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Section One
Answer ALL questions
Multiple choice questions
(Each question is worth two marks)

First Section:

1- Which of the following is an example of a financial objective a company
might choose to pursue?

A. Dealing honestly and fairly with customers on all occasions.
B. Provision of good working conditions and industrial relations.
C. Producing environmentally friendly products.

D. Restricting the level of gearing to below specified target level.

2- Value for money is an important objective for not for profit organistion.
Which of the following actions is consistent with increasing value for
money?

A. Using a cheaper source of goods and thereby decreasing the quality of
not-for profit organisation services.

B. Searching for ways to diversify the finances of the not for profit
organisation.

C. Decreasing waste in the provision of a service by not for profit
organisation.

D. Focusing on meeting the financial objectives of the not for profit
organisation

3- Which of the following tasks would typically be carried out by a member of
the financial management team?

A. Evaluating proposed expansion plans.
B. Review of overtime spending.

C. Depreciation of non-current assets.
D. Apportioning overheads to cost units.

4- There are two main types of financial markets: capital and money markets

and within each of these are primary and secondary markets.

Which of the following statements is false?

A. Primary market allows the realisation of investments before their
maturity date by selling them to other investors.
. Primary market deals in new issues of loan able funds.
C. Capital market consists of stock markets for alcoves and loan bond
markets.

D. Money market provides short term debt finance and investment.
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5- Which of the following is an aim of a just in time system of inventory
control?
A. Increase in capital tied up in inventory.
B. Creation of inflexible production process.
C. Elimination of all activities performed that do not add value.
D. Lowering of inventory ordering costs.
6- Which of the following statements in part of the traditional theory of
gearing?
A. There must be taxes.
B. There must exist a minimum WACC.
C. Cost of debt increases as gearing decreases.
D. Cost of equity increase as gearing decreases.
7- Which of the following ratios is used to measure a company’s liquidity?
A. Current ratio.
B. Interest cover.
C. Gross profit margin.
D. Return on capital employed.
8- The dividend cover ratio is a measure of?
A. How many times the company’s earrings could pay the dividend.
B. The interest or coupon rate expressed as a percentage of the market
price.
C. The returns to the investor by taking a bout of dividend.
D. How much of the overall dividend payout the individual share holders are
entitled to.
9- Interest rate parity theory generally holds true in proactive. However it
suffers from several limitations.
Which of the following is not a limitation of interest parity theory?
A. Government controls on capital markets.
B. Control on currency trading.
C. Intervention in foreign exchange markets.
D. Future inflation rates are only estimates.
What is main difference between the current ratio and the quick rates?
A. The quick ratio excludes inventory.
B. The quick ratio excludes assets.
C. The quick ratio excludes cost of sales.
D. The quick ratio excludes sales.

10
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11- Which of the following statement about investment decision making
methods is true?
A.The discounted payback method takes into account cash flows for all
periods.
B. The payback method ignores all cash flows after the end of the payback
period.
C. The net present value is to accept investment opportunities when their
rates of return exceed the company’s weighted average of capital (WACC).
D.The internal rate of return rule is to accept the investment if the weighted
average cost of capital is greater than the infernal rate of return.
Which of the following statements is correct regarding investment decision

making?

12

Opportunity costs are not relevant.
The accounting rate of return considers the time value of money.
The strength of the payback method is that it is based on profitability.
Capital budgeting is based on predictions of uncertain future.
Which of the following events would decrease the internal rate of return of
a potential investment?
A. Decreased tax-allowable depreciation available on the investment.
B. Decreased working capital requirements.
C. Decreased cost of capital.
D. Using reducing balance, instead of straight line depreciation.
Which of the following is an advantage of the net present value?
A. It is measured in time, not dollars.
B. It uses accrual basis, not cash basis accounting for a project.
C. It uses the accounting rate of return.
D. It accounts for compounding of returns.
Which of the following is a limitation of the profitability index?
A. It uses accounting profit rather than cash flows.
B. Itignores the time value of money.
C. ltisinconsistent with the goal of shareholders wealth maximisation.
D. It cannot deal with multi-period capital rationing.
Which of the following is prohibited under Islamic financial principles?
1. The use of debt.
2. The financing of immoral activities.
3. The use of Derivatives.
A. (2) only
B. (1) and (3) only
C. (1),(2),(3)only
D. (2), (3) only

oSN wmp
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17- Which of the following statements concerning a right issue are correct?
1. The new shares are normally issued at a discount to the existing price.
2. There will be no change is shareholders wealth.
3. The main purpose of a right issue is raise finance.
4. The new shares must be issued to the existing shareholders.
A. (1),(2),(3) only
B. (2),(3), (4) only
C. (1),(3),(4) only
D. (1), (2), (4) only
18- Which of the following statements concerning a bonus issue is correct?
A. The new shares are issued at par value.
B. Earnings per share are expected to rise.
C. The main purpose of a bouns issue is to raise finance.
D. The bouns shares do not carry voting rights.
19- Which of the following rates is most commonly compared to a project’s
internal rate of return to evaluate whether to make an investment?
A. Risk free rate.
B. Accounting rate of return (ARR).
C. Weighted average cost of capital (WACC).
D. Cost of equity.
20- Which of the following may indicate overtrading?
A. Significant new issues of long term finance.
B. Rising revenues and profits but falling margins.
C. Rising receivable turnover.
D. Falling revenues.
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Second Section
Answer all guestions in this section

