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CIMA F3 Financial Strategy Sample Questions (Q184-Q189):
NEW QUESTION # 184 
Hospital X provides free healthcare to all members of the community, funded by the central Government.
Hospital Y provides healthcare which has to be paid for by the individual patients. It is a listed company, owned by a large number
of shareholders.
In comparing the above two organisations and their objectives, which THREE of the following statements are correct?

A. Only Y is likely to have a mixture of financial and non-financial objectives.
B. X and Y will have the same primary non financial objective - provision of quality of health care.
C. X is a not-for-profit organisation while Y is a for-profit organisation.
D. X and Y have the same primary financial objective - to maximise shareholder wealth.
E. The performance of X will be appraised primarily on the basis of value for money.

Answer: B,C,E

NEW QUESTION # 185 
Company AEE has a 10 year 6% corporate bond in issue which has a nominal value of $400 million, which is currently trading at
95%. The bond is secured on the company's property
The Board of Directors has calculated the equity value of Company AEE as follows;

Which THREE of the following are errors in the valuation?

A. Using cash flows to equity rather than expected dividends as the initial cash flows.
B. Deducting replacement capital expenditure
C. Using the company's weighted average cost of capital to discount cash flows attributable to shareholders.
D. Including retained earnings from the Statement of Financial Position.
E. Deducting $400 million for the value of the company's corporate bond.

Answer: B,C,D

NEW QUESTION # 186 
PYP is a listed courier company. It is looking to raise new finance to fit each of its delivery vans with new equipment to allow
improved parcel tracking for customers The senior management team of PYP have decided on a 10-year secured bond to finance
this investment- Which TWO of the following variables are most likely to decrease the yield to maturity of the bond?

A. The senior management team decide to issue a convertible bond rather than a conventional bond
B. The announcement of a new contract for PYP that will increase operating profits by 5% over the next 5 years.
C. The senior management team decide to issue an unsecured bond rather than a secured bond
D. Changing the term of the bond from 1 0 years to 5 years to match the expected life of the new equipment

Answer: A,D

NEW QUESTION # 187 
The Treasurer of Z intends to use interest rate options to set an interest rate cap on Z's borrowings.
Which of the following statement is correct?

A. The cost of a collar is lower than the cost of a cap a one.
B. The Treasurer will retain the benefit of movcTcnt3 in interest ratc3 below the floor limit.
C. The Treasurer will have to negotiate the options with Z's Dark
D. The Treasurer should buy an interested rate floor and sell an interested cap ta the same time

Answer: A



NEW QUESTION # 188 
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 $4 million.
* The corporate income tax rate is 20%.
At the beginning of the current financial year, the company raised long term debt of $2 million at 5% 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. $1.09
B. $1.20
C. $0.52
D. $0.47

Answer: C

Explanation:
Last year's profit before interest and tax (PBIT) = $4.0m
Objective: PBIT to increase by 10% #
PBITthis year=4.0×1.10=4.4m\text{PBIT}_{\text{this year}} = 4.0 \times 1.10 = 4.4\text{m} PBITthis year=4.0×1.10=4.4m
New long-term debt = $2m at 5% interest # Interest = 2.0×0.05=0.1m2.0 \times 0.05 = 0.1\text{m}2.0×0.05=0.1m Profit before
tax (PBT):
4.4#0.1=4.3m4.4 - 0.1 = 4.3\text{m}4.4#0.1=4.3m
Tax at 20%:
Tax=4.3×0.20=0.86m\text{Tax} = 4.3 \times 0.20 = 0.86\text{m}Tax=4.3×0.20=0.86m Earnings after tax:
Earnings=4.3#0.86=3.44m\text{Earnings} = 4.3 - 0.86 = 3.44\text{m}Earnings=4.3#0.86=3.44m Dividend payout ratio = 40% of
earnings:
Total dividends=3.44×0.40=1.376m\text{Total dividends} = 3.44 \times 0.40 = 1.376\text{m} Total
dividends=3.44×0.40=1.376m Shares in issue = 2m # Dividend per share:
DPS=1.3762=0.688#$0.69\text{DPS} = \frac{1.376}{2} = 0.688 \approx \$0.69DPS=21.376=0.688#$0.69 So, correct DPS
by calculation is about $0.69 per share. Since none of the given options (A-D) equals this, there is likely a typo or omission in the
provided options, but the financially correct figure is $0.69.

NEW QUESTION # 189
......
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