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Fundamentals Level — Skills Module

Financial Management

March/June 2018 — Sample Questions

F9 ACCA

Time allowed: 3 hours 15 minutes

This question paper is divided into three sections:

Section A — ALL 15 questions are compulsory and MUST be attempted
Section B — ALL 15 questions are compulsory and MUST be attempted
Section C — BOTH questions are compulsory and MUST be attempted
Formulae Sheet, Present Value and Annuity Tables are on pages 4-6.
Do NOT open this question paper until instructed by the supervisor.

Do NOT record any of your answers on the question paper.

This question paper must not be removed from the examination hall.

Think Ahead

Paper F9

The Association of
Chartered Certified
Accountants




Page 138

Section C - BOTH questions are compulsory and MUST be attempted
Please write your answers to all parts of these questions on the lined pages within the Candidate Answer Booklet.
31 Tin Co is planning an expansion of its business operations which will increase profit before interest and tax by 20%.

The company is considering whether to use equity or debt finance to raise the $2m needed by the business expansion.

If equity finance is used, a 1 for 5 rights issue will be offered to existing shareholders at a 20% discount to the current
ex dividend share price of $5-00 per share. The nominal value of the ordinary shares is $1-00 per share.

If debt finance is used, Tin Co will issue 20,000 8% loan notes with a nominal value of $100 per loan note.

Financial statement information prior to raising new finance:

$'000
Profit before interest and tax 1,597
Finance costs (interest) (315)
Taxation (282)
Profit after tax 1,000

$'000
Equity
Ordinary shares 2,500
Retained earnings 5,488
Long-term liabilities: 7% loan notes 4,500
Total equity and long-term liabilities 12,488

The current price/earnings ratio of Tin Co is 12-5 times. Corporation tax is payable at a rate of 22%.

Companies undertaking the same business as Tin Co have an average debt/equity ratio (book value of debt divided by
book value of equity) of 60-5% and an average interest cover of 9 times.

Required:

(@) (i) Calculate the theoretical ex rights price per share. (2 marks)

(ii) Assuming equity finance is used, calculate the revised earnings per share after the business expansion.
(4 marks)

(iii) Assuming debt finance is used, calculate the revised earnings per share after the business expansion.
(3 marks)

(iv) Calculate the revised share prices under both financing methods after the business expansion. (1 mark)
(v) Use calculations to evaluate whether equity finance or debt finance should be used for the planned

business expansion. (4 marks)

(b) Discuss TWO Islamic finance sources which Tin Co could consider as alternatives to a rights issue or a loan
note issue. (6 marks)

(20 marks)
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32 Copper Co is concerned about the risk associated with a proposed investment and is looking for ways to incorporate risk
into its investment appraisal process. The company has heard that probability analysis may be useful in this respect
and so the following information relating to the proposed investment has been prepared:

Year 1 Year 2
Cash flow Probability Cash flow Probability
($) ($)
1,000,000 0-1 2,000,000 0-3
2,000,000 0-5 3,000,000 0-6
3,000,000 0-4 5,000,000 0-1

However, the company is not sure how to interpret the results of an investment appraisal based on probability analysis.

The proposed investment will cost $3-5m, payable in full at the start of the first year of operation. Copper Co uses a
discount rate of 12% in investment appraisal.

Required:

(a) Using a joint probability table:
(i) Calculate the mean (expected) NPV of the proposed investment; (8 marks)
(ii) Calculate the probability of the investment having a negative NPV; (1 mark)
(iii) Calculate the NPV of the most likely outcome; (1 mark)
(iv) Comment on the financial acceptability of the proposed investment. (2 marks)

(b)

Discuss TWO of the following methods of adjusting for risk and uncertainty in investment appraisal:

(i) Simulation;
(ii) Adjusted payback;
(iii) Risk-adjusted discount rates. (8 marks)

(20 marks)
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