Question one:
The following information relates to Gawa co:

Statements of profit and loss

2007 2006
$”000” $”000”
Sales (all on credit) 37,000 26,720
Cost of sales (34,408) (23,781)
Operating profit 2,992 2,939
Finance cost (interest payments) (355) (274)
Profit before taxation 2,637 2,665
Statements of financial position
2007 2006
$”000” $”000” $”000” $”000”
Non-current assets 13,632 12,750
Current assets
Inventory 4,600 2,400
Trade Receivables 4,600 2,200
9,200 4,600
Current liabilities:
Trade payables 4,750 2,000
Overdraft 3,225 1,600
7,975 3,600
Net current assets 1,225 1,000
14,857 13,750
8% bonds 2,425 2,425
12,432 11,325
Capital and reserves
Share capital 6,000 6,000
Reserves 6,432 5,325
12,432 11,325

The average variable overdraft interest rate in each year was 5%. The 8% bonds are
redeemable in ten year’s time.

A factor has offered to take over the administration of trade receivables on non-recourse
basis for an annual fee of 3% of credit sales. The factor will maintain a trade receivables
collection period of 30 days and Gawa co will save $100,000 per year in administration costs
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and $350,000 per year in bad debts. A condition of the factoring agreement is that the factor
would advance 80% of the face value of receivables at annual interest rate of 7%.
Required:
A- Use the above financial information to discuss, with supporting calculations, whether
or not Gawa Co is overtrading.
(9 marks)
B- Evaluate whether the proposal to factor trade receivables is financially acceptable.
Assume an average cost of short-term finance in this part of the question only.
(6 marks)
(Total: 15 marks)
Question two:
The following financial information relates to Zia Co, for the year just ended.

$
Sales revenue 5,242,000
Cost of sales 3,145,000
Inventory 603,000
Receivables 744,500
Payables 574,500
Segmental analysis of receivables:
Balance average payment period discount
Class1 (local) $200,000 30 days 1.0%
Class1 (local) $252,000 60 days Nil
Class1 (local) $110,000 75 days Nil
Overseas $182,500 90 days Nil
$744,500

All sales are on credit. Production and sales take place evenly throughout the year. It has
been proposed that the discount for early payment be increased from 1.0% to 1.5% for
settlement within 30 days. It is expected that this will lead to attracting new business worth
$500,000 in revenue. The new business would be divided equally between class1 and class 2
receivables. (i.e. 50% + 50%)

Required:
A- Calculate the current cash operating cycle and the revised cash operating cycle
caused increasing the discount for early payment. (5 marks)
B- Identify and explain the key elements of a receivables management system suitable
for Zia Co.
(10 marks)

(Total: 15 marks)
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Question three:

Gama Co is a listed company and it is potential to be acquired by other companies.
The following financial information is available:

Year 2015 2014 2013 2012
Profit after tax (Sm) 10.1 9.7 8.9 8.5
Statement of financial position information for 2015
sm sm
Non-current assets 91.0
Current assets
Inventory 3.8
Trade receivables 4.5 8.3
Total assets 99.3
Equity finance
Ordinary shares 20.0
Reserves 47.2 67.2
Non-current liabilities
8% bonds 25.0
Current liabilities 7.1
Total liabilities 99.3

The shares of Gama Co have a nominal (par) value of 50c per share and a market value of
$4.00 per share. The business sector of Gama Co has an average price/earnings ratio of 17
times.

The expected net realisable values of the non-current assets and the inventory are 586 m
and $4.2m, respectively. In the event of liquidation, only 80% of the trade receivables are
expected to be collectible.

Required:
A. Calculate the value of Gama Co using the following methods:
i. Market capitalisation (equity market value). (3 marks)
ii. Net asset value (liquidation basis). (3 marks)
iii. Price/earnings ratio method using the business sector average price/earnings
ratio. (3 marks)

B. Explain the concept of market efficiency and distinguish between strong form
efficiency and semi strong form efficiency.
(6 marks)
(Total: 15 marks)
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Question four:

Zika Co is a medium-sized company whose ordinary shares are all owned by the members of
one family. It has recently begun exporting to a European country and the prospect of
increased exports means that Zika Co needs to expand its existing business operations in
order to be able to meet future orders.

All of the family members are in favour of the planned expansion, but none are in a position
to provide additional finance. The company is therefore seeking to raise external finance of
approximately S1 million.

Required:

a) Discuss the factors that Zita Co should consider when choosing a source of debt
finance and the factors that may be considered by providers of finance in deciding
how much to lend to the company.

(9 marks)

b) Explain the nature of a mudaraba contract and discuss briefly how this form of
Islamic finance could be used to finance the planned business expansion.

(6 marks)
(Total: 15 marks)

End of questions
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