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HA #4027

A private company manufactures goods for export, the goods are priced in foreign currency BS.

The company is partly owned by members of the founding family and partly by a venture capitalist who is helping to grow the
business rapidly in preparation for a planned listing in three years' time.

The company therefore has significant long term exposure to the BS.

This exposure is hedged up to 24 months into the future based on highly probable forecast future revenue streas.

The company does not apply hedge accounting and this has led to high volatility in reported earnings.

Which of the following best explains why external consultants have recently advised the company to apply hedge accounting?

A. To provide a more appropriate earnings figure for use in calculating the annual dividend.

B. To ensure that the venture capitalist receives regular annual returns on its investment.

C. To make it easier for the market to value the business when it is listed on the Stock Exchange.
D. To fully adopt IFRS in preparation for listing the company.

IEf: C

fEERA -

Applying hedge accounting will better match the gains/losses on hedging instruments with the underlying forecast revenues, reducing
artificial volatility in reported profit. This makes the performance figures more representative and therefore easier for the market to
analyse and value when the company lists.

Option D is weaker because hedge accounting is optional under IFRS, and A and C do not address the key issue of earnings
volatility and future market valuation.

HA #428

NNN is a company financed by both equity and debt. The directors of NNN wish to calculate a valuation of the company's equity
and at a recent board meeting discussed various methods of business valuation.

‘Which THREE of the following are appropriate methods for the directors of NNN to use in this instance?

A. Total earnings multiplied by a suitable price-earnings ratio.

B. Cash flow to all investors discounted at WACC.

C. Cash flow to all investors discounted at WACC less the value of debt.

D. Cash flow to equity discounted at the cost of equity.

E. Cash flow to equity discounted at the cost of equity less the value of debt.

Ef#: AL C. D

A -

NNN is financed by both equity and debt, and the directors specifically want the value of the equity. Valid approaches are:

A). Total earnings % P/E ratio - Correct

Using a suitable sector or market price-earnings multiple and multiplying by NNN's earmnings gives an estimate of the equity value
directly.

B). Cash flow to all mvestors discounted at WACC less the value of debt - Correct Discounting free cash flow to the firm (to all
mvestors) at the WACC gives the enterprise value (debt + equity). Subtracting the market value of debt then leaves an estimate of
the equity value.

C). Cash flow to all mvestors discounted at WACC - Not sufficient

This gives the total firm value, not just the equity. On its own, it doesn't answer the question.
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D). Cash flow to equity discounted at the cost of equity less the value of debt - Incorrect Discounting cash flow to equity at the cost
of equity already produces equity value. Subtracting debt again would be conceptually wrong (double counting).

E). Cash flow to equity discounted at the cost of equity - Correct

This is the standard free cash flow to equity (FCFE) valuation method and directly yields the value of equity.

So the appropriate methods here are A, B and E.

HM #429

Company A plans to acquire Company B.

Both firms operate as wholesalers in the fashion industry, supplying a wide range of ladies' clothing shops.

Company A sources mainly from the UK, Company B imports most of its supplies from low-income overseas countries.
Significant synergies are expected in management costs and warehousing, and in economies of bulk purchasing.

‘Which of'the following is likely to be the single most important issue facing Company A in post-merger integration?

¢ A. Understanding the management information system of the acquired firm.
¢ B. Discussions with anti-poverty campaigning groups.

¢ C. Discussions with representatives from key customer accounts.

¢ D. Identifying and removing surplus staff.

EfE: A

A -

CIMA F3 places strong emphasis on post-merger integration (PMI) as a critical determmant of whether expected synergies from an
acquisition are actually realised. The syllabus highlights that although financial and operational synergies may appear attractive at the
appraisal stage, the effective mtegration of systemns, processes and controls is often the greatest practical challenge after completion.
In this scenario, Company A and Company B operate in the same industry and at the same level of the supply chain (horizontal
mtegration), and the anticipated synergies relate to management cost savings, warehousing efficiencies and bulk purchasing
economies. For these synergies to be achieved, Company A must be able to accurately measure performance, control costs,
manage inventory, and coordinate purchasing decisions across the enlarged group. CIMA F3 study guidance stresses that this
requires a clear understanding of the acquired company's management information system (MIS).

Option B is therefore the most important issue. Without understanding Company B's MIS, Company A will struggle to:

Identify genuine cost-saving opportunities,

Integrate inventory and warehousing systens,

Align purchasing data to exploit economies of scale,

Monttor operational performance consistently post-acquisition.

The other options, while relevant, are secondary:

A (removing surplus staff) is a consequence of integration, not the primary enabling issue.

C (customer discussions) is less critical here because both firms already operate in the same wholesale market with similar
customers.

D is not a strategic financial or operational issue under CIMA F3 and is therefore irrelevant.

CIMA F3 consistently emphasises that information systems integration underpins successful post-merger synergy realisation, making
option B the correct answer.

H R #430

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

An nvestor 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 $.

AR
7000



M #431
‘Which THREE of the following statements are true of a money market hedge?

A. They are easy to set up.

B. They may be a little more flexible in comparison to a forward contract.
C. They are more complex than forward contracts.

D. They offer roughly the same outcome as a forward contract.

E. They leave the company exposed to currency risks.

IEf#: C. D. E
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