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SECTION A (TOTAL POSSIBLE MARKS = 20 MARKS)
Answer any iwo questions.

Question 1 (10 possible marks)
How can the efficiency with which a company measures its working capital be
measured? 10 marks

Question 2 (10 possible marks)

a) The value of a company is the present value of future dividends. How is
this inconsistent with the proposition that dividends are irrelevant? 7 marks
b) What factors affect a dividend decision? 3 marks

Question 3 (10 possible marks)

Kops Ltd has budgeted to produce 5 000 units of product Alpha. Each unit requires 20kg of
material ‘K’ whose cost per kilogram is $7 500. Holding cost per unit per year is estimated at
$320. Ordering cost per order is $10 000.

Required: :
a) Determine the Economic Order Quantity and the total stock management cost. 4 marks
b) After how many days should an order be placed? I mark
c) Compute the average dollar investment in stock. 2 marks
d) What are the objectives of a debtor’s credit policy? 3 marks

Question 4 [10 possible marks]
a) Compare and contrast the Net Present Value with the Internal Rate of Return. 5 marks
b) Specify which of the two methods mentioned in (a) will, in your opinion; take precedence
should the two methods have conflicting results. Explain. 5 marks
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SECTION B (TOTAL POSSIBLE MARKS = 55 MARKS)
Answer ALL Questions

Question 5 (10 possible marks)
Joan Limited wishes to invest in equipment worth $20 000. The cost of capital has been
estimated at 12%. The following economic condition estimates have been made:

In the first year — There is an even chance of the economy being bad or good

In the second year — there is a 70% chance of the economy being good if it was good in the first
year; there is a 30% chance of the economy being bad if it was good in the first year; there is a
25% chance of the economy being good if it was bad in the first year; there is a 75% chance of
the economy being bad if it was bad in the first year;

If the economy is good in the first year, demand is estimated at $25 000,
If the economy is bad in the first year, demand is estimated at $5 000,

If the economy is good in the second year, provided it was good in the first year, demand is
estimated at $30 000,

If the economy is good in the second year, provided it was bad in the first year, demand Is
estimated at $3 000,

If the economy is bad in the second year, provided it was bad in the first year, demand is
estimated at $1 000,

If the economy is bad in the second year, provided it was good in the first year, demand is
estimated at $15 000.

Required
a. Compute the Expected Net Present Value of the equipment. 6 marks
b. Recommend to Joan Limited whether or not to invest in the equipment, giving your
reasons. | mark
c. What is the probability of the project operating at a loss? I mark
d. Briefly explain how the Breakeven Analysis is used to try and ascertain the risk levels of
a project to be implemented. 2 marks
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Question 6 (10 possible marks)
Big Boy Limited has provided you with the following information as on 31 December 2011:

$000

12% Bonds ($1 000 par value) 10 000
15% Preference Shares ($50 par) 8 000
Ordinary Share Capital ($10 par) 50 000
Retained Profit 12 000
80 000

The management of the company considers the current capital structure to be optimal and Big
Boy Limited can raise $50 million required for investment as below:

Bonds
New 14% bonds ($1 000 par value) can be issued at a price of $920.
Preference Shares

Current market price per share is $75. 15% preference shares can be issued at the same market
price. Floatation costs will be 12%.

Ordinary Shares

The ordinary shares, whose Beta factor is 1. 4, are currently trading at $§64. Dividends of §5 per
share for the year to 31 December 2011 have just been paid. Dividends have been growing at a
constant rate of 9% and management believes that new shares can be issued at $60 per share. The
risk — free rate is 8%, expected market returns 15% and corporate tax is at a rate of 30%.

Required
i. Compute the cost of each of the three sources of finance. Determine the cost of equity
using both the dividend growth model. 6 marks
ii. Determine the weighted average cost of capital of the company. I mark
iii. Clearly explain its importance J marks
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Question 7 (10 possible marks)

Kupa Limited wants to raise $324 million for investment. The management does not wish to

consider the option of raising the money through borrowing due to the current high level of

interest rates on debt. The managing director has suggested that the funds be raised through a

rights issue of 2 ordinary shares for every 5 shares currently in issue. Currently Kupa Limited

has 6 million share (par value $20) in issue, with a current market value of $240 per share.
Required:

i. Determine the price at which the shares are to be issued in order to raise the funds. 2 marks

ii. Compute the theoretical ex —right price. 4 marks
iii. What factors should be considered when choosing a source of finance for a project? 4
marks

