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Section A:  Answer ALL questions

Question 1
UWTSD Company Plc was formed in 1848 with 100,000 shares of equity with a £1 par value. Today, the company’s share price is £9 and retained earnings are £213,000. UWTSD Company Plc has just decided that it wishes to issue 25,000 new shares. 

What will be the total par value, additional paid-in capital and book value per share after the issue?
(10 marks)
What are the main differences between corporate debt and equity?
(3 marks)
How would you categorise preference shares?
(2 marks)
									  	      (Total 15 marks)
Question 2
On March 29, 2004, the EUR/USD exchange rate was €0.82/$ compared to €0.94/$ exactly one year before.  On the same day, the GBP/USD exchange rate was £0.56/$ compared with £0.62/$ one year earlier.

a) Calculate the percentage appreciation of the euro against the dollar over the previous year. Calculate the percentage appreciation of sterling against the dollar over the previous year.
(7.5 marks)
b) Calculate the percentage appreciation or depreciation of sterling against the euro over the previous year. Calculate the percentage appreciation or depreciation of the euro against sterling over the previous years.
(7.5 marks)
									  	      (Total 15 marks)








Question 3

Suppose the Widget Company has the following balance sheet for the year ending 2017, in billions:

	
	£
	
	£

	Cash and cash equivalents
	50
	Accruals
	100

	Accounts Receivable
	200
	Accounts Payable
	200

	Inventory
	250
	Short-Term Debt
	50

	Prepaid Expenses
	0
	Current Liability
	350

	Current Assets
	500
	Long-Term Debt
	650

	Net Fixed Assets
	1400
	Shareholder’s  Equity
	1000

	Intangibles
	100
	Total Liabilities and Equity
	2000

	Total Assets
	2000
	
	



Assume the before-tax cost of debt is 9%, the required rate of return on equity is 15%, and the marginal tax rate is 30%.

a) What is Widget’s weighted average cost of capital (WACC)?
(5 marks)

b) Should you use the WACC calculated above as the discount rate when assessing new projects? Explain.
(5 marks)





Section B:  Answer ONE question

Question 4

UWTSD Ltd is currently considering a programme of expansion through purchase of new machinery. Two mutually exclusive possibilities have been identified details of which are as follows:

					Project 1		Project 2
	          £   			     £
Initial Investment			 400,000		 450,000

Expected cash flows (per annum)
Year 1					   95,000		  120,000
Year 2					 105,000		  132,000
Year 3					 115,000		  142,250
Year 4					 142,500		  155,000	
Year 5					 107,500		  135,000

Estimated residual value		  50,000		    75,000

UWTSD Ltd has a 14% cost of capital and its maximum payback period is 4 years. The company uses the straight-line method of depreciation for all fixed assets when calculating net profit. Neither project would affect the working capital of the business.

Required:

a) Calculate the payback period, Accounting Rate of Return and Net Present Value for both projects.
(15 marks)

b) For the project you have chosen as the best investment calculate the Internal Rate of Return. 
(7 marks)

c) Consider the various investment appraisal methods you used in (a) and (b) above; if you were to use only one method in your future analysis, which method would you choose? Explain why.
(8 marks)

									  	  (Total 30 marks)



Question 5
Consider the following financial statement information for the Orologio SpA: 
	Item
	Beginning
	
	Ending

	Inventory
	€44,234
	
	€34,048

	Accounts receivable
	43,211
	
	 35,532

	Accounts payable
	35,603
	
	     53,503

	Net sales
	
	€360,302
	

	Cost of goods sold
	
	   120.400
	



a) Calculate the operating and cash cycles. How do you interpret your answer?
(15 marks)
b) What is working capital? Identify the objectives of working capital management and discuss the conflicts that may arise between them. 
(10 marks)
c) List and provide brief comment on possible ways in which a company can increase its cash levels so as to improve liquidity. 
(5 marks)
									  	   (Total 30 marks)
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