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INSTRUCTIOI\: Answer Fours questions oitly, t do qcaestions from each section 

Section A 

1. Appraise these two  Projects ~1si1.l~. (i) tk,? Net Pr-esent Value discounting both at 10% and j 

(ii) internal rate of return ( IRR)  r,~ethc,d discounting Project A a t  13% and Proj~zct B at ; 
15%. Explain and compare your fiirclirlg ,. 

Project A Project B 

Year Met Cash F I ~ J  \I#) N e t  Cash Flow (#) 

5 +4,000 +2,000 (15 marks) 

2. Two investment opportunities :it-? av;,ilable both requiring an initial capital outlay of 

#2,000,000. Income from the inve;tme:-,ts is  as follows: 

investment A. .#500,000 p.a for . the -Fi, s t  4 years, #600,00Ofor the following 6 years 
I 

I 
Investment B. #200,000 p.a tor the first 4 years,#1,200,000 p.a for the following G / 
years i 

(i) Appraise the investments using, the payback criterion, and the Accounting Rate ' 
of Return (10 marks) 

(ii) Discuss the relative merit- and -!emer~l-s of the two techniques (5 marks) 



Question 1 

You arc consiclcri~-ig ~ L I I - C ~ ~ S ~ I I ~  313 a:i:.;l. in[., a well di\/crsil'ied portli)lio. 'The assct is offerecl for i 

sale at a required return (cqiiatcci yic1.l or 1:ioncy \,vcighted ratc of return) of 13%. Assume the ' 
risk Scec ratz of rcturn to be 7%. 

?'he returns for the past livc year:: ;:PC as ibliows: 

Assct being 
considered 

Existing Porlfolio 

(Weighted 
averagc o f 
individual asset 
returns) 

Can, - 0.9 
i 

Deterrnii~e the beta, the expcctcd asset j-etur!: and 1l:e alpha and di:pict these on a securities 
j 

lnarltct l inc graph ( l 5 i-narks) 1 
I 

Question 3 

Briefly cxplain the following terms (\\/iLli npi.)roj?;-ia1.e Ibrmulae where iicccssary) 

P o ~ ~ f o l i o  diversification 

Ei'fii~ic~it fsonlier 
'The super cfficici~t porlfhlio 

Capital al1oc:ition lines and the 

capital ~narket  linc 

Systematic risk and specific risk 

Alph:~ 
t3cta 

CA ['M 

Arbitrage Pricing 'l'heory 

e 'L'est o f  adecluate profitability (15 , 

marks ) ! 



Question 3 I 1 

Assume you liave ~lscer ta i~~ed the f o l I c . - ~ i n g  infornma-cion in respect LO the valuation of a factory 1 
! 

The factory premises cc.)r~~priscs ctE k)utltlin;.;; plant a;lil ~ n n c h i n e r y  011 :I 30 hectare site (cost per : 
hectare is N300,OOO). The buildings :xc 4 single sLor.e)i \vorIi-shops with a gross floor area of i 
500ni2 cach and 3 single storey \\;nr;:lic~~r,.:rs G I -  grc!?;:; floor area of' 500m' each. Comparable 
w o ~ l i ~ h o i , ~  and w a t e l ~ o ~ ~ s e s  ci~n be I;.l.lilr I;:[ $4 50~1111' aitd M 20/t1-1' scspcctively. You have j 
inquired from relevant plant I~I~II~.I~: ,IC~LII-crs in Uritai1-1 slid have becn givc11 the follow!ing current i 
iiiachil~cry costs f o r   he plas~ics pl:ln~. 

I 

f, 

1 .  P ~ O C C S S  V ~ S S C : ~ S  and I.I!I~!I~;s 10(3;0(30 
2. transportation ancl ir:st:.llal ic f i  2(1,000 
- .  
3 .  111struments snd  c:~ni.r,iis 3Oj00O 
4. electrical worlts 10,~)OO 
5 .  civil worli-s 16,000 
6. plan-r: desigries and en;;,i.reer: fees 5,000 
7. cost o1'-l'inancc 10,000 

191.000 

Addecl to the above are irn;?ol-t c;uty and pol-[ charges L38:200. 

The pla~lr was constructed live years ago :!I a historic cost o r  1: 120,000. Most plan: of this type 
are reclto~~ed to have a wnrliing life zli'O5 ) zn'rs. The rel~~aining ~isef~l l  lifc of the plant is 60 yea;-s I 

out of [he life span of 65 years. r lhe  plaiii construction period \voi~ld be two years. 'fake the : 

exchange rate at 442.50 to the poiln::l Ailci~t estima1:ed percentage depreciation for she physical ; 

plant detel-ioration. Assume tilere i ~ ,  no i~~octic)nai O ~ S O I C S C ~ I I C ~ ,  bill that there no econoii-~ic i 
obsolescei-tce i 
Other nlocliinery S L ~ C I I  as vchicies; gt;iicrni is\, typcwriLcrs, curnpiiter, llirniture etc have rccently I 
been valued bjt LSBO valucrs using l2!.7C': ~ i ;  ,4f600,000. I 

I 

You liave extracted the follawing il~i~k~rrnation from the bcsolts of accounts of the company for the 
year ended December last year. 

Stock of raw materials &4=75.000.00 

Sioc k o-f finished products Pt 75,000.00 

Cash in hand N- 20,000.00 

Cash in the bank $4 40,000.00 

Sundry debtors 44 5,000.00 