Question 8 (25 possible marks)
Nelly Ltd has identified 3 projects for investment. Details of the projects are as follows:

Project X Project Y Project Z
Initial investment $40 000 | $40 000 $40 000
|
Year Cash Inflows
1 $13 000 $7 000 | $19 000
2 $13 000 $10 000 $16 000
3 $13 000 $13 000 $13 000
1
4 $13 000 £16 000 $10 000
5 $13 000 $19 000 $7 000
Required:
i.  Calculate each project’s discounted payback period. Which project is preferred according
to this method? 7 marks
ii.  Calculate the Net Present Value (NPV) of each project. Which project is preferred
according to this method? _ 10 marks

Comment on your findings in (a) and (b) and Evaluate which project is desirable.2 marks
iii.  Explain why the use of cash flows is preferred to the use of accounting profits in making
investment decisions. 6 marks
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SECTION C (TOTAL POSSIBLE MARKS = 25 MARKS)

Answer ALL questions

a) Briefly state the following terms:

i.  Debt Factoring
ii.  Credit policy
iii.  Split Issue
iv.  Capital Rationing

12 marks
12 marks
12 marks
12 marks

b) Briefly state 2 ways in which a public issue can be made.
¢) The Financial Manager uses Financial Reports prepared by accountants to make

decisions.

i.  Outline three financial analysis techniques s'he can use.

ii.  Indicate three limitations of Financial Reports.

d) Distinguish between risk and uncertainty.
e) Comment (and illustrate) on the view that the risk an investor faces by investing in a

single asset differs from the risk he faces by investing in a portfolio.

2 marks

3 marks
3 marks
I mark

5 marks

f) Following extensive analysis and forecasting, you have established that an investment in
Mills Limited offers the following probability distribution of returns, given different

states of the economy:

State of the economy Probability of state of Conditional return
economy
Super - boom 10% 50%
Boom 20% 35%
Normal 45% 20%
Recession 15% 10% i
Severe Recession 10% -5% (negative) _|
Required:
i.  Compute the Expected Return I mark
ii. Compute risk using standard variance 3 marks
iii. Compute risk using the coefficient of variation 2 marks
iv.  Which measure of risk is more favorable? I marks

End of Paper
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Present Value and Fulure Value Tablas

Table A-1 Future Value Interest Factors for One Dollar Compounded at k& Percent for n Periods: FVIF .= (1 + K"
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Prasant Value and Future Value Tables

Table A-3 Present Vaiue interest Factors for One Dollar Discounted at k Percent for n Periods: PUWE, = 1/(1 + k)"
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EAkd
T30
omid | ogfos | 68378 | eassk | 03589 | o.7se7 | e2eis | otser | etea7 | e1asn | 00117 | o0ed6 | 047eR | 000838 | 005 | 0044 | 0217 | GO10F | 00003 | 0.0044
EAGR
B2

0ana | o
o o7es | 0 04067 | 04057 | 03254 | 82618 | 83909 | 04703 | B137E | 04117 | 00907 | 0.0738 | 00600 | 06491 | 0.0403 | 0.03F9 | 80151 | 80071 | 0.005% | 0.0024
T orere | oeHT | o4ede | 03901 | oo | eaere | ooaeri | 0aSTT | otasd | 69018 | 80617 | 00859 | 00532 | 00431 | 0049 | 00284 | 00136 | G00S7 | 80047 | G.OO1E

| 35 077es | 06095 | 04776 | 03791 | 0985 | 9.33%6 | 6i8dd | 4480 | oii60 | n0s3) | 00738 | 00533 | 0.047% | 0.0370 | 0.0384 | 80245 | 00905 | 0.004E | 0.0022 | G004
un ovats | 05521 | o420 | 03083 | oawng | eamen | oand | ooesd | 0754 | 60573 | 8.0437 | 0.0334 | 00256 | 00196 | 8.0131 | 60116 | 80043 | 00018 | 4.0012 !
] o708 | 68000 | 03854 | o3sa4 | 04843 | 24301 | 00937 | 006TE | 0.0480 | ooase | c.0289 | 00149 | 0.6139 | 0.0102 | 0.0076 | S.0055 | 00017 | 00008 . .
M 0638y | o502 | 02450 | o497 | ou7ar [ eoazy | eoars | nosss | osass | noszs | onaid | 00169 | 0.0973 | 00009 | 0.0065 | G0048 | 00014 S 4
40 OET1T | 04839 | D066 | 03083 | 01430 | 8.0972 | DOGEB | 00450 | DOI1E | 0021 | 80184 | 00147 | 0.0075 | 0.0051 | 0.0007 | 4.00IF pgoay | ¢ = :
] osose | 03798 | o3t | 01407 | 0.OETE | 80543 9 | o213 | ootas | oooms | 00sd | 0.0018 | 0.0003 | 0.0014 | 00008 | 20006 K [ WD -

