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QUESTION 1 
 
FuturaTech Ltd, a UK-based technology firm, is planning a major expansion into 
renewable energy solutions. The company has identified a lucrative opportunity to 
develop a state-of-the-art battery storage system, designed to support the growing 
demand for sustainable energy storage in both residential and commercial sectors. 

To finance this ambitious project, FuturaTech Ltd has decided to raise capital through a 
combination of equity and redeemable loan notes. The board of directors believes that 
this financing mix will provide the company with the necessary funds while balancing the 
cost of capital and maintaining financial flexibility. 

As a financial analyst at FuturaTech Ltd, you have been tasked with determining the 
Weighted Average Cost of Capital (WACC) based on the company's capital structure, 
cost of equity, cost of debt, and tax implications. Using the information provided, 
calculate the WACC. 
 
Capital Structure:  
Ordinary Shares:  
Number: 8,500,000 
Nominal Value: £1 
Cum Div Market Price: £1.70 
Proposed Dividend: £0.12 (compared to £0.09 paid five years ago) 
 
Redeemable Notes: 
Number: 0.75 million 
Nominal Value: £1 
Coupon Rate: 9% 
Current Value Cum Interest: £107.50 
Redemption Premium: 5% 
Redemption Period: 5 years 
Taxation: Corporation Tax Rate: 20% 
 
Required: 
 
Calculate The Weighted Average Cost of Capital (WACC). 
 

[TOTAL 20 MARKS] 
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QUESTION 2 
EcoGen Ltd, a UK-based clean energy company, is considering investing in a new 
hydroelectric power plant to expand its renewable energy portfolio in the USA. The 
project is expected to generate steady cash flows over the next 4 years, contributing to 
the company’s commitment to sustainability and long-term growth. Before proceeding, 
the board of directors wants a thorough financial analysis to determine whether the 
project is financially viable. The company has estimated the initial capital expenditure, 
along with projected annual cash inflows throughout the project’s lifespan. Additionally, 
the required rate of return has been determined based on EcoGen Ltd’s cost of capital. 
As a financial analyst, you are required to calculate the Net Present Value (NPV) and 
Profitability Index (PI) using the given financial data.  

Machine Cost $1,600,000   
Working Capital  $100,000   
Exchange rate £1 $1.40  
Capital allowances 25%   
Corporation Tax 30%   
 $    

Sales Price  24 
   

Material Cost  6.25 
   

Labour Cost  4.5 
   

 
    

Year on Year 
inflation Year 2 Year 3 Year 4  

 

Sales Price 6% 8% 9% 
 

Material Cost 5% 6% 7% 
 

Labour Cost 3% 4% 6%  
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Question 2 continued… 
 

Sales units 
  
  Year 1 Year 2 Year 3 Year 4 

Sales (units) 190,000 165,000 160,000 145,000 

          
 
Cost of Capital = 10% 
 
Required: 
 

a) Calculate The Net Present Value (using a cost of capital of 10%) in GBP £.  
 

(16 marks) 
b) Calculate the Profitability Index of the Investment. 

 
(4 marks) 

 
 

 [TOTAL 20 MARKS] 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Please turn the page 



Page 5 of 11 
University of Greater Manchester 
Off Campus Division – Western International College 
BA (Hons) Accountancy 
Semester Two Examination 2024/2025 
Financial Management  
Module No: ACC6003 
 
QUESTION 3 
 
GHI Manufacturing Ltd. is a growing industrial firm that operates in a competitive 
market, where managing cash flow efficiently is essential to sustain operations and fund 
future expansion. The company faces fluctuations in daily cash inflows and outflows 
due to delays in customer payments and varying supplier costs. To ensure it maintains 
an optimal cash reserve without holding excessive idle funds, GHI Manufacturing Ltd. 
plans to implement the Miller-Orr model to determine its ideal cash balance policy and 
control transaction costs effectively. 

Additionally, the company is reviewing its capital structure as it recently secured a loan 
to finance new production equipment. Management is interested in understanding the 
financial impact of this debt and how it contributes to the firm's overall value. Using 
Modigliani-Miller Proposition with taxes, the company wants to assess the value 
created through the tax benefits of debt financing and its effect on the firm’s total 
valuation. 

GHI Manufacturing Ltd. has the following data for its cash balance management: 

• Lower cash limit (L) = £35,000 

• Standard deviation of daily cash flow (σ) = £6,200 

• Daily interest rate (r) = 0.014% (0.00014 in decimal form) 

• Transaction cost per adjustment (b) = £140 
 
 

GHI Manufacturing Ltd. is evaluating its capital structure. The firm has: 

• Unlevered firm value (VU) = £3,000,000 

• Debt issued = £750,000 

• Corporate tax rate (T) = 30% 
 

Using the financial data provided, calculate the following: 
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Question 3 continued… 

 
  Required: 

Using the Miller-Orr model, calculate: 
 
 
a) The spread of the cash balance                  (4 marks)                                  
b) The upper cash limit                              (4 marks)                                     
c) The target cash balance                          (4 marks)                                     
 
Using Modigliani-Miller Proposition with taxes, calculate: 

 
d) The tax shield on debt                                                (4 marks)                                     
e)) The levered firm value (VL)                                   (4 marks)                                     
 
         [TOTAL 20 MARKS] 
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QUESTION 4 
A multinational company, Globex Ltd, operates in various international markets, 
including Europe, Asia, and North America. The company primarily trades in USD but 
generates substantial revenues in EUR and GBP. Over the past two years, Globex Ltd 
has experienced significant volatility in exchange rates, impacting its financial 
performance. In the most recent financial year, the company reported a 12% decline in 
net profit, largely attributed to adverse exchange rate movements. 

To mitigate foreign exchange risk, Globex Ltd has considered multiple strategies, 
including: 

1. Forward Contracts – Locking in future exchange rates for receivables and 
payables. 

2. Currency Options – Using options to hedge against unfavorable currency 
movements while allowing upside potential. 

3. Natural Hedging – Matching revenues and costs in the same currency to 
minimize exposure. 

4. Money Market Hedging – Using short-term borrowing and lending to offset 
currency risks. 

5. Operational Adjustments – Restructuring supply chain and pricing strategies to 
account for currency fluctuations. 

Despite implementing a mix of these strategies, the company’s financial statements 
indicate that hedging costs have reduced margins, and natural hedging has limited 
effectiveness due to disparities in revenue and cost structures across markets. 

Required: 

Critically evaluate the foreign exchange mitigation strategies used by Globex Ltd, 
assessing their effectiveness in managing currency risk and their impact on profitability. 
In your response, consider the balance between risk reduction and cost implications, and 
propose recommendations for optimising Globex Ltd’s foreign exchange risk 
management approach. 
 
                             [TOTAL 20 MARKS] 
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QUESTION 5 
XYZ Ltd is a mid-sized manufacturing company that has been operating for 15 years. 
The business has shown steady revenue growth, but its profitability fluctuates due to 
rising raw material costs and changing market demand. The company owns valuable 
fixed assets, including machinery and a production facility, and has developed strong 
brand recognition in its industry. 

The owner is considering selling the business and has received varied valuations from 
potential buyers, financial analysts, and investment firms. Some valuations are based on 
asset-based methods, others rely on discounted cash flow (DCF) analysis, while 
some use market-based comparisons with similar companies. 

 

Required: 

Critically discuss the advantages and limitations of these different valuation methods in 
the context of XYZ Ltd. Consider factors such as industry conditions, intangible assets, 
financial performance, and market volatility. 
 
 
            [TOTAL 20 MARKS] 
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