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ZAMBIA
DEGREE EXAMINATION – DECEMBER 2024 
Semester: IV                 551CO44     FINANCIAL MANAGEMENT
[bookmark: _GoBack]Time: 3:00 Hours 	                               				                  Max. Marks: 100
Answer any FIVE Questions (5 x 20 = 100 Marks) 
	1.
	a)
	Explain the advantage and disadvantages of preference share capital.(10 Marks)

	
	b) 
	Explain the advantages and disadvantages of retained earnings. (10 Marks)

	2.
	a)
	Calculate degree of i) operating leverage ii) financial leverage, and iii) combined leverage from the following data.
Sales 2,00,000 units @k4 per unit
Variable cost per unit @ K1.40
Fixed cost K 2,00,000
Interest charges K73,360. (10 Marks)

	
	b) 
	Zambeef ltd sells a product for K 50 per unit. The variable operating costs are K 25 per unit and the fixed operating costs are K2,50,000 per annum. Show the various level of EBIT which would result from sale of i) 10,000 units ii) 20,000 units iii) 30,000 units. (10 Marks)

	3.
	a)
	Enumerate the Modigliani and Miller approach and MM approach assumptions. (10 Marks)  

	
	b) 
	i) A firm issues 11% debentures of K10,00,000 payable at the end of 10th year in lump sum. It allowed 2% commission to brokers the tax rate being 50%. Find out the cost of debt. 
(10 Marks)  

	4.
	a)
	Describe the factors affecting capital investment decisions. (10 Marks)

	
	b) 
	  A project costs K40,00,000 and yields annually a profit of K 6,00,000 after depreciation @12.5% but before tax at 50% calculate the pay back period . (10 Marks)                                 

	5.
	a)
	Describe the factors that affect the working capital need of a newly started business. (10 Marks)

	
	b) 
	ABC company has the following selected assets and liabilities
                                             K
Cash                              1,00,000
Retained earnings         3,20,000
Equity share capital       5,00,000
Debtors                          1,20,000
Inventory                        2,22,000
Debentures                     4,00,000
Provision for taxation    1,04,000
Expenses outstanding       42,000
Land and buildings          6,00,000
Goodwill                           1,23,000
Furniture                              50,000
Creditors                              78,000   
You are required to determine i) Gross working capital ii) Net working capital.  (10 Marks)         

	6.
	a)
	A company issues 12% irredeemable debentures of K 50,00,000. The company is in 50% tax bracket. Calculate the cost of debt (before as well as after tax) if the debentures are issued at i) par ii) 5% discount and iii) 10% premium. (10 Marks)

	  
	b) 
	A firm has the following a capital structure and after-tax costs for the different sources of funds used.
	Sources of funds
	Amount 
     K
	Proportion
     %
	After tax
Cost (%)

	Debt 
Preference share capital
Equity capital
Retained earnings
	5,00,000

4,00,000

6,00,000

5,00,000
	     25
   
      20

      30

       25
	6

11

13

11

	
	20,00,000
	    100
	


Compute the weighted average cost of capital. (10 Marks)

	7.
	a)
	A project requires on investment of K12,00,000 has 4 years life cash inflows are I-450,000, II-5,40,000, III-3,60,000, IV-2,82,000 the cost of capital is 11% and 15% calculate IRR. (10 Marks)

	
	b) 
	A firm is considering the projects each with an intial investment of K20,000 a life of years 4year cash inflows after taxes are given calculate ARR. (10 Marks)

	Year 
	1
	2
	3
	4

	Proposal I
	12000
	13000
	14000
	16000

	Proposal II
	12500
	14500
	15500
	18000
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