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Instruction:
1. All questions are compulsory. Part I contains three essay questions and Part II have three numerical questions. You have to answer within the space specified on this sheet and you not allowed to use a separate sheet for your answers.
2. Use Pen with blue or black ink only. 
3. At all the time during this examination, YU academic regulations will apply.  



PART I: Answer the following questions. 					 (03 marks each) 
1. Most financial officers know intuitively that it takes money to make money. Rapid sales growth requires increased assets, which in turn, require money to pay for assets. In this context, explain the key determinants of external financing needed (EFN), and make excess capacity adjustments to both the EFN equation and projected financial statement methods. If the company is operating at full capacity, how will this affect the EFN?
	

They include its dividend policy, margin of profit, and its financial leverage. Financial leverage will help in choosing the amount of debt is required for acquiring assets. Dividend policy allows the correct decision to be made when acquiring money, and if shareholders are a good funding choice or not.  
The combined asset turnover helps in assessing if assets are used efficiently when they are made available and for there to have minimal wastage. The margin of profits aids in the efficiency of operations after funding is acquired. 
If the company is operating at full capacity then the EFN will need to get increased or the sources of financing increased.









































2. Business people point out that the documentation for capital budgeting proposals is often quite impressive. Cash flows are projected down to the last thousand dollars (or even the last dollar) for each year (or even each month). Opportunity costs and side effects are handled quite properly. When a high net present value appears at the bottom, one’s temptation is to say yes immediately. Nevertheless, the projected cash flow often goes unmet in practice, and the firm ends up with a money loser. Explain how can the firm get the net present value technique to live up to its potential and before actual funding, how one can check out the project’s underlying assumptions about revenues and costs?
	
The firm should forecast risk regarding the project to see how sensitive its NPV is to the cash flows. Next the firm should aim to reduce risk, for example, using scenario analysis or sensitivity analysis. 
The scenario analysis can help test the best and worst possible outcomes through analyzing the project`s NPV. Sensitivity analysis can help check how revenue and costs variability, and even checking their relationship using conditional distribution probabilities of the two variables.  









































3. As a shareholder of a firm that is contemplating a new project, would you be more concerned with the accounting break-even point, the cash break-even point (the point at which operating cash flow is zero), or the financial break-even point? Why? Which break-even will reach first, next and last? Will this order always apply?
	
[bookmark: _GoBack]Because it helps in revealing of the normal cost volume and profit relationship that may arise from the project.  Analyzing of these break-even points helps in understanding its relationship to cost volume and profit. In order for better decision about the project to be made. Also viability of the project will be seen more.

The financial break-even point, then the accounting break-even point, and lastly, the cash break-even point.
No. It will change according to whether a project has a positive cash flow or not.













































PART II: Answer all the following questions. 					(11 marks)
1. The most recent financial statements for ABC, Inc. are shown here: 		(04 marks)
 
	Income Statement

	
	Balance Sheet

	Sales
	4,800
	
	Current assets
	6,084
	Current Liabilities
	1,244

	Costs
	3,840
	
	Fixed assets
	5,183
	Long-term debt
	2,487

	Taxable income
	960
	
	
	
	Equity
	7,036

	Taxes (35%)
	336
	
	
	
	Retained earning
	500

	Net income
	624
	
	Total
	11,267
	Total
	11,267



The company is running at full capacity and the company maintains a constant 50 percent dividend payout ratio. Like every other firm in its industry, next year's sales are projected to increase by exactly 18 percent. What is the external financing needed (EFN) and plug variable options to adjust this EFN? 		

	




































2. Almarai Company has the following financial information for 2019: 		(04 marks)
Sales = 14, 451 M	 	Net Income = 1,811 M 	Addition to retained earning = 1,121 M
Total Assets = 33,148 M 		Total Equity = 14,653 M 

1. What is Almarai Company retention ratio? 
2. Almarai Company does not want to incur any additional external financing. The dividend payout ratio is constant. What is the firm's maximum rate of growth? 
3. If Almarai Company decides to maintain a constant debt-equity ratio, what rate of growth can it maintain assuming that no additional external equity financing is available? 
	





























3. You are considering a new product launch. Thus far, you have determined that an OCF of SAR 1.5 m will result in a zero net present value for the project, which is the minimum requirement for project acceptance. You have computed its fixed costs to be SAR 550 per unit for annual sales of 1,800 units. The price per unit will be $2,400 and variable cost per unit will be $1,200. You feel that it can realistically capture 2.25 percent of the 110,000 unit market for this product. The tax rate is 34 percent and the required rate of return is 11 percent. Should the company develop the new product? Why or why not?  								(3 marks)
	


























Good Luck
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