Tabla A-4 Prasant Value Intorest Factors for a One-Dollar Annuity Discaunted at k Percent for n Periods: PVIFA = [1- 101 + K] /K
Perad | 1% P Er [ 5% (] ™ P [ 1% 1% 1T% 1% 14% 1% 18% % 4% P 0%

1 05901 | eoecd | osmos | oseis | sesad | oeasd | oeods | 0ezen | o174 | 09091 | 09009 | 08929 | BB8S50 | GATTZ | 0GRS | 08621 | 04333 | 064965 | 04000 | 07992
3 18704 | 19496 | 19135 | teeey | dased | dadda | deeds | 17833 | 47884 | 47385 | 47425 | 16801 | 16681 | 1.6487 | 18387 | 18052 | 15378 | 14568 | 1.4400 | 1.0609 |
F] 28410 | 2aaxs | 3exes | 27761 | 27232 | 26790 | 26243 | 26770 | 26303 [ 24089 | 24497 | BAO0E | 2613 | IAME | 22432 | 27459 | 21063 | 14N) | 19530 | 14761
4 2020 | amorr | a7 | aseee | dseso | naest | Asem? | 333 | 33397 | 21699 | 31024 | 3037y | zeTes | 29137 | 24450 | 27eA] | 25087 | 24041 | 2IGIE | 21662
E abihd | 47435 | 45787 | 44510 | 43205 | az134 | a1002 | 20627 | 2eee7 [ 27608 | 26980 | Le0MR | REVT2 | 343%1 | 33623 | 33043 | 26006 | 27464 | 2608 | 24356
[] 47955 | 58014 | 54172 | 52431 | S0757 | 48173 | 47666 | 4629 | 44899 | 42983 | az308 | 40014 | 39975 | 1887 | ATR4E | LEMT | 13085 | A0S | 2864 | 2EdIT
T 57182 | 4720 | 4.2303 | 60001 | G.TBG4 | 55824 | 3493 | S.2084 | 50000 | 48684 | 47027 | 45630 | sezze | 42063 | ste0s | 4eoed | aecds | 32433 | 30840 | 283
B TH617 | 73285 | 70197 | 87337 | sasa2 | sen | E6713 | s7ies | ss34a | 5334s | 51481 | 40676 | avees | 48389 | 44ETS | 43436 | 18972 | J43M3 | 228 | 2EMT
] a.5e60 | bi6z2 77861 | 74350 | 74078 | 64917 | 65153 | 8.2449 | 55853 | 57590 | ESIT0 | GIA8Z | BAIVY | 49464 L ATTIE | 46065 40310 | 35655 | 34831 | 20790 |
10 4T3 JETF ] 38583 A.110% TITHT T. 360 T.02)8 [ &l [ ik [RET1Y i EEND B SS0F E4267 51161 Sonas AE3I2 41535 16ETS 16708 A.0E1S

11 10,368 | B786E | 9,250 | 8.7605 | BJ064 | T.eeew | 7.aee7 | Toxed | esosy | easst | ezees | ssarr | sesee | S4s37 | 83337 | Sosd | 43771 | 17767 | 2.6864 | 31473
12 11255 | 10575 | noses | 93091 | ea8ay | a3msa | 7eary | 75061 | 70607 | 637 | 6a0ad | eosdd | 5976 | 55603 | SAa06 | S08T0 | 432 | LBSN4 L 37281 | 3160
13 | wzaga | t13an [ vosss | somse | sysas | aasz | aasis | vess | 7.dsed | 70034 | 67499 | 64205 ] EA18 | HM | ESIM | EB3D | 48IT7 L IM0M | ATHN | 1IEH
L 13.004 | 12106 | 10,296 | 19,863 | nasas | 92850 | srass | szesz | 77eez | vaesr | ey | eezez | saoas | sewgr | sraes | See7s | Aeind | 209616 | 3.4 | 32487
15 12,866 | 12449 | 49938 | 11016 | 10380 | 9712z | soore | eeses | moso7 | V061 | T80 | GE109 | 64624 | 61422 | 30474 | G575 | 46TEE | 40073 | 2.B5R3 | 1.2082

