
The second assignment consists of a timed test (20% of the assignment mark) and a written report. The timed test must be attempted first.
Now that you have started this test, you must complete it in one session. You have 2 hours. Any questions which you have not completed in 2 hours will not attract any credit.
You may submit your answers as soon as you finish, without waiting for the 2 hours to expire.
This test contains 30 questions, relating to the following areas:
Resource Allocation and Business Goals: Business Investment Appraisal
Business Finance: Cost of Capital (Financing Costs for Bonds and Shares)
Financial Reporting: Financial Statement Ratio Calculations
You must answer all 30 questions in 120 minutes.

All of the questions require mathematical answers. There are multiple choice questions requiring you to identify a correct formula and there are other questions requiring you to apply the correct formula to obtain a numerical answer.

In the second part of your assignment, you will be required to write a report using your answers to this timed test. Please note that you must use your own answers. The use of amended answers which do not reflect your own answers will be penalized. Incorrect answers will be penalized in the timed test element but the use of the incorrect answers you have already given will not be penalized in the marking of the report element.






Resource Allocation and Business Goals
You have been engaged as a management consultant by Scylace plc, a grocery retail chain. You have been asked to evaluate two alternative proposals for a new superstore. You have the option to build the superstore at one of two locations. The cost of building the new superstore and the annual sales revenue and costs are as follows:
	 
	Option A
Location A
£ million
	Option B
Location B
£ million

	Cost of New Superstore
	40.0
	25.0

	Residual Value
	10.0
	3.0

	Annual Sales Revenue
	13.0
	10.0

	Annual Cost of Sales
	(9.1)
	(7.0)

	Annual Staff Costs
	(1.2)
	(1.1)

	Other Annual Costs
	(1.1)
	(0.8)


Depreciation is to be charged on a straight line basis over a period of 50 years, taking account of the residual value.
Question 1

Select the correct formula for the annual profit.
Select one:
a. Annual Sales Revenue – Annual Cost of Sales - Depreciation  
b. Annual Sales Revenue - Annual Cost of Sales  
c. Annual Sales Revenue – Annual Cost of Sales – Annual Staff Costs – Depreciation - Other Annual Costs  
d. (Annual Sales Revenue – Annual Cost of Sales + Residual Value) ÷ 50  
Feedback
Your answer is correct.







Question 2

For Option A, calculate the Annual Profit.
(Enter your answer, assumed to be in millions of pounds, to two decimal places. Example: enter 1.25 for the value 'one and a quarter million pounds') 

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 1.00
Question 3

For Option B, calculate the Annual Profit.
(Enter your answer, assumed to be in millions of pounds, to two decimal places. Example: enter 1.25 for the value 'one and a quarter million pounds') 

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 0.66
Question 4

Select the correct formula for average investment in the superstore
Select one:
a. (Cost of New Superstore + Residual Value) / 2  
b. (Annual Sales Revenue – Annual Cost of Sales + Residual Value) ÷ 50  
c. Cost of New Superstore + (Residual Value / 50)  
d. Cost of New Superstore / 2  
Feedback
Your answer is correct.

Question 5

For Option A, calculate the Average Investment.
(Enter your answer, assumed to be in millions of pounds, to two decimal places. Example: enter 1.25 for the value 'one and a quarter million pounds') 

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 25.00
Question 6

For Option B, calculate the Average Investment.
(Enter your answer, assumed to be in millions of pounds, to two decimal places. Example: enter 1.25 for the value 'one and a quarter million pounds') 

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 14.00
Question 7

Select the correct formula for the Accounting Rate of Return
Select one:
a. Annual Profit / Annual Sales Income  
b. (Annual Profit + Depreciation) / Residual Value  
c. Annual Profit / (Annual sales Income * 2)  
d. Annual Profit / Average Investment  

Your answer is correct.




Question 8

For Option A, calculate the Accounting Rate of Return.
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for a percentage of twenty five percent you would enter 25.00) 
Answer:   incorrect
Feedback
The correct answer is: 4.00
Question 9

For Option B, calculate the Accounting Rate of Return.
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for a percentage of twenty five percent you would enter 25.00) 
Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 4.71




[bookmark: _GoBack]Business Finance
You have been engaged as a management consultant by Scylace plc, a grocery retail chain. You have been asked to evaluate three alternative proposals financing expansion. The options are:
to issue a bond redeemable in 20 years
to issue a bond redeemable in 50 years
or to issue new shares.
The details of the proposed alternative bonds and their expected market values are as follows:
	 
	20-year bond
	50-year bond

	Face Value of each bond
	£100
	£100

	Nominal Interest Rate
	8.0%
	6.5%

	Predicted market price of bond
	£150
	£120


Scylace plc has ordinary shares with a nominal value of £1 each listed on the London Stock Exchange.
The market price of 1 Scylace ordinary shares is 570p
Over the last year, Scylace has paid a dividend of 24.00p per share.
The directors are expecting the company to pay dividends of 24.75 per share over the next year and expect dividends to grow at a constant percentage rate for the foreseeable future.
Question 10

Select the correct formula for the yield to redemption on bonds
Select one:
a. 


b. 

c. 

d. 

Feedback
Your answer is correct.



Question 11

Calculate the predicted yield to redemption on the 20-year bond.
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 3.33
Question 12
Calculate the predicted yield to redemption on the 50-year bond.
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)
Answer:   Incorrect

Feedback
The correct answer is: 5.05
Question 13

Select the correct formula for calculating the cost of equity capital for Scylace plc
Select one:
a. (Dividend / Share Price) (1 + Dividend Growth)  
b. Dividend Yield * Nominal Value * Dividend Growth / Share Price  
c. (Dividend / Share Price) + Dividend Growth  
d. (Dividend + Dividend Growth) / Share Price  
Feedback
Your answer is correct.


