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University of Swaziland
Department of Accounting
Supplementary Exam Paper

Degree/Diploma and Year of Study : B.Com IV

Title of Paper : Business Finance I.
Course Code : AC 403 / IDE AC 403
Time Allowed : 3 Hours.

Instructions: 1. The total number of questions on this paper are four .(4).
2. Answer all the questions.

3. The marks awarded for a question / part are indicated at the end of
each question / part of question.

' 4. Where applicable, submit all workings and calculations on the
answer sheet alongside the case.

5. Calculations are to be made to two decimal places of accuracy
unless otherwise instructed.

Note: You are reminded that in assessing your work, account will be taken of accuracy
of the language and the general quality of expression, together with the layout and
presentation of your final answer.

Special requirements : - Calculator and P V tables

This paper is not to be opened until permission has been granted by the invigilator.
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QUESTION 1:
a) Dube Nosipho is attempting to evaluate two possible portfolios, which consist of
the same five assets held in different proportions. She is particularly interested in
using beta to compare the risks of the portfolios, so she has gathered the data

shown in the following table.
Asset Asset Beta Portfolio Weights
Portfolio A Portfolio B

(%) (%)
1 1.3 10 30
2 0.70 30 10
3 1.25 10 20
4 1.10 10 20
5 0.90 40 20

Totals 100% 100%
Required:

i Calculate the Beta for portfolios A and B. (10 marks)
ii Compare the risk of these portfolios to the market as well as to each other.
Also, state, which portfolio is more risky? (5 marks)

b) Motsa Decors Inc., Common stock paid a dividend of E1.20 per share last year.
The company expects earnings and dividends to grow at a rate of 5% per year for

the foreseeable future.
i) What required rate of return for this stock would result in a price per share of
E28? , (5 marks)

¢) Using CAPM, find the required rate of return for an asset with a beta of .90 when
the risk-free rate and market return are 8% and 12% respectively. State whether
the asset is overpriced or underpriced if the expected rate of return from the asset
is 10%. Do you buy the asset?
(5 marks)
Total (25 marks)
QUESTION 2:
A company in Manzini is contemplalmg to purchase a machme Two machines are
available each costing E500,000. The company is using straight line method of
depreciation and the machine is expected to have no salvage value. The useful life of
the machine is estimated to be 5 years and the required rate of return of the company
is 10%. Cash flows after tax (CFAT) are expected to be as follows:
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Year Machine A Machine B
1 E150,000 E500,000
2 200,000 150,000
3 250,000 200,000
4 150,000 300,000
5 - 100,000 200,000

Required:
Indicate which machine would be profitable using the following methods of
ranking investment proposals.

i) Pay back Method (5 marks)
ii) Net Present Value Method (NPV). . (6 marks)
iii)  Average Rate of Return Method (ARR). (5 marks)
- iv)  Internal Rate of Return Method (IRR). (9 marks)

Note: you may take a range of 10% and 24%
Total (25 marks)

QUESTION 3:
The Nomura Corporation, Melkerns is considering to relax its collection efforts.

Currently, the corporation has annual credit sales of E 2 million and bad debt losses
are two percent. Expenses for the collection department are E 30,000 and its DSO is
30 days. As a result of easing its collection efforts, thé collection expenses will be
reduced to E 22,000 per year. The change is expected to increase bad debt losses to
three percent and to increase the DSO to 45 days. In addition sales are expected to
increase to E 2.2 million per year. .

The opportunity cost of funds is 12 percent, the variable cost ratio is 75% and its
marginal tax rate is 30%. Should Nomura Corporation relax its collection efforts?

Advise. (25 marks)
QUESTION 4:
a) Explain how the DuPont equation and chart combine séveral ratios to reveal the basic
determinants of ROE. ' (17 marks)
b) How can management use the DuPont system to analyse ways of improving the firm’s
performance? (8 marks)
Total (25 marks)

End of Question Paper
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{n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 1% 12%
1 09901 09804 09709 0.9615 09524 09434 09346 09259 09174 09091 08009 0.8929
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33 0.7201 0.5202 0.3770 0.2741 0.1999 0.1462 0.1072 00789 0.0582 0.0431 0.0319 0.0238

34 0.7130 05100 03660 0.2636 0.1904 0.1379 0.1002 0.0730 0.0534 0.0391 0.0288 0.0212

35 0.7059 0.5000 0.3554 0.2534 0.1813 0.1301 0.0937 0.0676 0.0490 0.0356 0.0259 0.0189

36 0.6989 04902 03450 0.2437 0.1727 0.1227 0.0875 0.0626 0. 0449 0.0323 0.0234 0.0169

37 0.6920 04806 03350 0.2343 0.1644 0.1158 0.0818 0.0580 00412 0.0294 0.0210 0.0151

X 04712 03252 0.2253 0.1566 0.1092 0.0765 0.0537 00378 0.0267 0.0190 0.0135
X 04619 03158 02166 0.1491 0.1031 0.0715 0.0497 0.0347 0.0243 0.0171 0.0120
04529 0.3066 0.2083 0.1420 0.0972 0.0668 0.0460 0.0318 00221 0.0154 0.0107
Present Value of $1
Periods interest rate (1) :