0106 | w4266 | sas1a | manze | 7eg37 | 7.amea | 68740 | 66009 | 62681 | SeSld | SE6ES | 4T2SE | 40030 | L6674 | Jimi2 )
10477 | RTE32 | 89206 | BS4 | EO2E | 75488 | 7136 | GTHA | GATI9 | GOATI | GTART | ATTER | AOSH1 | 180W | LiME
10828 | 10060 | oarie | mvess | paoid | 7roie | roeer | emves | cabva | evges | seere | daegs | deves | n0a7e | 39037 |
11,158 | 10,338 | 98034 | AsS01 Bas4s | T.A383 | T.M65 | 6.0080 | 65504 | G.NGRD | EATTS | L8435 AC96T | 19434 | 33008
11470 | 19594 | o691 | 8185 | 65136 | 79630 | 7aees | 7oz4s | e6aan | e2dnd | Sages | dasss | 41903 | 39539 | 33958

18 14718 | 13.578 | 12.561
17 16562 | 18592 | 13166
L] PE388 | 1983 | i3T84
15
o)

176 | 15678 | 14334
1E048 | 16.351 | 14877

H 1357 | 17011 | 95416 | 14079 | 12821 | 10764 | 10836 | 1007 | 92933 | B.648T | BOTS) | 74630 | FA006 | e.68TO | 63138 | 58731 | 48813 | 41312 | 39431 | 33998
22 19660 | 17.658 | 15507 | 14450 | 12.163 | 12042 | 11050 | 10201 | 94424 | BTTI6 | BATET | 76846 | 79685 | G747 | EISET | E001) | 49044 | 41300 | 314708 | 53330
23 | 20485 | 18202 | 16edd [ 14857 | 13488 | 12303 | 10373 | 90.70 | 98800 | aesyd | BEsd | TTR4 | 72267 | 67921 | BISBE | EM42 | 4534 | 41371 | 15764 | 2764 |
FT 21343 | 18914 | 18,508 | 15247 | 13799 | 12550 | 11469 | 10539 | 97086 | asedT | ma4s) | 77843 | 72828 | 68361 | 64338 | 64736 | 48371 | 41438 | 3 Erir]
25 22023 | 19523 | 17412 | 16622 | 14.084 | 1L783 | 11684 | 106TE | 98226 | S.07T0 | B42IT | TA431 | TI300 | GATRS | G44d] | BOAT1 | A84TH | 41474 | 25849 | 33336
30 25804 | 22396 | 19.600 | 17.282 | 1572 | 13.765 | 12409 | 11.258 | 10274 | 94269 | B.6508 | BOSSZ | 74957 | 7.0027 | 65660 | 67T | 45703 | 49800 | 39980 | 3334
36 | 29409 | 34990 | 14T | 18,668 | 16974 | 14499 | 13040 | 10658 | 10567 | 06442 | BeS2 | BATSS | TSa%e | TOT00 | 68186 | 62151 [ 48315 | 41644 | 19344 | 13100
ET 30108 | 25488 | HB3F | 18.508 | 18547 | 4631 | 12035 | 19717 | 10612 | 96765 | 84786 | B1924 | 75978 | 70790 | 66231 | GEIOYW | 4959 | 41649 | 36947 | 3300
40 3208 | IWass | BAE | 19783 | 17989 | 18046 | 93333 | 11638 | 10.76F | ATTH | meE0 | B4O8 | Taddd | T080 | EAdR | £3335 | d6ed | 41658 | 15845 | 13302
L] 39996 | 3143 | T30 | IAET ) 1396 | 19762 ) 13800 | 13230 | 10.967 | .9740 | 80407 | BI04S | TETSR | 79337 ) BA40S5 ) 82481 | 45595 | 41668 | 1.5%9 | 1311




