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Important Instructions to Students

. Read the questions, instructions carefully and answer the questions.

You are allowed an extra 10 minutes reading time (during this time, you are not allowed to
write with pen) and 18¢ minutes (3 Hours) to complete this paper.

Silent, non-programmable calculators are allowed but not supplied.

Write all your answers in the answer booklet provided. If you need extra sheets, please ask from
the supervisor. Write your name, course code and student identification number in the answer
booklet and in the attendance sheet.

This Final Course Examination Paper is worth 100 marks and contributes 50% of the total

course assessmeni. Students must at least score 40% in this final exam to pass the course
(subject to achieving an aggregate score of at least S0% in the course).

Write all your answers legibly. The marker has the right to award zero marks for answers that are
not legible.

There are 7 questions, and all are compulsory.,

Show ALL necessary working for practical questions.

This is a Closed Book Examination. The University views plagiarism, cheating and dishonest
practice as serious offences and if found, offenders will be penalized.

Examination Paper Content (Format)

Question Content Marks Suggested Time

| Theory 12 22

2 Evaluating Business Proposal 10 18

3 Stock Valuation 10 18

4 Risk & Return 15 27

5 Capital Budgeting 15 ' 27

6 Cost of Capital 15 27

7 Short Theory & Practical Questions 23 41
TOTAL 100 180 Minutes

Registered with the Fiji Righer Education Commission as a University under the Higher Education Act 2008,
Registration Certificate Number (RGN0020/11)

Copyright®: The University of Fiji - Trimester 3, 2025 . Page 1



QUESTION 1 Theory (12 marks)

Read the following news article and answer the questions that follow.

South Pacific Stock Exchange (SPX): $43m dividend declared_in 4 months of 2025

Companies listed on the South Pacific Stock Exchange (SPX) have collectively declared $43 million
in dividends from January to April 2025, continuing a strong trend of delivering shareholder value.
This, according to a statement from SPX, reflected a 116 per cent increase compared to the same

period in 2024, when declared dividends totalled $19.95m,

Last year, a total of $76m was paid out across the entite 2024 calendar year — the highest annual
dividend payout on SPX record. So far this year, dividend payout on SPX has passed last year’s
halfway mark.

SPX chief executive officer Sheraj Obeyesekere said the Fijian stock market has long demonstrated
a strong culture of rewarding shareholders through consistent dividend payments. “In addition to
capital gains, where investors benefit by selling shares at a higher price than they purchased,
dividends form a key part of the return for investors,” Mr Obeyesekere said. “The Fijian market

benefits from companies that regularly prioritise shareholder returns.”

He said between 2000 and the end of 2024, companies listed on SPX had paid out over $1b in
dividends, highlighting the market’s long-term value for investors. “Dividendé are payments made
by a company to its shareholders, typically drawn from its profits. “They serve as a way for companies
to share a portion of their earnings with investors, providing a return on their investment,” he said.

(Source :Retrieved 7" May 2025 from: hitps.//www fijitimes.com fi/43m-dividend-declared-in-4-months)
(Story by Dionisia Tabureguci)

Required

(a) As apotential investor, discuss some of the factors you would consider before making the decision
to invest in the listed companies at South Pacific Stock Exchange?

(word limit: 300)

(b} Discuss some of the factors listed companies in Fiji need to consider when determining the
dividend payout to the sharcholders.
(word limit: 300)

(6 + 6 marks)
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QUESTION 2

Evaluating Business Proposal (10 ma_rks)

Due to rapid expansion in Suva City area, Western Hardware Company Limited is exploring the
option of selling its Rakiraki branch. It has received an offer of $1,600,000 from Ra Hardware
Limited. Western Hardware has a policy of evaluating any business over a 7-year period. The table
below depicts the projected cash flows for the next 7 years (end). The average required rate of return

for hardware business is 20%.

Year 2
375,000

Year 3
450,000

Year 4
500,000

Year 5
525,000

Year 6
550,000

Year7
600,000

Year 1
300,000

Cashflow {$)

Required

(a) Evaluate the business proposal offer from Ra Hardware Limited and advise Western Hardware
Company Limited.

(b) Calculate the equivalent amount of cash flows per year at 20% required rate of return (i.e.
determine the annuity amount).

