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CIMA F3 Financial Strategy Sample Questions (Q33-Q38):
NEW QUESTION # 33 
AA is considering changing its capital structure. The following information is currently relevant to AA:
The gearing rating raising the new debt finance will be 50%.
Which THREE of the following statement about the impact of AA's change in capital structure are true under Modigliani and Miler's
capital structure theory with tax.
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A. The WACC will decrease below 7.6%
B. The WACC increase above 7.6
C. The cost of debt will increase above 4%
D. The cost of debt remain unchanged at 4%
E. The cost of equity will decrease below 10%
F. The cost of equity will increase above 10%

Answer: A,B

NEW QUESTION # 34 
XYZ is a multi-national group with subsidiary AA in Country A and subsidiary BB in Country B. The capital structures of AA and
BB are set up to take advantage of the lower tax rate in Country A Thin capitalisation rules in Country B will limit the ability for
either AA or BB to claim tax relief on:

A. interest paid by AA
B. interest paid by BB
C. interest earned by AA
D. interest earned by BB.

Answer: B

Explanation:
Thin capitalisation rules in Country B restrict tax relief on excessive interest deductions of companies resident there. That means they
limit deductions for:
Interest paid by BB, the subsidiary in Country B.

NEW QUESTION # 35 
A Venture Capital Fund currently holds a significant shareholding in a large private company as a result of funding a recent
management buyout. It plans to exit this investment in 5 years time at a significant profit.
Which THREE of the following exit mechanisms are most likely to be preferred by the Venture Capital Fund?

A. The management team has an option to buy the Venture Capital Fund's shares for their nominal value which can be
exercised in 5 years time.
B. The Venture Capital Fund has a legal entitlement to sell its shareholding to any third party investor if the company has not
obtained a stock market listing within 5 years.
C. The Venture Capital Fund has an option to sell its shareholding to the company at twice its original cost which can be
exercised in 5 years time.
D. The private company obtains a stock market listing on a recognised exchange within the next 5 years.
E. The management team agrees to buy back the Venture Capital Funds shareholding in 5 years time at its original cost.

Answer: B,C,D

NEW QUESTION # 36 
Company A is planning to acquire Company B. Both companies are listed and are of similar size based on market capitalisation No
approach has yet been made to Company B's shareholders as the directors of Company A are undecided about the most suitable
method of financing the offer Two methods are under consideration a share exchange or a cash offer financed by debt.
Company A currently has a gearing ratio (debt to debt plus equity) of 30% based on market values. The average gearing ratio (debt
to debt plus equity) for the industry is 50% Although no formal offer has been made there have been market rumours of the
proposed bid. which is seen as favorable to Company A.
As a consequence. Company As share price has risen over the past few weeks while Company B's share price has fallen.
Which THREE of the following statements are most likely to be correct?

A. Company B's shareholders will be able to participate in the future growth of the combined business if it is a share exchange
B. Company A's gearing will increase following a share exchange.
C. Based on current share price movements, a share exchange would mean Company A has to issue fewer shares to acquire
Company B than it would have done a few weeks ago
D. The method of finance chosen will not affect the post-acquisition earning per share of the combined business



E. Company A's weighted average cost of capital will fall if financing is with debt

Answer: C,E

NEW QUESTION # 37 
Which THREE of the following would be most important if a hospital wishes to review the effectiveness of its services?

A. Average waiting times for treatment.
B. Patient satisfaction ratings.
C. Revenue generated from car park charges.
D. Staff costs compared to previous years.
E. The proportion of surgical procedures that are deemed to be successful.

Answer: A,B,E

Explanation:
For reviewing the effectiveness of hospital services, the focus is on quality of care and outcomes:
A). Proportion of surgical procedures successful - direct clinical effectiveness measure #
B). Average waiting times for treatment - key access and service delivery metric #
C). Patient satisfaction ratings - captures perceived quality and experience # Options D (staff costs) and E (car park revenue) are
financial/operational efficiency measures, not direct indicators of service effectiveness, so they are less relevant here.

NEW QUESTION # 38
......
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