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Question No : 1 

The shares of Derwent Co and Plym Co have beta values of 0·5 and 1·2 respectively. The expected rate 

of return for Derwent Co investors is 9% and the expected return to the market is 12%. Using the Capital 

Asset Pricing Model, what is the expected rate of return for investors in Plym Co?  

 

A. 7·2%  

 

B. 10·8%  

 

C. 13·2%  

 

D. 21·6%  

 

Answer: C  

 

 

Question No : 2  

Vixen plc has warrants in issue that can be used to subscribe for ordinary shares in the company on a 

one-for-one basis in six months’ time at an exercise price of $4.50. The warrants are currently quoted at 

$1.20 and the current share price is $5.40.  

What are the warrant conversion premium and the intrinsic value of the warrant?  

Conversion premiumIntrinsic value  

 

A. $1·20$0·90  

 

B. $0·30$0·90  

 

C. $1·20$1·50  

 

D. $0·30$1·50  

 

Answer: B  

 

 

Question No : 3  

Etamin Co has equity shares in issue with a nominal value of $10m and a total market value of $18m. It 

also has irredeemable loan notes in issue with a nominal value of $10m and a total market value of $12m. 

Interest is payable on the loan notes at the coupon rate of 6% per year and the tax rate is 20%. The 

weighted average cost of capital of Etamin Co is 10%.  

What is the company’s cost of equity?  
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A. 12·7%  

 

B. 13·5%  

 

C. 14·0%  

 

D. 16·0%  

 

Answer: C  

 

 

Question No : 4 

It has been claimed that the weighted average cost of capital (WACC) should only be used to evaluate 

investment decisions, involving discounted cash flow calculations, where:  

1.Theproposed project does not alter the business risk profile of the business.  

2.TheWACC reflects the long-term capital structure of the business.  

Which ONE of the following combinations (true/false) is correct?  

 

A. Statement 1 = True, Statement 2 = True  

 

B. Statement 1 = True, Statement 2 = False  

 

C. Statement 1 = False, Statement 2 = True  

 

D. Statement 1 = False, Statement 2 = False  

 

Answer: A  

 

 

Question No : 5  

Tamen Group Plc, a large conglomerate with businesses in a variety of different sectors, is considering a 

bid to acquire one of its manufacturing businesses. The senior managers in charge of the manufacturing 

businesses would leave Tamen Co in order to run that business as an independent company.  

Which of the following terms would best describe this situation?  

 

A. A divestment  

 

B. A demerger  

 

C. A spin-off  

 

D. A liquidation  
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Answer: A  

 

 

Question No : 6 

The following amounts are taken from a company’s latest financial statements:  

Sales revenue$3,074,000  

Cost of Sales$1,884,000  

Inventories$160,000  

Trade receivables$514,000  

Trade Payables$325,000  

Based on the above amounts, what is the cash cycle of the company? (Assume one year is 365 days)  

 

A. 21 days  

 

B. 29 days  

 

C. 41 days  

 

D. 68 days  

 

Answer: B  

 

 

Question No : 7  

Rehan Gates has in issue 10% debentures of a nominal value of $100. The market price is $90 ex 

interest.  

Ignoring taxation, calculate the cost of this capital if the debenture is redeemable at par after 10 years.  

 

A. 10.20%  

 

B. 14.00%  

 

C. 11.10%  

 

D. 11.76%  

 

Answer: D  

 

 

Question No : 8 

Com Ltd has multiple operations around the world. Com Ltd consider following hedging methods in its 

operation:  

1. International diversification of operations  
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2. Matching assets and liabilities  

3. Leading and lagging  

4. Money market hedge  

Which TWO of the hedging methods are suitable forminimizingeconomic exposure of Com Ltd?  

 

A. 1 and 2  

 

B. 1 and 4  

 

C. 2 and 3  

 

D. 3 and 4  

 

Answer: A  

 

 

Question No : 9  

A company has loan notes in issue paying interest at the rate of 6% per year. Interest has just been paid 

on the loan notes, which are due for repayment in exactly one year’s time. The loan notes will be 

redeemed at $109 per $100 nominal value. A yield of 9% per year is required by investors from the loan 

notes.  

What is the predicted current market value of the loan notes? (To the nearest $ and ignoring taxation)  

 

A. $100  

 

B. $102  

 

C. $106  

 

D. $108  

 

Answer: C  

 

 

Question No : 10 

It has been suggested that preference shares have the following attributes:  

1. They are secured on the company’s assets.  

2. They pay a fixed percentage dividend.  

3. They rank before creditors in the event of company liquidation.  

4. Their dividends are not an allowable expense for taxation purposes.  

Which of the above statements are correct?  

 

A. 1 and 2  
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B. 1 and 3  

 

C. 2 and 3  

 

D. 2 and 4  

 

Answer: D  

 

 

Question No : 11  

Sonoran Co recently evaluated an investment project that had an initial cash outlay followed by positive 

annual net cash flows over its life. The company employed the internal rate of return (IRR) and discounted 

payback period (DPP) methods for the investment appraisal. Later, it was discovered that the cost of 

capital figure used was incorrect and that the correct figure was higher.  

What will be the effect on the IRR and DPP of correcting for this error?  

 

A. IRR = No change, DPP = No change  

 

B. IRR = Increase, DPP = Increase  

 

C. IRR = Decrease, DPP = Decrease  

 

D. IRR = No change, DPP = Increase  

 

Answer: D  

 

 

Question No : 12 

Aralia Co and Corylus Co both pay a constant dividend of $0.30 per share. Aralia Co has a beta of 1.2 and 

Corylus Co has a beta of 0.9. The market share price of Aralia Co is $3.70 and the market share price of 

Corylus Co is $3.80. The market rate of return is 8% and the risk free rate is 5%.  

Based on the Capital Asset Pricing Model (CAPM) analysis, which ONE of the following combinations 

(underpriced/overpriced) concerning the market price of the shares of Aralia Co and Corylus Co is 

correct?  

 

A. Aralia Co = Overpriced, Corylus Co = Overpriced  

 

B. Aralia Co = Overpriced, Corylus Co = Underpriced  

 

C. Aralia Co = Underpriced, Corylus Co = Overpriced  

 

D. Aralia Co = Underpriced, Corylus Co = Underpriced  
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