(c) Assume the required rate of return was 15% rather than 20%. Re-evaluate the project and advise
the management of Western Hardware Company Limited accordingly.

(4 -+ 2+ 4 marks)

QUESTION 3 Stock Valuation (10 marks)

Hakwa Hotels & Tours Limited made significant investment of $10m to its business. This is expected

to provide competitive edge for at least next 4 years before the growth stabilises with the market., The '
stockholders required rate of return is benchmarked at 12% per annum on company’s stock. The last

dividend paid yesterday was $1.00 per share.

Year "~ st 2nd 3rd 4th 5th Year Onwards
Dividend Growth Rate 25% 20% 15% 15% 8%
Required

a) Calculate the expected dividend per share for Years 1 - 5.

b) Calculate the present value of the company’s stock (PO).

¢) Calculate the expected dividend vield and the capital gains during the current year.
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QUESTION 4 Risk & Return (15 marks)

City Investment Limited has recently completed its 5-year strategic plan. One of the strategies
identified for future growth is diversification of the business and investing in stock market. The
management has decided to invest $2 million in 4 stocks. The current risk-free rate is 4% and the

likely market return for the next period is 15%.

Stock P G R S
Investment ($000's) 300,000 600,000 400,000 700,000
Beta 1.40 210 {1.20) 0.80

Required

(a) Define ‘Beta’ of a stock and provide physical interpretation for stock ‘R’ beta.

(b) Calculate the portfolio beta for City Investment Limited.

(c) Estimate the security market line (SML) equation.

(d) Calculate the company’s required rate of return for the next period.

(e) The financial manager is suggesting investing an additional $500,000 with expected return of
20% and a likely beta of 1.30. Determine whether it would be worthwhile to consider suggestion

from the finance manager,

(3+3+3+ 3+ 3Imarks)
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QUESTION 5 Capital Budgeting (15 marks)

The management of PQR Bottling Company Limited has decided to introduce two new products in
the local market. After a thorough research, the company is confident the two new products will be
able to gain at least 25% of the market share. However, the financial controller would like to carry
out the financial evaluation based on net present value criteria as it will require an investment of
$1,500,000 for the purchase of new machinery in Year 0.The other relevant information regarding

the new product for the next 5 years is as follows:

Additional Information

¢ PQR Bottling Company Limited has a company policy to evaluate all capital budgeting
projects over a 5-year period.

o The twb new products will generate revenue of $500,000 in Year 1 with 10% increase in year
over year from Years 2 to 5.

e Inaddition, the introduction of two new products will result in net incremental sale of $50,000
in Year 1 of its existing Product BBX with 5% increase in year over year from Years 2 to 3.

o The operating cost is expected to be $200,000 in Year 1 with 5% increase in year over year
from Years 2 to 5.

e The introduction of the two new products will incur incremental fixed costs of $60,000 per
year,

o The project investment cost of $1,500,000 for the purchase of the new machinery needs to be
fully depreciated using straight line method over the 5-year period (assume zero salvage
value).

¢ Applicable current corporate tax rate of 20% will apply.

e The company has a policy of using 12% as cost of capital for evaluating any capital budget

project.

Required

(a) Using the Net Present Value (NPV) criteria, evaluate the financial impact of investing in the
two new products.
(b) Explain the importance of evalﬁating any capital budget projects using NPV criteria rather -

than qualitative factors or based on management preference.

(12 + 3 marks)

I e e——— L s A — e e e eronac]
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QUESTION 6 Cost of Capital (15 marks)

Capital Investment Company Limited has in principle agreed for a capital budget project of
$1,600,000 for 2026. The Debt: Equity ratio of 40:60 will be maintained. Other relevant information
is as follows:

o Costof debt = 12% p.a.

e Current market share price = $22

e Latest dividend/share paid was $2.00

e Growth rate is assumed to be 8%

o Flotation cost (issue of new shares) = 15%

o Expected after tax annual earnings = $1,200,000

e Dividend Payout ratio= 40%

e Tax rate = 20%

Required
(a) Calculate the relevant weighted average cost of capital for Capital Investment Company Limited.

(You need to demonstrate all necessary calculations including after tax cost of debt, cost of
internal equity, cost of external equity, project cost to be funded by debt & equity, weighted

average cost of capital and the breakpoints).

