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HH #74

Company WWW is identical in all operating and risk characteristics to Company ZZZ. but their capital structures differ. Company
WWW and Conpany ZZZ both pay corporate income tax at 20% Company WWW has a gearing ratio (debt: equity) of 1:3 Its
pre-tax cost of debt is 6%.

Company ZZZ1s all-equity financed. Its cost of equity is 15%

What is the cost of equity tor Company WWW?

A 17.7%
B. 18.0%
C.17.4%
D. 17.0%


https://drive.google.com/open?id=1cvTak3QyXFJRHRMXup9rMxv7tgOG4q2p
https://www.goshiken.com/CIMA/CIMAPRA19-F03-1-mondaishu.html
https://www.jptestking.com/CIMAPRA19-F03-1-exam.html
https://www.jptestking.com/CIMAPRA19-F03-1-exam.html
https://www.mogiexam.com/CIMAPRA19-F03-1-exam.html

IEf#: B

R e -

For WWW (geared 1:3 debtequity):

D/E=1/3D/E= 1/3D/E=1/3

Let E=3xE = 3xE=3x, D=xD = xD=x # V=4xV = 4xV=4x

E/V=3/4=0.75E/V = 3/4 = 0.75E/V=3/4=0.75, D/V=1/4=0.25D/V = 1/4 = 0.25D/V=1/4=0.25 Cost of debt Kd=6%K d =
6\%K d=6% Unlevered cost relation:

Kw=EVKe+DVKAK u=\frac{E} {V}K e +\frac{D} {V}K dKu=VEKe+VDKd 0.15=0.75Ke+0.25x0.
060.15=0.75K e+ 0.25 \times 0.060.15=0.75Ke+0.25x0.06 0.15=0.75Ke+0.0150.15=0.75K e+ 0.0150.15
=0.75Ke+0.015 0.75Ke=0.135#Ke=0.1350.75=0.18=18%0.75K e = 0.135 \Rightarrow K_e =\frac{0.135}

{0.75} = 0.18 = 18\%0.75Ke=0.135#Ke=0.750.135=0.18=18%

B #75

A company plans to raise finance for a new project.

It is considering either the issue of a redeemmable cumulative preference share or a Eurobond.

Advise the directors which of the following statements would justify the issue of preference shares over a bond?

¢ A The issue of the preference share would reduce the company's gearing - however, the Eurobond would increase it.

¢ B. The company can claim tax relief on the dividend paid on the preference share at a higher rate than the interest paid on the
Eurobond.

e C. Preference shares are not secured against the assets of the business - however, the Eurobond would be.

e D. Ifprofits are poor, dividends do not have to be paid on the preference share - however, interest would need to be paid on
the Eurobond.

Ef#: D

fEEL:

CIMA F3 compares different forms of long-term finance, including preference shares and bonds/Eurobonds, focusing on control, tax
treatiment, gearing impact, and flexibility.

Statement B captures a key advantage of preference shares from the company's perspective: if profits are poor, preference
dividends can be omitted or deferred, especially when they are cumulative. Although unpaid dividends accumulate, non-payment
does not normally constitute default in the same way as missing an interest payment on a bond. For a Eurobond, failure to pay
nterest when due would place the company in default, triggering legal and reputational consequences. This extra flexibility is exactly
why preference shares might be favoured over bonds.

Statement A is misleading: Eurobonds are often unsecured, and security (or lack of'it) is not a defining difference versus preference
shares.

Statement C is incorrect in this context: redeemable cumulative preference shares are typically treated as a financial liability under
IFRS (like debt), so they would generally increase gearing, not reduce it.

Statement D is clearly wrong as dividends are not tax-deductible, whereas bond interest normally is.

Therefore, the best justification for issuing preference shares rather than a Eurobond is B.

E R #76

D has US$10 million to invest over 12 months in either USS or GBP Its options are to invest in USS at the present USS interest rate
of 10 18%. or to convert the USS to GBP at the spot rate GBP1 =US$1 61 and invest in GBP at an interest rate of 6.4%.
According to the interest rate parity theory, what will the one year forward rate be?

Give your answer to three decimal places.

Ef#:

AR

1.667

Use covered interest rate parity F=Sx 1+r$1+1\£F = S \times \frac{1+r_{\$} } {I+r_{\£} }F=Sx1+r\£1+1$ Spot rate S=1.61S =
1.61S=1.61 USS$/£USS interest rate r$=10.18%=0.1018r {\$} = 10.18\% = 0.1018r$=10.

18%=0.1018GBP interest rate 1'\f=6.4%=0.064r_{\£} = 6.4\% = 0.064r\£=6.4%~0.064F=1.61x1.10181.064#1.
61x1.0355#1.667F = 1.61 \times \frac{1.1018} {1.064} \approx 1.61 \times 1.0355 \approx 1.667F=1.61x1.
0641.1018#1.61x1.0355#1.667 Answer (to three decimal places):GBP1 = US$1.667\boxed {\text{GBP1 = US\$1.667} } GBP1
=US$1.667



HE#77

A company wishes to raise new finance using a rights issue to mvest in a new project offering an IRR of 10%
The following data applies:

* There are currently 1 million shares in issue at a current market value of $4 each.

* The terns of the rights issue will be $3.50 for 1 new share for 5 existing shares.

* The company's WACC is currently 8%.

What is the yield-adjusted theoretical ex-rights price (TERP)?

Give your answer to 2 decimal places.

$?

e A 4.06,4.060
e B.4.06,4.050

EfE: A

HM #78

A company has:

* A price/earnings (P/E) ratio of 10.

* Barnings of $10 million.

* A market equity value of $100 million.

The directors forecast that the company's P/E ratio will fall to 8 and earnings fall to $9 million.

Which of the following calculations gives the best estimate of new company equity value in $ million following such a change?

oawp
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