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CIMA F3 Financial Strategy Sample Questions (Q351-Q356):

NEW QUESTION # 351
Extracts froma company's profit forecast for the next financial year is as follows:

Since preparing the forecast, the company has decided to return surplus cash to shareholders by a share repurchase arrangement.
The share repurchase would result in the company purchasing 20% of the 2,000 million ordinary shares currently in issue and
cancelling them

Assuming the share repurchase went ahead, the impact on the company's forecast earnings per share will be an increase of:

A.$0,100
B. $0,050
C. 50,125
D. $0,075

Answer: B

Explanation:
Profit after preference dividend = $400m
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Shares currently in issue = 2,000m

Current EPS =400 /2,000 = $0.20

Repurchase: 20% of 2,000m = 400m shares # new shares = 1,600m
New EPS =400/ 1,600 = $0.25

Increase in EPS = 0.25 # 0.20 = $0.05

NEW QUESTION # 352
Ifa company's bonds are currently yielding 8% in the marketplace, why would the entity's cost of debt be lower than this?

A. Market interest rates have decreased.

B. Interest is deductible for tax purposes.

C. There should be no difference; the cost of debt is the same as the bond's market yield.
D. The company's credit rating has changed.

Answer: B

NEW QUESTION # 353

Company Z wishes to borrow $50 million for 10 years at a fixed rate of interest.

Two alternative approaches are being considered:

1. Issue a 10 year bond at a fixed rate of 6%, or

2. Borrow from the bank at Libor +2.5% for a 10 year period and simultaneously enter into a 10 year interest rate swap.
Current 10 year swap rates against Libor are 4.0% - 4.2%.

What is the difference in the net interest cost between the two alternative approaches?

A. Approach A is 0.5% a year less expensive
B. Approach B is 2.0% a year less expensive
C. Approach B is 2.2% a year less expensive
D. Approach A is 0.7% a year less expensive

Answer: D

NEW QUESTION # 354

A company is planning a share repurchase programme with the following details:

* Repurchased shares will be immediately cancelled.

* The shares will be purchased at a premium to the market share price.

The current market share price is greater than the nominal value of the shares.

Which of'the following statements about the impact of the share repurchase programme on the company's financial statements is
correct?

A. The premium to the nominal value would be charged to retained earnings.

B. The share capital figure would reduce by the nominal value of the shares purchased.

C. The total value of the equity in its Statement of Financial Position would remain unchanged.
D. The premium to the market value would be charged to the Income Statement.

Answer: B

NEW QUESTION # 355

A conpany based in Country D, whose currency is the D$, has an objective of maintaining an operating profit margin of at least
10% each year.

Relevant data:

* The company makes sales to Country E whose currency is the ES. It also makes sales to Country F whose currency is the FS.
* All purchases are fiom Country G whose currency is the G$.

* The settlement of all transactions is in the currency of the customer or supplier.

‘Which of the following changes would be most likely to help the company achieve its objective?

e A. The F$ weakens against the D$ over time.



¢ B. The DS strengthens against the G$ over time.
o C. The D$ weakens against the G$ over time.
o D. The DS strengthens against the E$ over time.

Answer: B

Explanation:

Revenues are in E$ and F$, costs are in G$, and reporting currency is DS.

Ifthe D$ strengthens against G$ (option C), then G$ costs translate into fewer D$, so reported costs fall and operating profit margin
Improves.

A stronger DS against E$ or F$ (A or B) reduces the D$ value of sales, hurting margins.

A weaker D$ against G$ (D) makes G$-denominated costs more expensive in DS, also hurting margins.

So the change that most helps maintain/improve margin is C.

NEW QUESTION # 356
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