] 13% 14% 15% 16% 17% 18% 19% 20% 21% 2% 23% 24%
1 08850 0.8772 08696 08621 08547 0.8475 0.8403 08333 08264 0.8197 08130 0.8065
2 0.7831 0.7695 0.7561 07432 07305 07182 0.7062 0.6544 0.6830 06719 06610 0.6504
3 0.6931 06750 06575 06407 0.6244 06086 0.5934 05787 0.5645 05507 0.5374 0.5245
4 0.6133 05921 05718 05523 05337 05158 04987 04823 04665 04514 0.4369 0.4230
5 05428 05194 04972 04761 0.4561 043717 04190 04019 0.3855 03700 0.3552 0.3411
6 0.4803 0.4556 04323 04104 03898 03704 0.3521 03349 03186 0.3033 0.2888 0.2751
7 0.4251 0.3996 03759 03538 03332 03139 0.2959 0.2791 02633 0.2486 0.2348 0.2218
8 0.3762 03506 0.3269 03050 0.2848 0.2660 0.2487 0.2326 02176 0.2038 0.1909 0.1789
9 0.3329 03075 02843 02630 0.2434 0.2255 0.2090 0.1938 0.1799 0.1670 0.1552 0.1443:

10 0.2946 0.2697 0.2472 0.2267 02080 0.1911 0.1756 0.1615 0.1486 0.1369 0.1262 0.1164

11 0.2607 0.2366 0.2149 0.1954 0.1778 0.1619 0.1476 0.1346 '0.1228 0.1122 0.1026 0.0838

12 0.2307 0.2076 0.1869 0.1685 0.1520 0.1372 0.1240 0.1122 0.1015 0.0920 0.0834 0.0757

13 0.2042 0.1821 0.1625 0.1452 0.1299 0.1163 '0.1042 0.0935 0.0839 0.0754 0.0678 0.0610

14 0.1807 0.1597 0.1413 0.1252 0.1110 0.0985 0.0876 0.0779 0.0693 00618 0.0551 0.0492

15 0.1599 0.1401 0.1229 0.1079 0.0949 0.0835 00736 0.0649 0.0573 0.0507 0.0448 0.0397

16 0.1415 01229 0.1069 0.0930 0.0811 0.0708 00618 0.0541 00474 0.0415 0.0364 0.0320

17 0.1252 0.1078 0.0929 0.0802 0.0693 0.0600 0.0520° 0.0451 0.0391 0.0340 0.0296 0.0258

18 0.1108 0.0946 0.0808 0.0691 0.0592 0.0508 0.0437 0.0376 0.0323 0.0279 0.0241 0.0208

19 0.0981 0.0829 0.0703 0.0596 0.0506 0.0431 0.0367 0.0313 0.0267 0.0229 0.0196 0.0168

20 0.0868 0.0728 00611 0.0514 0.0433 00365 0.0308 0.0261 0.0221 0.0187 0.0159 0.0135

21 0.0768 0.0638 0.0531 00443 0.0370 0.0303 0.0259 0.0217 0.0183 0.0154 0.0129 0.0109

22 0.0680 0.0560 0.0462 0.0382 00316 0.0262 0.0218 0.0181 0.0151 0.0126 0.0105 0.0088

23 0.0601 0.0481 0.0402 0.0329 0.0270 0.0222 0.0183 = 0.0151 0.0125 0.0103 0.0086 0.0071

24 0.0532 00431 0.0349 0.0284 0.0231 0.0188 0.0154 0.0126 0.0103 0.0085 0.0070 0.0057

25 0.0471 0.0378 0.0304 0.0245 00197 0.0160 0.0129 0.0105 0.0085 0.0069 0.0057 0.0046

26 0.0417 0.0331 0.0264 0.0211 0.0169 00135 0.0109 0.0087 0.0070 0.0057 0.0046 0.0037

27 0.0369 0.0291 0.0230 0.0982 0.0144 0.0115 0.0091 0.0073 0.0058 0.0047 0.0037 0.0030

28 0.0326 0.0255 0.0200 0.0157 0.0123 0.0097 0.0077 0.0061 0.0048 00038 0.0030 0.0024

29 0.0289 0.0224 0.0174 0.0135 0.0105 0.0082 0.0064 0.0051 0.0040 00031 0.0025 0.0020

30 0.0256 0.0196 0.0151 0.0116 0.0090 0.0070 0.0054 0.0042 00033 0.0026 0.0020 0.0016

N 0.0226 0.0172 0.0131 0.0100 0.0070 0.0059 0.0046 00035 0.0027 0.0021 0.0016 0.0013

32 0.0200 0.0151 0.0114 0.0087 0.0066 0.0050 00038 00029 00022 00017 0.0013 0.0010

33 0.0177 0.0132 0.0099 0.0075 00056 0.0042 0.0032 0.0024 00019 0.0014 0.0011 0.0008

34 0.0157 0.0116 0.0086 0.0064 00048 0.0036 0.0027 0.0020 0.0015 0.0012 0.0009 0.0007

35 0.0139 00102 0.0075 0.0055 0.0041 0.0030 00023 0.0017 0.0013 0.0009 0.0007 0.0005

36 0.0123 0.0089 0.0065 0.0048 00035 00026 00019 00014 0.0010 00008 0.0006 0.0004

37 0.0109 00078 0.0057 0.0041 0.0030 0.0022 0.0016- 0.0012 0.00095 0.0006 0.0005 0.0003

38 0.0096 00069 0.0049 0.0036 0.0026 00019 0.0013 0.0010 0.0007 0.0005 0.0004 0.0003

39 0.0085 0.0060 0.0043 0.0031 0.0022 0.0016 ©0.0011 00008 0.0006 0.0004 0.0003 0.0002 3

40 0.0075 0.0053 0.0037 0.0026 0.0019 0.0013 00010 0.0007 0.0005 0.0004 0.0003 0.0002 “



