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CIMA F3 Financial Strategy Sample Questions (Q305-Q310):
NEW QUESTION # 305 
Company A needs to raise AS500 mi lion to invest in a new project and is considering using a pub ic issue of bonds to finance the
investment.
Which THREE of the following statements-relating to this bond issue are true?

A. The bond market is unregulated making it easier to raise finance
B. A company must be listed before it can issue bones.
C. The largest issuer of bond i3 the government.
D. Bonds issues in the corporate debt market are underwritten.
E. Purchasing bonds in the capital markets enables entities to borrow large amounts of finance.

Answer: C,D,E

Explanation:
B - The largest issuer of bonds is the government.
C - Issuing bonds in the capital markets allows entities to borrow large amounts.
E - Corporate bond issues are normally underwritten.
(Companies do not have to be listed to issue bonds, and public bond markets are regulated, not unregulated.)

NEW QUESTION # 306 
A company is concerned that a high proportion of its debt portfolio consists of variable rate finance with an interest rate of LIBOR '
1 .0%.
It is considering using an interest rate swap to reduce interest rate risk out is concerned about additional finance cost this might
create.
A bank has quoted swap rates of 3% 3.5% against LIBOR.
A bank has quoted swap rates of 3% 3.5% against LIBOR.
Is an interest rate swap likely to be beneficial to the company at current LIBOR rates?

A. No, because interest cost will increase with the interest rate swap in place.
B. Yes, because interest cost will decrease with the interest rate swap in place.
C. Yes, because it will have lower interest rate risk and interest cost remains the same.
D. No, because it would be cheaper to repay variable rate finance aid enter into new fixed rate finance than to enter into an
interest rate swap.

Answer: C

NEW QUESTION # 307 
Company B is an all equity financed company with a cost of equity of 10%.
It is considering issuing bonds in order to achieve a gearing level of 20% debt and 80% equity.
These bonds will pay a coupon rate of 5% and have an interest yield of 6%.
Company B pays corporate tax at the rate of 25%.
According to Modigliani and Miller's theory of capital structure with tax, what will be Company B's new cost of equity?
A)

B)

C)

D)
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A. Option B
B. Option A
C. Option C
D. Option D

Answer: A

NEW QUESTION # 308 
Company A plans to acquire Company B in a 1-for-1 share exchange.
Pre-acquisition information is as follows:

Post-acquisition information is as follows:
Annual earnings are expected to increase by $4 million.
The P/E multiple of the combined company is expected to be 12 times.
If the acquisition proceeds, what is the expected percentage increase in the post acquisition share price of Company A?

A. 0%
B. 50%
C. 6%
D. 8%

Answer: A

Explanation:
Pre-acquisition
Company A
Earnings = $50m
P/E = 12 # Market value = 50 × 12 = $600m
Shares = 100m # Share price = 600 / 100 = $6.00
Company B
Earnings = $16m
Combined current earnings = 50 + 16 = $66m.
Post-acquisition assumptions
Earnings increase by $4m # New total earnings
= 66 + 4 = $70m
Combined P/E = 12
# Total market value = 70 × 12 = $840m
Effect of the 1-for-1 share exchange
Company B has 40m shares, so Company A issues 40m new shares.
New total shares in Company A = 100m + 40m = 140m
Post-acquisition share price:
New price=Total valueTotal shares=840m140m=$6.00\text{New price} = \frac{\text{Total value}}{\text
{Total shares}} = \frac{840m}{140m} = \$6.00New price=Total sharesTotal value=140m840m=$6.00 This is the same as the
original $6.00, so the percentage increase in Company A's share price is:



6.00#6.006.00=0%\frac{6.00 - 6.00}{6.00} = 0\%6.006.00#6.00=0%
So the expected increase in share price is 0%.

NEW QUESTION # 309 
Company A is planning to acquire Company B at a price of $ 65 million by means of a cash bid.
Company A is confident that the merged entity can achieve the same price earnings ratio as that of Company A.

What does Company A expect the value of the merged entity to be post acquisition?

A. $187.5 million
B. $156.0 million
C. $122.5 million
D. $207.0 million

Answer: C

NEW QUESTION # 310
......
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