LCBB 6002 INTERNATIONAL FINANCIAL MANAGEMENT 
MINI MOCK EXAMINATION 1
WEEK 6 
Duration 3 hours. 2.00 – 5.00 pm 
Please write all answers in the answer booklet and hand this in. 
SECTION A (20 marks) 
1.What are the two basic type of dividends (2 marks) 
a) -Cash ------------
b) -Shares------------
2. Is the following statement true or false - If ABC plc uses a residual (passive) dividend policy, the dividends are paid out before the firms investment needs are met. (2 marks) 
a) True 
b) False 
3. Net profit for Aspiran! Plc was $500000 in 2024. It retained 40 percent. It has outstanding shares in the market of 80000. What is the dividend per share? (6 marks) 
a) $1.80
b) $ 50
c) $ 2.00
d) $3.75 { $500000 x .6/80000 = $3.75)
4. An issue of a stocks/shares rights issue by a corporation allows the future purchase of shares/stock. (4 marks) 
a) True 
b) False 
5. MBC ^ plc intends to raise £1.5 million via a rights issue. The company has 240000 shares outstanding on the London Stock Exchange. The subscription price of rights has been set at £25 per share. (Please show. all workings and formulas used ) (6 marks) 
a) Calculate how many shares must be sold ( 3 marks) 
Amount of shares for sale = £1500000//£25 = 60000 shares
b) How many rights are required to buy one share. (3 marks) 
Rights per share  = total shares outstanding //shares to be sold == £24000//60000=£4



SECTION B: Please answer all questions in this section (40 marks) 
11. Please copy this table onto your answer sheet and then fill in the  blank spaces in the table. (15 marks) 
	Goal 
	Objective 
	Advantages  
	Disadvantages 

	Profit Maximization 
	Maximises short term profits 
	1.Focuses on revenue and profits 
	1.May not directly enhance long term shareholder value 

	
	
	2.Higher risk tolerance 
	2. Neglects CSR and ethics 

	
	
	
	3.Ignores long term consequences of decisions

	Shareholder/Stockholder Wealth Maximization 
	Long term Shareholder wealth and corporate value 
	1.Long term focus 
2.Comprehensive and consider overall impact on the firm
3.Considers financial and non-financial factors
4. Aligned with maximising shareholder wealth in the long run 
	1.Difficult to achieve shareholder wealth maximization 
2. Agency issues 
3. Risk of takeover/loss of control 



12. State and explain five (5) responsibilities of the financial manager. (10) marks
· Financial analysis & planning – how much funds are required and how they are employed to rive growth
· Investment decisions and funds allocation 
· Finance and capital structure decisions – raising debt/equity
· Management of working capital and financial resources 
· Risk management  - using insurance or hedging 
13. Explain in practise how a financial director undertakes to maximise the wealth of shareholders (5 marks)
· Influencing present & future earnings per share
· The timing, duration and risk to these earnings 
· The company’s dividend policy
· How the firm is financed

14. Explain why the payback method should not be used as the main project appraisal technique used in assessing potential investment projects of XYZ plc. (10 marks).
· Payback ignores the time value of money 
· It ignores the timing of cashflows within the payback period 
· Cashflows after payback are ignored
· The payback method does not measure profitability 
· Managers choose the payback period ( it is arbitrary and can be manipulated)
SECTION C
15. CAB PLC has enough funds to invest in the following projects. Decide which of them should be accepted using the payback, discounted payback and NPV methods. The discount rate is 10% . (40 marks) Mark allocation  10 marks for each project appraisal and 10 marks for the extract of the report.
(a) 30 marks
	Year 
	PA
	PB
	PC

	0
	(10000)
	(15000)
	(20000)

	1
	5000
	5000
	10000

	2
	5000
	5000
	10000

	3
	2000
	4500
	4000

	4
	1000
	10000
	1750

	5
	
	5000
	



Payback Project A .
	Year 
	Cash Flow
	Cumulative Cash Flow 
	

	0
	(10000)
	(10000)
	

	1
	5000
	  (5000)
	

	2
	5000
	  (5000)
	Payback

	3
	2000
	
	

	4
	1000
	
	

	5
	--
	
	

	6
	--
	
	



Payback occurs in year 2

Discounted Payback
	Year 
	Cash Flow 
	DF at 10% 
	Discounted Cashflow 
	Cumulative Cashflow 

	0
	(10000)
	1
	(10000)
	(10000)

	1
	5000
	.909
	4545
	5455

	2
	5000
	.826
	4130
	1325

	3
	2000
	.751
	1502
	Payback 

	4
	1000
	.683 
	683
	

	5
	
	
	
	


 
Get students to complete this table and calculate the payback period. Some of them will give you the right answer They have been given the formula to calculate partial payback or payback part way within a year. ( This will get them discussing among themselves and encourage peer learning) 
(Students can produce independent tables for Project B and C or can produce a composite table)
NPV Project A 
	Years 
	Cashflow 
	Discount factor @10%
	PV of Cashflows 
	

	0
	(10000)
	1
	(10000)
	

	1
	5000
	.909
	4545
	

	2
	5000
	.826
	4130
	

	3
	2000
	.751
	1502
	

	4
	1000
	.683
	683
	

	5
	
	
	
	

	
	
	
	NPV = 10860- 10000 – 860 
NPV is positive and greater than one . Accept the project.  
	





c) Write a short extract to the CEO explaining your decision. (In your extract include your ranking of the projects using the Profitability Index).  (10 marks) 


	Profitability Index = NPV //Investment 
	Project A (£)
	Project B 
	Project C 

	NPV
	860
	
	

	Investment 
	10000
	
	

	Profitability Index 
	.086
	
	


 Rank according to the highest  PI. 



