
EASTERN UN|VERS|TY, SRt LANKA v) a WFACULTY OF COMMERCE AND MANAGEME

Third Year First semester Examination in Bachelor of commerce/
e (specialization in Accounting and Finance)-2oo9lzo10 (August 2011)

DAF 3043 Gorpordte Finance

All Questions. Time: Three (03) hours.
lculator Permitted.

The following are the financial statement of the AKM plc for the year 2010:

The lncome Statement for the year ended 3,1.12.2010

LTB-!

12 OCT

Rs. Rs.
Sales: Cash 280000

Credit 1 1 20000 1400000
Less: Cost of Sales 840000
Gross Profit 560000
Less: Operating expenses 140000

Depreciation 98000
lnterest on Long term Debt 4200a 280000

Profit before taxes 280000
Less: Taxes 140000
Profit after taxes 1 40000
Less: Preference Dividend 1 7000

Ordinary Dividend 25000 42000
Retained profit for the year 98000
Profit & Loss b/f 1 82000

280000

Balance sheet as at 31.12.2010

Liabilities Rs. Assets Rs.
Ordinary share capital (Rs.10 each) 140000 Fixed assets 1 050000
Preference share capital 280000 Goodwill 140000
Profit & Loss account 280000 Stock 490000
Long term debt 840000 Debtors 350000
Creditors 280000 Cash 70000
Bills payables 140000
Taxes payable 1 00000
Outstanding expenses 40000

2100000 21 00000



The ratios for the Years 2008 and

given below:
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Required:

calculate the ratios for 2010 and evaluate the company's operating performance anc

financial position comparing between years and with the industrial average'

(25 Marks)

02.(|)FindthepresentvalueofthecaslrinflowsofRs.l0000attheendofeachyearfot
next 10 years assuming a discount rate oI 12 percent'

(05 Marks)

(ll)ComputethepresentvaluecrfthecashflowsofRs.50000;Rs.75000;(Rs'10000);l)

. Rs.75000; and Rs.g0000 flown at ilre encl of one through five years' Assume a 15

Percent discount rate'
(05 Marks)

(lll)ABankpaysl0percentannualinterestandcompoundsitbi-annuallyforafixed

deposit scheme. lf Rs.25000 is deposited today' how much shall it grow at the end

of 5 years? 
(05 Marks)

t



plc sold

10000 and

profit/ Volume ratio of PDA plc is 40% and its Margin of Safety is 50%. Sales is

: Calculate the following:

(a) the Break-Even Point

(Q) Net Profit
(07 Marks)

in two successive years 7000 and 9000 units and incurred a loss of

earned'Rs.10000 as profit respectively. The selting price per unit is

IRR for each machine. Which machine should be

(07 Marks)

Required: Calculate the following.

(alThe amount of Fixed Cost

(blThe number of units to break even

(c)The number of units to earn a profit of Rs.50000

(10 Marks)

(Total 25 Marks)

A machine "M" has a cost of Rs.300000 and net cash flow of Rs.80,000 per year

6 years. A substitute machine "N" woukl cost Rs.200000 and generate net cash

flow of Rs.56000 per year for 6 years. The required rate of return of both Machines

's12o/o

Calculate the NPV and the

purchased and why?

4



(lv) A firm deposits Rs.20000 at the end of each year for five years at 11 per
interest rate' How much would this annuity accumulate at the end of the fifth ye

(05 Ma

(v) A firm purchased a machine for Rs.1000000 by making a down paymen
Rs'150'000 and remainder in equal installments of Rs.250,000 for five years. \A
is the rate of interest to the firm?

(05 Mar

. (Total 25 Mari

03' (l) Two firms' GKB plc and NSP plc, sell identicar products in the same market. Thbudgeted profit and loss accounts for the year ending on 31rr Decemb er 2011 tas follows:

GKB plc NSP plc
Rs Rs Rs Rs

40000
Sales
r:::. 400000
L-eDo. vdlta(]le uosts

ffi
%
Net Profit

32000( 280000
40000 360000 80000 36000(

40000 4000c

Required:

Calculate the Break_Even point for each firm

state what shail be the rikery effect on the profits of the firms in
(i) increasing demand for the product, (ii) failing demand for the

.onOition, ol

(a)

(b)



SDR plc and the MRT plc have the following probability distribution of returns

their securities:

Determine the Covariance of returns

Determine the Correlation of returns between the two companies' securities

lf a portfolio is created by investing equally in securities of both companies,

what will be the Expected Rate of Return of the Portfolio

Measure the Risk of the Portfolio by calculating the Standard Deviation of its

returns and comment on the risk of the portfolio

Determine the optimal combination of two securities to form the minimum risk

portfolio

(18 Marks)

(Total 25 Marks)

Returns (%)
Probability