Question 14

Calculate the cost of equity capital for Scylace plc.
Additional note: Scylace plc has total assets of £312 million, including £14 million in cash, with total liabilities of £98 million.
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent enter 25.00) 
Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 7.34








Financial Reporting
The directors of Scylace plc have also expressed an interest in in making a takeover bid for a clothing retailer, Helibeb plc. The following figures have been extracted from Helibeb's financial statements for the last two years:
	 
	Year Ended September 30th.

	 
	2017
£m
	2018
£m

	Sales Income
	681
	697

	Cost of Sales
	(492)
	(500)

	Gross Profit
	189
	197

	Distribution Costs
	(85)
	(87)

	Administration Expenses
	(79)
	(83)

	Operating Profit
	25
	27

	Finance Income
	0
	0

	Finance Costs
	(6)
	(5)

	Net Profit Before Tax
	19
	22

	Taxation
	(3)
	(4)

	Net Profit After Tax
	16
	18

	Dividends
	(6)
	(7)

	Retained Profit
	10
	11


 
 
	 
	As at September 30th.

	 
	2016
	2017
	2018

	 
	£m
	£m
	£m

	Non-Current Assets
	203
	209
	211

	Current Assets
	19
	22
	29

	Current Liabilities
	(37)
	(38)
	(40)

	Non-Current Liabilities
	(82)
	(80)
	(76)

	Shareholders’ Equity
	103
	113
	124





Question 15

Select the correct formula for the Return on Shareholders' Equity
Select one:
a. 
Operating Profit × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Shareholders' Equity + Closing Shareholders' Equity 
b. 
Retained Profit × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Non-Current Assets + Closing Non-Current Assets + Opening inventory + Closing Inventory 
c. 
Net Profit After Tax × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Total Assets + Closing Total Assets - Opening Current Liabilities - Closing Current Liabilities 
d. 
Net Profit After Tax × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Shareholders' Equity + Closing Shareholders' Equity 
Feedback
Your answer is correct.





Question 16

Calculate the Return on Shareholders' Equity for Helibeb plc for 2017
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)
Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 14.81

Question 17
Calculate the Return on Shareholders' Equity for Helibeb plc for 2018
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)
Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 15.19

Question 18
Select the correct formula for the Turnover of Capital Employed
Select one:
a. 
Cost of Sales × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Inventory + Closing Inventory 


b. 
Cost of Sales × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Total Assets + Closing Total Assets - Opening Current Liabilities - Closing Current Liabilities 

c. 
Operating Expenditure × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Total Assets + Closing Total Assets - Opening Current Liabilities - Closing Current Liabilities 

d. 
Sales Income × 2
‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾‾
Opening Total Assets + Closing Total Assets - Opening Current Liabilities - Closing Current Liabilities 

Feedback
Your answer is correct.

Question 19

Calculate the Turnover of Capital Employed for Helibeb plc in 2017
(Enter your answer to two decimal places. Example: for two and a half enter 2.50)

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 3.60
Question 20

Calculate the Turnover of Capital Employed for Helibeb plc in 2018
(Enter your answer to two decimal places. Example: for two and a half, enter 2.50)

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 3.55
Question 21

Select the correct formula for the Net Profit Margin
Select one:
a. Net Profit After Tax / Sales Income  
b. Gross Profit / Sales Income  
c. Net Profit After Tax / Gross Profit  
d. Gross Profit / Cost of Sales  

Feedback
Your answer is correct.






Question 22

Calculate the Net Profit Margin for Helibeb plc in 2017
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer: 
Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 2.35




Question 23

Calculate the Net Profit Margin for Helibeb plc in 2018
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer:    Incorrect

Feedback
The correct answer is: 2.58

Question 24
Select the correct formula for the Operating Margin
Select one:
a. Operating Profit / Sales Income  
b. Operating Profit / Gross Profit  
c. Gross Profit / Sales Income  
d. Gross Profit / Cost of Sales  
Feedback
Your answer is correct.

Question 25
Calculate the Operating Margin for Helibeb plc in 2017
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer:    Incorrect

Feedback
The correct answer is: 3.67


Question 26

Calculate the Operating Margin for Helibeb plc in 2018
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer:   Incorrect

Feedback
The correct answer is: 3.87




Question 27

Select the correct formula for the Book Gearing
Select one:
a. 
Total Assets - Current Liabilities
‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯
Total Assets 
b. 
Total Assets - Current Liabilities - Equity
‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯
Total Assets - Current Liabilities 
c. 
Current Assets - Inventory
‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯
Current Liabilities 
d. 
Equity
‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯‾¯
Total Assets - Current Liabilities 
Feedback
Your answer is correct.


Question 28

Calculate the Book Gearing for Helibeb plc for the balance sheet date September 30th 2016
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer:    Incorrect

Feedback
The correct answer is: 44.32

Question 29
Calculate the Book Gearing for Helibeb plc for the balance sheet date September 30th 2017
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer:    Incorrect

Feedback
The correct answer is: 41.45

Question 30
Calculate the Book Gearing for Helibeb plc for the balance sheet date September 30th 2018
(Enter your answer, assumed to be a percentage, to two decimal places. Example: for 25 per cent, enter 25.00)

Answer: 


Feedback
You must treat your own answer as being correct when you write your report.
The correct answer is: 38.00
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