company Z.

Both companies are quoted and their current market share prices are:
* Company A - $4

* Company Z - $5

Shareholders in company Z have been given three alternative offers:

* Cash of $5.50 per share

* Share for share exchange on the basis of 3 for 2

*10.5% long dated bond for every 20 shares

The bond is has a nominal value of $100 and the expected yield on bonds of similar risk is 10%.
You are advising a Company Z shareholder on the three offers.

She requires a 15% premium if she is to accept the offer.

In providing your advice, which of the following statements is correct?

A. The share for share exchange is the only offer which is above the acceptance threshold.

B. The value of the consideration given by the cash and bond offers is certain, unlike the share offer.
C. The bond offer is above the minimum threshold and should be accepted.

D. The bond offer is only worth $100 which represents a zero premium and should be rejected.

Answer: A

NEW QUESTION # 355
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