THE OPEN UNIVERSITY OF SRI LANKA
MASTER OF BUSINESS ADMINISTRATION
FINAL EXAMINATION
AFPA310/ MSPA31¢/ MCP 2610 - CORPORATE FINANCE
DURATION - 03 HOURS
Date: 18.09.2022 Time : 09.30am — 12.30pm
Instructions: Answer ALL four (04) questions.
Numbering of the answers in your answer script should follow the numbers assigned to the
questions in the paper. lllegible hand writing is liable to loose maiks.

Question No, 01
(a) What is meant by the term “Finance”? Explain, (02 Marks)

(b) State four (04) major decisions involved in finance and explain them briefly.
(08 Marks)

(¢) Discuss three (03) issues involved when using “profit maximization” as the objective of a

business, and how the objective of “maximization of shareholders’ wealth” deals with these .

issues. 10 Marks)
(d) What is meant by “the agency problem”? Explain with an example.
| (05 Marks)
(Total Marks: 25)

Question No, 02
(a) State three (03) differences between debentures and equity shares. (06 Marks)

(b) Explain why some debentures sell at a premium over par value while others sell at a
discount. (04 Marks)

i

(¢) XY PLC issued Rs 100/- unsecured debentures on 1% January 2022 at a price of Rs 95/-
each. The debentures matures in 5 years, and the coupon is paid annually at the rate 16

percent,

(i) If the yield to maturity on these debentures is 20 percent per annum, determine the

intrinsic value of a debenture on 1% January 2022. (06 Marks)

(i) As an investor, would you prefer to invest when the company issues these debentures?

Justify your answer. (03 Marks)




(d) AB PLC paid a dividend of Rs.6/- per share at the end of the last ﬁﬁancial year for its
equity shares. The company expects to increase the amount of dividend at the rate of 5%
annually. If the investor’s required rate of return is 15%, calculate the intrinsic price of the
equity share today? (06 Marks)

(Total Marks: 25)

Question No. 03
(a) Explain the relationship between risk and return of an investment (04 Marks)

(b) Explain how measures of risk and return of an investment are useful to an investor.
{03 Marks)

(¢) Discuss two (02) advantages of investing in a portfolio of different investments,
(04 Marks)

(d) The followings are the expected returns of the equity shares of PQ PLC and AB PLC with
associated probabilities.

PQ PLC AB PLC ‘
Rate of Return  Probability Rate of Return Probability
8% 0.3 9% 0.2
11% 0.3 16% 0.3
10% 0.2 10% 0.4
4% 0.2 6% 0.1

You are required to calculate; ,
{i) expected return and standard deviation of the return for the equity shares of PQ PLC

and AB PLC. (10 Marks)

(if) expected return and standard deviation of the return for the portfolio of the equity
shares of PQ PL.C and AB PLC, if 30% of your inyestment is in shares of PQ PLC
while the balance is invested in shares of AB PLC. The cotrelation between the

returns of the equity shares of PQ PLC and AB PLC is 0.86. (04 Marks)
2

22 2.2,
o, = WO, + W0, *+ 2ww, 0,00,

(Total Marks: 25)

Question No. 04
(a) Briefly explain the difference between call option and put option. (04 Marks)

{(b) Suppose you bought a three-month call share option for 5,000 shares of X PLC at the exercise
price of Rs 65/-, The option premium is Rs 3/- per share. |




You are required to;

(i) calculate pay-off at expiration of your investment, if the shares of X PLC sells for Rs 72/-
cach on the expiration date,

(if) draw the pay-off diagram for the investment,

(06 Marks)

(¢) The following financial information relates to a company engaged in manufacturing and
selling of kitchen appliances. During the last few years, it experienced a decline in sales
revenue as a result of the COVID 19 pandemic and subsequent economic crisis in the

country.
(In Rs.’000) 2020 2021 2022
Sales 274,400 254,530 243,220
Gross profit 96,040 71,350 80,200
Administrative expenses 15,600 18,300 20,560
Distribution expenses 23,480 20,726 25,830
Interest expense 12,695 10,130 11,734

Balances as at the year-end,;

Inventory 17,890 16,250 17,350
Trade receivables 18,420 18,135 19,174
Cash 5,385 4271 1 3,218
Property, plant and equipment 341,562 311,358 459,438
Retained earnings 126,947 133,831 142,520
Stated capifal — Equity shares 100,000 100,000 100,000
Long-term borrowings 146,568 103,825 133,427

Based on the above information, you are required to;

() prepare an analysis of the company’s efficiency of assets’ utilization for the years 2021
and 2022, * (10 Marks)

(i) discuss how the efficiency of assets’ utilization analyzed in part (i) above impacts on
the company’s profitability and liquidity positions. : (05 Marks)
(Total Marks: 25)
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