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CIMA F3 Financial Strategy 58 & F3 i B & (Q236-Q241):

E R #236
Company ABE is an unlisted company that has been trading for 10 years. During this period, it has seen substantial growth in
revenue and earnings. For the company to continue its growth it needs to raise new finance The directors are considering an initial

public offering (IPO).
The following information is relevant to Company ABE:

Shares in issue 50 million

Revenue in last financial year $650 million

Pre-1ax profils Tor the last nnancidl
year

Corporate lax rate ‘ﬁé} 30%

$150 milion

A listed company of similar size and in the same industry as Company ABE had earnings per share in the last financial year of $1 80
Its shares are currently trading at a price / earnings ratio of 12.

The directors of Company ABE have asked for advice on what price they might expect if the company is listed on the stock
exchange by means of an IPO.

Using the mformation provided what is an estimated issue price for each share in Company ABE?

*l h‘h‘l

Give your answer to 2 decimal places.
EfE:

fE:

$25.20 per shareShares in issue = S0mRevenue = $650mPre-tax profit = $150mTax rate = 30%

Comparable listed company: EPS = $1.80, P/E = 12Earnings after taxEarnings=150x%(1#0.30)=150x0.70=$105mitext
{Eamings} = 150 \times (1 - 0.30) = 150 \times 0.70 = \$105\text {m} Earnings=150x%(1#0.30)=150x0.
70=$105m EPS for ABEEPS=105/50=$2.10\text{EPS} = 105 / 50 =\$2.10EPS=105/50=$2.10 Apply peer P

/E of 12Issue price#2.10x12=$25.20\text{Issue price} \approx 2.10 \times 12 =\$25.20Issue price#2.
10x12=$25.20 Estimated IPO issue price (to 2 d.p.): $25.20 per share

R #237
An aerospace company is planning to diversify into car manufacturing,
Relevant data:



Car
Manufacturing
Industry

Aerospace
Company

20:80 20:80

1.02 1:19

1.2 1.4

5% 5%

10% 10%

30% 30%

What is the the cost of equity to be used in the WACC for the project appraisal?
Give your answer in percentage, as a whole number.

e A 18%
e B.19%

Ef#: B

B #238

Company W has received an unwelcome takeover bid from Company B.

The offer is a share exchange of 3 shares in Company B for 5 shares in Company W or a cash alternative of $5.70 for each
Company W share.

Company B is approximately twice the size of Company W based on market capitalisation. Although the two companies have some
common business interested the main aim of the bid is diversification for Company B.

Company W has substantial cash balances which the directors were planning to use to find an acquisition.

These plans have not been announced to the market.

The following share price nformation is relevant.

|3 Mmortns ago
1 rwnilh agu

[Today

Which of the following would be the most appropriate action by Company W's directors following receipt of this hostile bid?

e A. Refer the bid to the country's competition authorities.

e B. Paya one-off special dividend.

e C. Change the Articles of Association to increase the percentage of shareholder votes required to approve a takeover.
e D. Write to shareholders explaining fully why the company's share price is under valued.

EM: D



H A #239

Companies L. M N and O:

* are based in a country that uses the RS 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 United States. All import and export trade with companies or individuals in the United
States is priced in US$.

Typical import/export trade for each company ina year are as follows:

Company Lq— L N o
Imports in USS millions 10 - 25 15
Exports Iin USS millions 20 18 | 4 21

 CIMA

‘Which company's growth objecti_vg is most sensitive to a moverrent in the USS / RS exchange rate?

A. Company M
B. Company L

C. Company N
D. Company O

Ef#: B

ER #240

Company M plans to bid for Company J. Company M has 20 million shares in issue and a current share price of $10.00 before
publicly announcing the planned takeover. Company J has 10 million shares in issue and a current share price of $4.00.

The directors of Company M are considering an all-share bid of 1 Company M shares for 2 Company J shares.

Synergies worth $20m are expected from the acquisition.

What is the likely change in wealth for Company M's shareholders (in total) if the bid is accepted?

Give your answer to the nearest $ million.

$ ? million

Ef#:
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