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B #1 B] CIMA Strategic level F3 % & % 5 E & (Q381-Q386):

i RE #381

Company AEE has a 10 year 6% corporate bond in issue which has a nominal value of $400 million, which is currently trading at
95%. The bond is secured on the company's property The Board of Directors has calculated the equity value of Company AEE as
follows;

1. Calculated the company's cash flows o equity (afiér replacement
capital expenditure)

3. Used the company’s wekghled avweeaga.cost of capital 1o descount tha
cash flows 1o equily

4, Added the retainadielm nj]'.?mﬂ' the Statemaeni of Financial Position
o e, YA ]
L

5. Deducted SS00Lmillion an‘R‘:w_m-ofm nf‘tuan)":. corpodale bond
— She—i—11

‘Which THREE of the following are errors in the valuation?

A. Using the company's weighted average cost of capital to discount cash flows attributable to shareholders.
B. Deducting replacement capital expenditure

C. Using cash flows to equity rather than expected dividends as the initial cash flows.

D. Including retained earnings from the Statement of Financial Position.

E. Deducting $400 million for the value of the company's corporate bond.

ZX: ADE

i RE LB -

A - Retained earnings: When you value equity by discounting cash flows to equity, the result already represents the total value of
equity. You don't then add book retained earnings on top - that would double- count equity.

B - Deducting $400m for the bond: With a FCFE valuation you do not deduct the value of debt at all - the cash flows are already
after interest and principal. So deducting the bond is wrong, and in any case they used nominal value ($400m) instead of market
value ($380m).

C - Using WACC: Cash flows to equity must be discounted at the cost of equity, not at WACC. WACC is used only when
discounting free cash flow to the firm.

Using cash flows to equity (D) is fine, and deducting replacement capex (E) is correct because only fiee cash after maintaining assets
belongs to shareholders.

A8 #382
‘Which THREE of the following statements are correct in respect of the issuance of debt securities.

¢ A Investors in traded bonds have an ownership (or equity stake) in the company which issued the bonds.

¢ B. Governments are the most frequent issuers of bonds and the proceeds are used to fnd government expenditure or service
the national debt.

e C. A corporate entity coming to the bond market for the first time will find it easier to issue corporate bonds than to arrange a
conventional term loan.

¢ D. A bond issuer must appoint at least one market-maker to ensure that there is a liquid market in its traded bonds.

¢ E. The redemption yield on a corporate bond can be determined by calculating the internal rate of return based on the cash
flows arising during the duration of the bond.

ER: ABC

R #383

Company A, a listed company, plans to acquire Company T, which is also listed.

Additional information is:

* Company A has 100 million shares in issue, with market price currently at $8.00 per share.

* Company T has 90 million shares in issue, with market price currently at $5.00 each share.

* Synergies valued at $60 million are expected to arise from the acquisition.

* The terms of the offer will be 2 shares in A for 3 shares in B.

Assuming the offer is accepted and the synergies are realised, what should the post-acquisition price of each of Company A's shares
be?

Give your answer to two decimal places.

ER:



fE R A -

§2.

8.19, 8.18Post-acquisition share price of Company A after share-for-share offer and synergy.Company A:

100m shares at $8 # value = 100 x 8 = $800mCompany T: 90m shares at $5 # value =90 x 5 =

$450mSynergies = $60mOfter: 2 shares in A for every 3 shares in TStep 1 - New shares issued:Exchange ratio (A per T share) =
2/3New A shares = 90m X (2/3) = 60mTotal A shares post-deal = 100m+ 60m=

160mStep 2 - Total value post-acquisition with synergies:Combined value = 800 + 450 + 60 = $1,310mStep 3

- Post-acquisition share price:Price per A share = 1,310/ 160 = $8.1875 # $8.19

i RE #384

Company AAB is located in country A whose currency is the AS It has a subsidiary, BBA, located m country B that has the BS as
its currency AAB has asked BBA to pay BS40 million surplus funds to AAB to assist with a planned new capital investment in
country A The exchange rate today is AS1 = BS3 Tax regimes

* Company BBA pays withholding tax of 25% on all cash remitted to the parent company

* Company AAB pays tax of 10% on at cash received from its subsidiary

How much will company AAB have available for investment after receiving the surplus finds from BBA?

A. A$ 27 million
B. A$ 9 million

C. AS 12 million
D. A$ 81 million
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i RE #385

An analyst has valued a company using the free cash flow valuation model.

The analyst used the following data in determining the value:

* Estimated free cashflow in 1 year's time = $100,000

* Estimated growth in free cashflow after the first year = 5% each year indefinitely
* Appropriate cost of equity = 10%

The result produced by the analyst was as follows:

Value of equity = $100,000 (1+0.05)/0.10 = $1,050,000

The analyst made a number of errors in determining the value.

By how much has the analyst undervalued the company?

e A $2,000,000
¢ B. $2,100,000
e C. §950,000

¢ D. $1,050,000

ER: C
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