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CIMA F3 Financial Strategy Sample Questions (Q130-Q135):
NEW QUESTION # 130 
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 of the different P/E ratios?

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

Answer: D

NEW QUESTION # 131 
The Board of Directors of a listed company wish to estimate a reasonable valuation of the entire share capital of the company in the
event of a takeover bid.
The company's current profit before taxation is $4.0 million.
The rate of corporate tax is 25%.
The average P/E multiple of listed companies in the same industry is 8 times current earnings.
The P/E multiple of recent takeovers in the same industry have ranged from 9 times to 10 times current earnings.
The average P/E multiple of the top 100 companies on the stock market is 15 times current earnings.
Advise the Board of Directors which of the following is a reasonable estimate of a range of values of the entire share capital in the
event of a bid being made for the whole company?

A. Minimum = $27 million, and maximum = $30 million.
B. Minimum = $36 million, and maximum = $40 million.
C. Minimum = $24 million, and maximum = $45 million.
D. Minimum = $32 million, and maximum = $60 million.

Answer: A

NEW QUESTION # 132 
The following information relates to Company A's current capital structure:
Company A is considering a change in the capital structure that will increase gearing to 30:70 (Debt:Equity).
The risk -free rate is 3% and the return on the market portfolio is expected to be 10%.
The rate of corporate tax is 25%
Using the Capital Asset Pricing Model, calculate the cost of equity resulting from the proposed change to the capital structure.

A. 9.3%
B. 11.4%
C. 12.3%
D. 10.1%

Answer: C

NEW QUESTION # 133 
A venture capitalist has made an equity investment in a private company and is evaluating possible methods by which it can exit the
investment over the next 3 years. The private company shareholders comprise the four original founders and the venture capitalist.
Advise the venture capitalist which THREE of the following methods will enable it to exit its equity investment?

A. The private company obtains a stock market listing.
B. The private company conducts a stock split of its share capital.
C. The private company buys back the equity shares.
D. Trade sale of shares to an external 3rd party.
E. The private company undertakes a 1 for 4 rights issue.

Answer: A,C,D



Explanation:
A). Private company buys back the equity shares - VC can sell its shares back to the company # full exit.
C). Company obtains a stock market listing - creates a market for the shares; VC can sell on IPO or in the market # exit.
E). Trade sale of shares to an external 3rd party - classic VC exit route.
A rights issue (B) or stock split (D) do not, by themselves, provide an exit - they just change capital structure or number of shares.

NEW QUESTION # 134 
Company P is a large unlisted food-processing company.
Its current profit before interest and taxation is $4 million, which it expects to be maintainable in the future.
It has a $10 million long-term loan on which it pays interest of 10%.
Corporate tax is paid at the rate of 20%.
The following information on P/E multiples is available:
Which of the following is the best indication of the equity value of Company P?

A. $24 million
B. $80 million
C. $40 million
D. $48 million

Answer: A

NEW QUESTION # 135
......
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