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ANSWER THE FOOLOWING QUESTIONS:

Q. 1. Define or explain g TVVE of the following terms: (30 Marks)

Finance, 12- Credit manager17, Marginal costs18,

Financial Markets21, Portfolio, 56, Diversifiable risk, 72,

Beta coefficient, 73, Debt capital, 106+107, Dilution, 109

Q. 2.“X” company purchased a fixed asset, 2 years ago, for $ 250,000 (25 Marks)
And its net book value of $75,000. Additional data were as follows:

Required: Complete the above-mentioned table.

SOLUTION: ¢ o
pp: 153+154f:1‘)5-2§“/ vx\/ C o

Assumptio | Assumptio Assumption | Assumptio
nl n2 3 n4
Cash sale 270,000 200,000 75,000 60,000
Tax rate 0.30 0.30 0.30 0.30
Capital 20,000 0 0 0
| gain/loss
Recaptured 175,000 125,000 0 0
depreciation
accounting 195,000 125,000 0 (15,000)
profit or loss
Break even 0 0 0 0
result
Amount of 58,500 37,500 0 Saved
tax 0.30x15000
$ 4500=




-

Q.3.“M” company borrowed $ 40000at 12% to be repaid over the next (25 Marks)
five years - equal instalment payments of § 11096- at the end of each year.
Additional data are as follows:

Discount factor Discount rate
5 years annuity 3.605 12%
6 years annuity 4.112 12%
Required: Complete above-mentioned table
SOLUTION:
1- 40000/3.605 =$ 11096 T
2- Thetable: C o = '51/ C’X?’/ \,-C' Q
End of year | Installment | Principal Annual Principal
payment amount owing | interest payment
at year end 12%
0 0 $ 40000 0 0
1 $ 11096 $ 33704 $ 4800 $ 6296
2 $ 11096 $ 26652 $ 4044 $ 7052
3 $ 11096 $ 18754 $ 3198 $ 7898
4 $ 11096 $ 9908 $ 2250 $ 8846
5 $ 11096 0 $1188 $9908
TOTAL $ 55480 0 $ 15480 $ 40000
Amortizing a loan
PP: 36- 38

Q.4. Explain, with examples, steps related to the capital budgeting(2e Marks)
process in companies. | - }2/10 I)c So ) Feneahon : )
(P17
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