LCBB 6002 INTERNATIONAL FINANCIAL MANAGEMENT 
Mock Examination 
Time 3 Hours 
Section A contains 10 questions with each question worth 3 marks
1) At a rate of 15% the 2- year discount factor will be 
a) 0.124
b) 0.657
c) 0.7561
2) The investment decision of the firm is also known as its capital budgeting decision 
a) True 
b) False 
c) Neither 
3) Given their interest in the company the top stakeholder group should be 
a) employees
b) Shareholders 
c) Board of directors 
4) The cost of capital should be less than the IRR 
a) True 
b) False
5) In terms of dividend decisions Modigliani and Miller state that there is zero impact on market prices of shares 
a) False 
b) True 
6) Which one of the following terms is defined as the mixture of a firm's debt and equity 
financing? 
A. working capital management 
B. cash management 
C. cost analysis 
D. capital budgeting 
E. capital structure


7)  Which one of the following is defined as a firm's short-term assets and its short-term 
liabilities? 
A. working capital 
B. debt 
C. investment capital 
D. net capital 
E. capital structure
8) Which one of the following terms is defined as a conflict of interest between the corporate shareholders and the corporate managers? 
A. articles of incorporation 
B. corporate breakdown 
C. agency problem 
D. bylaws 
E. legal liability
9) What is the value of the firm usually based on?
a) The value of debt and equity.
b) The value of equity.
c) The value of debt.
d) The value of assets plus liabilities. 
10) . Internal rate of return is …
a) Rate at which discounted cash inflow is more than discounted cash outflow
b) Rate at which discounted cash inflow is less than discounted cash outflow
c) Rate at which discounted cash inflow is equal to the discounted cash outflow
d) Either a or b 
  

Section B contains two questions. Please select and complete one question (30 marks) 
Q11
F company has enjoyed good financial performance over the last 5 years. In 2024 its overdraft rose increased and its’ bankers Surefoot plc charge it interest at 17% per annum. To encourage faster payment from its increased customer base, the board of directors have suggested that cash discounts are offered to customers. F plc. annual sales are £ 365000. The accounts receivable figure is £90000.
The Sales Director (SD) estimates that if the discount is set at 2.5% for settlement within 10 days this will interest at least 10 % of the company’s debtors. Perkins the finance directors disagrees and suggest that the discount should be larger. Sales are assumed to be constant. 
Requirements: 
a) If the SD is right, would it be worthwhile offering the discount (10 marks) 
Annual Cost of Receivables = £90000 x 17% = 90000 x17//100 = £15300. 
Annual Sales = £365000 /365 days = £1000 per day 
Current Receivables = £90000 ( 90 days) 
Reduced Receivables is 1/3rd = £30000
Applied reduction = 90 to ten days = 8/9/ 
8/9 x £30000 = £26667
Interest Savings = 17% x £26667 = £4533.00
Therefore, discount cost to F at 1/3d of annual sales = £121667 x2.5% = £3042. 
Interest saved is > than discount. Give the discount. 
b) What is the size of the discount the company can offer without suffering a fall in profits? (8 marks) 
c) For each £1 of sales contribution to fixed costs and profits is 20 pence. 
The company considers the FD suggestion and offers a 5% discount for payments in 10 days. It is assumed that one- third of debtors will take up the offer.
How large an increase is sales is required to maintain profits (12 marks) 

Q12 
a) State and explain 6 advantages of the net present value model? (12 marks) 
· TVM 
· Amount of cashflows and timing of cashflow recognised 
· Cashflows and not accounting profits are used 
· Accounts for all cashflows over the project life 
· Conventional and non-conventional cashflows are accounted for
· Changes in discount rates over project life can be accommodated 
· Absolute measure 
· Comprehensive comparison of all projects  
b) What steps can a company take to encourage the collection of trade receivables? (18 marks)  
Efficient and prompt admin of invoices and receipts (technology and Klarna as examples) 
Follow up reminders 
Supply interruptions 
Cash discounts for early payment 
Late interest charges 
c) What is overtrading, how can this be detected and what is its significance to business? (6 marks) 
Define over trading – expansion due to increased sales demand but not supported by adequate long and short term capital 
Increases in NCA, inventory/stock and receivables. B
Business cannot finance as working capital limitations
Payables increase and liquidity ratios decline.
Firm operates on cash only basis 
Sell-off of assets
Bankruptcy 

Section C contains one compulsory question. Please complete this question. (30 marks) 
Ct has £750000 to invest. Using the finance team’s analysis below make a recommendation to the board as whether the company should make the  investment.
Investment Cost = £750000


Cost of capital = 12%; Tax is 35% on PBT
	Year 
	0
	1
	2
	3
	4
	5

	Est profit
	
	
	
	
	
	

	Add Revenue 
	
	400000
	450000
	550000
	500000
	400000

	Less Add cost 
	60000
	67500
	82500
	75000
	60000
	---

	Less depreciation 
	
	150000
	150000
	150000
	150000
	150000

	PBT
	
	190000
	233500
	317500
	275000
	190000

	Less Tax 
	
	66500
	81375
	111125
	96250
	66500

	PAT 
	
	123500
	151125
	206375
	178750
	123500



	Projected Cash Flow
	0
	1
	2
	3
	4
	5

	PAT 
	
	123500
	151125
	206375
	178750
	123500

	Add back (+) depreciation 
	
	150000
	150000
	150000
	150000 
	150000

	Less Tax paid Lagged 1 year ( ) 
	-
	-
	(66500)
	(81375)
	(111125)
	96250

	Change in Working capital ( ) 
	-
	-
	(60000) 
	(60000)
	(20000)
	

	NCF 
	
	273500
	174625
	215000
	197625
	177250 




Requirement (6 marks each) 
a) Calculate the accounting rate of return 
	Asset Value ( BS) 
	750000
	750000
	750000
	750000

	Less Depreciation 
	(150000)
	(300000)
	(450000)
	(600000)

	Net Asset Value(NAC)
	600000
	450000
	300000
	150000

	PAT 
	123500
	151125
	206375
	178750


ARR 	123500/750000=16.5            151125/600000


 
b) Calculate the average ARR
Total Profit = £783250 
c) Avg profit  = 783250( PAT from table 1) /5 == £156650
d) Avg Investment   750000/2 = £375000
e) Avg ARR = 156650//375000 = 41.8 

f) Calculate the payback period 
g) Payback 3.5 years 
	
	1
	2
	3
	4
	5
	

	NCF( from table) 
	273500
	174625
	215000
	197625
	177250
	

	CCF
	273500
	448125
	663125
	860750
	
	



h) Calculate the NPV @12%
12610 (762610 – 750000) 
i) Calculate the IRR = 12.7 %


