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· Questions should be answered in the answer booklet provided.
· Must write the full answer in the answer booklet.
· Equipment or materials required:  Calculator



SECTION A:  answer ALL quESTIONS  

Question 1

Suppose that the mid-rates currently traded among major currencies are listed below:

USD/EUR:     1.033
CNY/GBP:     8.037
CNY/JPY:      0.483

REQUIRED

0. Given that the quote for USD/EUR is 1.033, what is the equivalent quote for EUR/USD?
 (5 marks)

0. Given that the CNY/GBP is trading at 8.037 and CNY/JPY at 0.483, what is the cross rate of JPY/GBP?
(5 marks)

0. Suppose that the USD/EUR was trading at 1.082 exactly one year ago, calculate the percentage appreciation or depreciation of euro against the US Dollar over the previous year.
(10 marks)

0. Briefly explain any five factors that affects Exchange rates. 
3. marks)
0. Discuss ‘Inflation rate’ and how it impacts the foreign exchange rate?  
  (10 marks)

						  	    (Total 40 marks)



SECTION B:  answer ONE quESTION  

Question 1

Burse Co wishes to calculate its weighted average cost of capital and the following information relates to the company at the current time: 

Number of ordinary shares 					20 million 
Book value of 7% convertible debt 				£29 million 
Market price of ordinary shares 					£5.50 per share 
Market value of convertible debt 					£107.11 per £100 bond 
Risk-free rate of return 						4.7% 
Equity risk premium 						6.5% 

Burse Co expects share prices to rise in the future at an average rate of 6% per year. The convertible debt can be redeemed at par in eight years’ time or converted in six years’ time into 15 shares of Burse Co per £100 bond. Company calculated the percentage of their cost of equity 12.5% and cost of debt 6.02%. Corporation tax is 25%.

REQUIRED

a)	Calculate the market value weighted average cost of capital of Burse Co. state clearly any assumptions that you make. 
	
(20 marks)

b)	Debt and equity are the two main ways of raising capital in the capital market – discuss with example? 
   (20 marks)
					  	    (Total 40 marks)


	
Question 2

The following initial information was put forward by the finance director for two rival companies operating in the same industry:

Beta

AZT Co 		0.7
BOR Co 		1.4

The finance director notes that the risk-free rate is 5% each year and the expected rate of return on the market portfolio is 15% each year.

The chairman set out his concerns at a meeting of the board of directors: 'I fail to understand these calculations. AZT Co operates largely in overseas markets with all the risk which that involves, yet you seem to be arguing that it is a lower risk company than BOR Co, whose income is mainly derived from long-term contracts in our domestic building industry. I am very concerned that we can take too much notice of the stock market. Take last year for instance, we had to announce a loss and the share price went up.'

REQUIRED

a)	Calculate, using the capital asset pricing model, the required rate of return on equity of:

(i) 	AZT Co
(ii) 	BOR Co
(20 marks)
b)	What is an investment appraisal? What are the popular investment appraisal methods?
(10  marks)
c)	Discuss dividend relevance theory? 
(10 marks)
					  	    (Total 40 marks)


SECTION C:  answer ALL QUESTIONS (all questions are compulsory and each carry 2 marks)

1)	Depreciation is a process of:
A	Valuation
B	Cash accumulation
C	Cost allocation
D	Appraisal

2)	If a country’s currency strengthens, what effect will it have on its exporters and importers?

Exporters 	Importers

A	Better off 	Better off
B 	Better off 	Worse off
C 	Worse off 	Better off
D 	Worse off 	Worse off


3)	Which of the following statements about net present value (NPV) and internal rate of return (IRR) is accurate?

A 	NPV calculations are needed to estimate the IRR using linear interpolation.
B 	The graphical approach to IRR is only an estimate; linear interpolation using the formula is required for a precise answer.
C	The IRR is unique.
D	An IRR graph with NPV on the 'Y' axis and discount rate on the 'X' axis will have a negative slope.


4)	AB plc, a company listed in UK and Australia, decides to issue unsecured US dollar bonds in Australia. What are these bonds referred to as?

A 	Junk bonds
B 	Commercial paper
C 	Eurobonds
D 	Intercontinental bills

5)	What is the main objective of a financial manager?

A 	Look after employee’s mental well-being
B 	Find out commercial benefits for company
C 	Increase other managers wages
D 	Maximise shareholders wealth 


6)	What type of stakeholder is a shareholder?

A 	Outsider
B 	Important 
C 	Internal
D 	External


7)	What is the full form of an important international organisation commonly known as IMF?

A 	International Music Festival
B 	International Monetary Fund
C 	International Monetary Federation
D 	Intercontinental Monetary Federation




8)	The return that equity investors require on their investment in the firm is referred as - 

A 	Cost of cost
B 	Cost of equity
C 	Cost of debt
D 	Cost of investors


9)	Which of the following is a derivative financial instrument?

A 	Loans
B 	Stocks
C 	Options
D 	Bonds


10)	Which of the following statement about Futures is accurate?

A 	Future contracts are the agreements between two parties to undertake a transaction at an agreed price
B 	Future contracts are the agreements between two parties to undertake a transaction on a specified future date
C 	A & B
D 	None of the above







    (Total 20 marks)
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