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CIMA F3 Financial Strategy Sample Questions (Q44-Q49):

NEW QUESTION # 44
Two companies that operate in the same industry have different Price/Earnings (P/E) ratios as follows:

‘Which of'the following is the most likely explanation of the different P/E ratios?

A. Company B has higher gearing than Company A.

B. Company B has higher business risk than Company A.

C. Company B has higher expected future growth than Company A.
D. Company B has a greater profit this year than Company A.

Answer: C

NEW QUESTION # 45

A venture capitalist invests in a company by means of buying;

* 9 million shares for $2 a share and

* 8% bonds with a nominal value of $2 million, repayable at par in 3 years' time.

The venture capitalist expects a return on the equity portion of the investment of at least 20% a year on a compound basis over the
first 3 years of the investment.

The company has 10 million shares in issue.

What is the minimum total equity value for the company in 3 years' time required to satisify the venture capitalist's expected return?
Give your answer to the nearest $ million.

$ million.

Answer:

Explanation:
34, 35,
34000000, 35000000

NEW QUESTION # 46

The ex div share price of Company A's shares is $.3.50

An investor in Company A currently holds 2,000 shares.

Company A plans to issue a script divided of 1 new shares for every 10 shares currently held.
After the scrip divided, what will be the total wealth of the shareholder?

Give your answer to the nearest whole $.

e A. $7,000-Exhibit (4d58789-9564-4746-a118-289adb7184109)-
e B. 7000Scrip issue 1-for-10:Current holding = 2,000 shares at $3.50 # wealth= 2,000 x 3.50 = $7,000.A scrip dividend
just increases number of shares and reduces price proportionally, so total wealth stays the same.

Answer: A,B

NEW QUESTION # 47

Company A plans to acquire Company B ina 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.

Ifthe acquisition proceeds, what is the expected percentage increase in the post acquisition share price of Company A?
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A 50%
B. 6%
C.8%
D. 0%

Answer: D

Explanation:

Pre-acquisition

Company A

Earnings = $50m

P/E = 12 # Market value = 50 x 12 = $600m

Shares = 100m# Share price = 600 / 100 = $6.00

Company B

Farnings = $16m

Combined current eamings = 50 + 16 = $66m.

Post-acquisition assumptions

Earnings increase by $4m# New total earnings

=66+4=370m

Combined P/E= 12

# Total market value = 70 x 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=840m140n=$6.00\text{New price} = \frac {\text{Total value} } {\text
{Total shares} } = \frac {840m} {140m} = \$6.00New price=Total sharesTotal value=140m840n=$6.00 This is the sane 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\%66.006.00#6.00=0%
So the expected increase in share price is 0%.

NEW QUESTION # 48

Modigliani and Miller are the main proponents of the view that the dividend policy is irrelevant to the value of a company's shares.
They argue that a company that continually reinvests its entire earnings would generate the same shareholder wealth if it engaged in a
policy of high dividends and financed its expansion with finds obtained from rights issues.

‘Which THREE of the following statements are assumptions that are required in order to support this proposition?

A. Investors act in a rational manner.

B. The capital markets are efficient markets.

C. Investors do not always have access to perfect information.

D. There is a muiltiplicity of corporate and personal income tax rates.

E. There are no transaction costs involved in the issue of new shares (including rights issues).

Answer: A,B,E

Explanation:
Explanation
DiscursiveFO

NEW QUESTION # 49
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