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CIMA F3 Financial Strategy Sample Questions (Q255-Q260):

NEW QUESTION # 255

ART manufactures traditional scooters. It has an equity beta of 1.4 and is financed entirely by equity. It plans to continue to be all-
equity financed in future.

It is considering producing a range of electric scooters

GGG is a comparable quoted electric scooter manufacturer GGG has an equity beta of 2 4 reflecting its high level of gearing (the
ratio of debt to equity is VI using market values).

The risk-free rate is 5%, and the market premiumis 6%.
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The rate of corporation tax is 20%
What is the recommended discount rate that ART should use to assess the project to manufacture electric scooters?

Explanation:

13%

1. De-gear GGG's equity beta to get its asset betaGGG's data:Equity beta #e=2.4\beta_e = 2.4#e=

2. 4Gearing D/E=1D/E = 1D/E=1 (market values)Tax rate T=20%T = 20\%T=20%Formula#a=#e1+(1#T) DE\beta a =
\frac{\beta_e} {1 + (1-T)\frac{D} {E} } #a=1+(1#T)ED#He #a=2.41+0.8x1=2.41.8=43#1.33\beta_a

=\frac{2.4} {1 + 0.8 \times 1} =\frac{2.4} {1.8} =\frac{4} {3} \approx 1.33#a=1+0.8x12.4=1.82.4=34#1.33 This asset beta
represents the business risk of electric scooters.2. Re-gear for ART's capital structure ART is and will remain all-equity financed, so
for the project#project=a#t1.33\beta_{\text{project} } =\beta a

\approx 1.33#project=Ha#1.33 3. Use CAPM to get the discount rateGiven:Risk-free rate RF=5%R_f= 5\% Rf=5%Market risk
premum (Rn#Rf)=6%(R m- R _{) = 6\%(Rn#Rf)=6%Required return=Rft+#project
(R#RA=5%+1.33x6%=5%+8%~13%\text{Required return} =R _f+\beta {\text{project} }(R m- R f)=

5\% + 1.33 \times 6\% = 5\% + 8\% = 13\%Required return=Rf+#project(Rn#R)=5%+1.33%6%=5%+8%

=13% Recommended discount rate (nearest whole %): 13%

NEW QUESTION # 256
The financial assistant of a geared company has prepared the following calculation of the company's equity value:

S million I Véar2  [Year 3 and every
year thereaflar
Forecaslt free cash flows lo all 7.2 7.9
investors 1,_
Value of equity = Stlmiies . 7.0l N Tomilien . = $76°8 million
(R0 3 LIOF % 0,00
Useful information;

* Tax rate - 20%

* Cost of equity = 12%

* Weighted average cost of capital (WACC) < 10%

" Debt finance of the company comprises a $6 million 7% undated bond trading at par Valuation workings.
Which of the following errors has been made by the financial assistant?

A. A deduction for debt value is missing.

B. The 20% tax charge is missing,

C. A two year discount factor is incorrect in the perpetuity calculation.
D. Discounting at WACC is incorrect.

Answer: A

NEW QUESTION # 257

A company needs to raise $20 million to finance a project.

It has decided on a rights issue at a discount of 20% to its current market share price.

There are currently 20 million shares in issue with a nominal value of $1 and a market price of $5 per share.
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Calculate the terms of the rights issue.

-

A. 1 new share for every 4 existing shares
B. 1 new share for every 5 existing shares
C. 1 new share for every 20 existing shares
D. 1 new share for every 25 existing shares

Answer: A

NEW QUESTION # 258

A company is planning to repurchase some of its shares. Relevant details are as follows:
* 100 million shares i issue

* Current share price $5

* 5 million shares to be repurchased

* 10% repurchase premium

* Repurchased shares to be cancelled

‘What would you expect the share price after the repurchase to be?

Give your answer to two decimal places.

$?
Answer:

Explanation:
4.97,4.98

NEW QUESTION # 259

A listed company is planning to raise $21.6 million to finance a new project with a positive net present value of $5 million. The
finance 1s to be raised via a rights issue at a 10% discount to the current share price. There are currently 100 million shares in issue,
trading at $2.00 each.

Taking the new project into account, what would the theoretical ex-rights price be?

Give your answer to two decimal places.

Answer:

Explanation:

$?

2.02,2.03

Explanation:

In CIMA F3, rights issues and post-issue valuation are taught under the learning outcomes relating to financing decisions, equity
issuance, and shareholder value analysis. The Theoretical Ex-Rights Price (TERP) represents the price a share should trade at
immediately after the rights issue when the "value dilution" and

"value added" of the project are taken into account.



According to the financial strategy principles taught in F3, the TERP is calculated by adding;

The current market value of equity,

The cash raised from the rights issue, and

The net present value (NPV) of the investment project,

then dividing by the total number of shares after the issue. This reflects the CIMA F3 view that share prices should adjust to reflect
both new financing inflows and future economic benefits associated with positive- NPV projects.

Step-by-step application of the F3 method

(1) Current shareholders' equity value:

(2) Rights issue price:

Rights issued at a 10% discount:

(3) Number of new shares issued:

(4) Total shares after issue:

(5) Total value after issue and project:

Add value of cash raised and NPV:

(6) TERP formula:

Rounded to two decimal places:

This calculation follows the CIMA F3 principle that positive-NPV projects increase shareholder wealth, and therefore must be
added to the total post-issue company valuation before dividing by the enlarged share capital.

NEW QUESTION # 260
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