(b) The $1.600,000 capital budget project for 2026 consists of 6 projects with the projected cost and
expected returns, Based on the relevant weighted average cost of capital in part (a):
(i) Recommend which of the following projects should the company pursue in 2026.

(i1) State the total project cost to be pursued in 2026.

Projects Cost ($) E];epf::]d
AXO01 250,000 17%
BX02 250,000 14%
CX03 350,000 18%
DX04 380,000 22%
EX05 220,000 13%
FX06 150,000 16%

TOTAL 1,600,000

(I+2+2+2+2+ 1+ 5marks)

e —— e ———— e — e e —
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QUESTION 7 Short Practical & Theory Questions (23 marks)

(a) Marika invested $170,000 in Life Insurance Corporation of India (LICI) under the single premium
policy 10 years ago when he was 35 years old. On his 45" birthday (today), Marika is expected
to receive $237,000. He currently holds a managerial position in a popular hardware company
and does not have any immediate need for additional cash for the next 10 years. He is exploring
two investment options and seeks your advice.

e Option 1: Invest $237,000 in his Fiji National Provident Fund (FNPF) account for the
next 10 years.

e Option 2: Buy a freehold land in a popular location worth $237,000 which is expected to
increase in value over the 10-year period. Based on the valuation of the area, the land is
expected to be worth $550,000 (net of capital gains tax) after 10 years.

Required

(i) Calculate the total amount available in Marika’s FNPF account on his 55" birthday with the
assumption the compound interest rate will remain 9% per annum.

(ii) Evaluate the two options and recommend the preferred option based on maximising wealth to the
investor.

(3 + 3 marks)

(b) Vanua Company’s bond has § years remaining to maturity. The coupon interest rate is 10% per
annum. The par value of the bond is $1,000. Calculate the current value of the bond if the market
interest rate decreases to 8% per annum.

(5 marks)

(c) The Financial Controller of ABC Company Limited suggested to the Board of Directors (BOD) |
to maintain an optimal Debt to Equity in the proportion 45%:55%. However, the BOD advised
that Debt should not exceed over 30%. Discuss at least 3 reasons why the BOD recommended for
sub-optimal Debt: Equity proportion.

(6 marks)

(d) Within your first 2 weeks of joining Jeks Hardware Limited, you identified inventory is not
managed effectively and this is having an impact on the organisation’s working capital
management. Discuss some of the strategies you would recommend to better manage inventory
and improve working capital for Jeks Hardware Limited.

(6 marks)
The End

L. . .|
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Formulas

1.

10.

11.

12.

13.

14.

15

16.

17.

YTM = [I + (F-P)/n] / [(F+P)/2]

I= Interest, F'= Par Value of Bond, P = Present Value of Bond, n= vears to maturity

Bond Value = [Interest x PVAF@ 1%, n periods] + [Par Value x PVF @ t%, n periods]
Stock Price (Po) =D/ (1 +1) + Do/ (1+1)% ....ooeiiil, Do/(1+0)" + [Dn (1+g)/(ks-g)]/(1+1)"
Dividend Yield = D1/P,
Capital Gains = (P1-Po)/Po
Current Bond Yield = Interest /Bond Value
Capital Gains (Bond)=(VB;z — VB1)/VB1
E R =Re+ Bix [(E (Rm) - Ro)]
Cost of Debt = Interest Rate x (1-T)
Cost of Internal Equity (Retained Earnings) = Di/P, + g
Cost of New Equity = [Dy/ (Po x tl- flotation cost %)] + g
WACC = (% Debt x Cost of Debt — Net of Tax) + (% Equity x Cost of Applicable Equity)
Expected EPS = EPS x Prob +........

SD of EPS = Sq. Root [(EPS —Exp EPS)? x Prob + .........

. Coeflicient of Variation = SD EPS/Exp EPS

share Price = DPS/Expected Return

Two Stock Risk Calculation: ¢ » = [wito? s wato?] + 2 (wiws) Comr, Coef. (R1,R2)

[(% Investment in Stock X7 x SD Stock X°) + (% Investment in Siock Y x 8D Stock Y + (2 x
% Investment in Stock X'x % Investment in Stock ¥’ Cory. Coef. x 8D for Stock X x 8D for Stock

i
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