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CIMA F3 Financial Strategy Sample Questions (Q422-Q427):
NEW QUESTION # 422 
A company is concerned about the interest rate that it will be required to pay on a planned bond issue.
It is considering issuing bonds with warrants attached.
Advise the directors which of the following statements about warrants is NOT correct?

A. Warrants are a debt sweetener attached to the bond to drive down the interest rate payable on the bond.
B. Warrants can be sold back to the issuing company for the nominal value of the share if no longer required by the bond
holder.
C. Warrants give the holder the right to buy ordinary shares in the company at a fixed price at a future date.
D. Warrants can potentially be very expensive because they can involve the issue of shares at a discount in the future if
exercised.

Answer: B

NEW QUESTION # 423 
The ex div share price of a company's shares is $2.20.
An investor in the company currently holds 1,000 shares.
The company plans to issue a scrip dividend of 1 new share for every 10 shares currently held.
After the scrip dividend, what will be the total wealth of the shareholder?
Give your answer to the nearest whole $.
$ ? .

Answer:

Explanation:
2200

NEW QUESTION # 424 
A listed company is financed by debt and equity.
If it increases the proportion of debt in its capital structure it would be in danger of breaching a debt covenant imposed by one of its
lenders.
The following data is relevant:
The company now requires $800 million additional funding for a major expansion programme.
Which of the following is the most appropriate as a source of finance for this expansion programme?

A. Bank overdraft
B. Private placement of a bond
C. Rights issue
D. Retained earnings

Answer: C

NEW QUESTION # 425 
A company is planning a new share issue.
The funds raised will be used to repay debt on which it is currently paying a high interest rate.
Operating profit and dividends are expected to remain unchanged in the near future.
If the share issue is implemented, which THREE of the following are most likely to increase?

A. The number of shares in issue
B. The cost of equity
C. Interest cover
D. The gearing (book value of debt as a percentage of the book value of equity + debt)
E. Next year's payment of corporate income tax

Answer: A,D,E



NEW QUESTION # 426 
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 $10 0 million.
The rate of corporate tax is 20%.
The average P/E multiple of listed companies in the same industry is 10 times current earnings.
The P/E multiple of recent takeovers in the same industry have ranged from 11 times to 12 times current earnings.
The average P/E multiple of the top 100 companies on the stock market is 16 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 = $110 million, and maximum = $120 million.
B. Minimum = $88 million, and maximum = $96 million.
C. Minimum = S80 million, and maximum = $128 million.
D. Minimum = S100 million, and maximum = $120 million.

Answer: B

Explanation:
Profit before tax = $10m (the "10 0" in the text).
Tax @ 20% # earnings after tax = 10 × (1 # 0.20) = $8m.
For a takeover, it's appropriate to use the takeover P/E range in the same industry: 11-12 times.
Value range = 8 × 11 to 8 × 12 = $88m to $96m.

NEW QUESTION # 427
......
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