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CIMA F3 Financial Strategy Sample Questions (Q15-Q20):

NEW QUESTION # 15

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?

e A. Warrants can potentially be very expensive because they can involve the issue of shares at a discount in the future if
exercised.

e B. Warrants are a debt sweetener attached to the bond to drive down the interest rate payable on the bond.

e (. Warrants give the holder the right to buy ordinary shares in the company at a fixed price at a future date.

e D. Warrants can be sold back to the issuing company for the nominal value of the share ifno longer required by the bond
holder.
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Answer: D

Explanation:

Comprehensive and Detailed Step by Step Explanation with all CIMA F3: Financial Strategy documents: = CIMA F3 explains
warrants as equity-linked sweeteners often attached to debt issues (such as bonds) to make them more attractive, allowing the issuer
to reduce the coupon rate. This aligns directly with statement A, which is therefore correct: warrants are indeed used to "sweeten"" a
bond and drive down the interest rate.

Statement B is also correct: a warrant gives the holder the right, but not the obligation, to subscribe for a company's ordinary shares
at a fixed exercise price on or before a specified future date. This is a core definition in the F3 syllabus under hybrid and derivative
mstruments.

Statement D reflects the idea that warrants can be costly to existing shareholders. If the share price in future is well above the
exercise price, new shares will be issued at what is effectively a discount, diluting existing shareholders' value. This is a recognised
downside in CIMA discussions of equity-linked incentives.

Statement C is the incorrect one. Warrants are typically detachable and tradeable, but they are not normally redeemable by the
issuer at nominal share value at the discretion of the holder. They're exercised into shares or sold in the market, not "sold back" to
the company for par. Hence C is NOT correct.

Questions no: 199044

NEW QUESTION # 16

H Company has a fixed rate load at 10.0%, but wishes to swap to variable. It can borrow at LIBOR 8%.
The bank is currently quoting swap rates of 3.1% (bid) and 3.5% (ask).

‘What net rate will HHH Company pay if it enters into the swap?

A. Risk-free rate +6.5%
B. Risk-free rate +6.9%
C. Risk-free rate +3.1%
D. Risk-free rate +8%

Answer: B

NEW QUESTION # 17

A company needs to raise $20 million to finance a project.

It has decided on a rights issue at a discount 0f20% to its current market share price.

There are currently 20 million shares in issue with a nominal value of $1 and a market price of $5 per share.

Calculate the terms of the rights issue.

A. 1 new share for every 4 existing shares
B. 1 new share for every 20 existing shares
C. 1 new share for every 25 existing shares
D. 1 new share for every 5 existing shares

Answer: A

NEW QUESTION # 18
Which THREE of the following are likely to be strategic reasons for a horizontal acquisition?

A. To secure key parts of the value chain

B. Reduction of competition

C. Acquisition of an undervalued company

D. To achieve economies of scale

E. Reduction of risk by building a larger portfolio

Answer: B,C,D

NEW QUESTION # 19
The primary objective of a public sector entity is to ensure value for money is generated.



Value for money is defined as performing an activity so as to simultaneously achieve economy, efficiency and effectiveness Efficiency
is defined as:

A. spending funds so as to achieve the objectives of the entity.
B. obtaining quality inputs at minimum cost.

C. obtaining maximum output from minimum inputs

D. performing activities in the least amount of time possible

Answer: C

Explanation:

Economy = obtaining quality inputs at minimum cost # D
Efficiency = obtaining maximum output from minimum inputs # C #
Effectiveness = spending funds so as to achieve the objectives # A
So efficiency is correctly defined by C.

NEW QUESTION # 20
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