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	Instructions to Candidates



	· Attempt fourteen (14) questions in total
· Section A  -   All questions must be answered
                           Each question is worth  Five (5) marks. 
· Section B   -   Answer any three (3) questions 
                    Each question is worth fifteen (15) marks.  

· This is a part–open book examination and six (6) A4 pages of any 
       reference materials are allowed in exam hall.
· Non Programmable calculators only are permitted


	


Conduct in examinations
Examination procedures

· Students will be allowed a designated reading time prior to the published starting time for the examination.

· No writing in the examination booklets is permitted during the reading time. However, during this period students may complete attendance slips, make notes on loose-leaf paper provided, and fill in details required on the front cover of examination booklets.

· Every student shall fill in the attendance slip where provided. Students will display their student identification card, or an alternative form of photographic identification acceptable to the invigilator. Students who are unable to provide such proof of identity will be permitted to proceed with the examination but will be required subsequently to provide proof of identity. Students holding an ENTEXT card or Access Plan should display the ENTEXT card or Access Plan in addition to their identification card.
· No student shall commence writing answers until authorised by the chief invigilator. All students shall cease writing when instructed by the chief invigilator. At the conclusion of the examination all students shall remain seated until all examination booklets have been collected.

· No student will be permitted to enter the examination room more than 30 minutes after the published starting time.

· No student shall leave the examination room before 30 minutes have elapsed from the published starting time or during the last 30 minutes of any examination.

· After the published starting time a student may leave the examination room temporarily only with the consent of the chief invigilator, and shall be adequately supervised during this period.

· Any student who wishes to leave the examination room, except temporarily, must hand to the invigilator all examination booklets. The invigilator must endorse the booklets as correctly identifying the student.

· A student must not take into the examination room any books, dictionaries, calculators, mobile telephones, personal digital assistants, notes, or other documents, devices or personal items except those specified in the Course Information Booklet (see clause 5.4 c) and authorised by the examiner.

· During an examination no student shall speak to or communicate with any other student.

· During the examination no student will give to or receive from any other person any form of assistance, academic or otherwise.

· No student shall bring into, or remove from, an examination room any examination answer booklet or examination attendance slip.

· Where a student is disrupting the examination, the student may be summarily dismissed from the examination room at the discretion of the chief invigilator.

· Exceptions to the above procedures may be made only with the prior approval of the Director: Student and Academic Services.
Breaches of examination procedures

· Any student who breaches these examination procedures will be guilty of misconduct.

· If misconduct is detected, the invigilator will inform the student at the completion of the examination that the misconduct will be reported.

· The invigilator will document the incident using the Incident Report proforma, and will provide a copy of this report to the Head of School/Dean: Whyalla responsible for the course, within 5 working days of the incident. The Head of School/Dean: Whyalla will investigate the incident.

· Where the Head of School/Dean: Whyalla concludes that no misconduct was involved, no further action will be taken and no record of the investigation will be placed in the student's file.

· Where the Head of School/Dean: Whyalla concludes that the action of the student was an example of inadvertent misconduct, the student will be counselled by the Head of School/Dean: Whyalla, and a note to that effect will be placed in the student's file.

· Where the Head of School/Dean: Whyalla concludes that the action of the student constitutes deliberate misconduct, the Head of School/Dean: Whyalla may determine that the appropriate penalty is the first penalty specified in clause 9.28 below. 
If the Head of School/Dean: Whyalla makes such determination and if the student admits to misconduct and agrees to imposition of the first penalty specified in clause 9.28 then:

a the Head of School/Dean: Whyalla will prepare a written statement using the proforma (Investigation Report - PDF staff access only) setting out the findings on the facts, referring to the evidence or other material on which the findings were based, noting the student's admission of misconduct and setting out the penalty imposed, the reasons for its imposition, and the student's agreement to its imposition.

b the Head of School/Dean: Whyalla will, within 10 working days, provide a copy of the Investigation Report to the student, the relevant Pro Vice Chancellor, the Head of School/Dean: Whyalla, the Division Manager and the Director: Student and Academic Services; and

c a copy of the Investigation Report will be retained in the student's file and the Head of School/Dean: Whyalla will issue a reprimand to the student.

· Where the Head of School/Dean: Whyalla concludes that the case involves deliberate misconduct and either:

a the student does not admit to misconduct; or

b the student does not agree to accept the first penalty prescribed in clause 9.28 below; or

c the Head of School/Dean: Whyalla or the student believes that the first penalty prescribed in clause 9.28 below is not appropriate; then the Head of School/Dean: Whyalla shall establish a formal inquiry.

SECTION A
Candidates to answer all of the following multiple choice questions. Please write your answers in the answer booklet. 
Question 1

Which effective annual rate is incorrect?

(a)
10%   pa compounded quarterly 

= 
10.38%

(b)
5%     pa compounded yearly 

= 
5%

(c)
12%   pa compounded semi-annually 
=
12.36%

(d)
22%   pa compound monthly

= 
22.76%
(e)
All of the above

(f)
None of the above

Question 2

Recent developments in financial theory have caused a major shift in the perception of investment risk. The realisation that investment risk can be partitioned into two main components, systematic and unsystematic risk, has initiated a completely new approach  to the analysis and treatment of risk.

Which of the following statements are correct : 

(a) unsystematic risk is sometimes known as specific risk and can be eliminated  in a portfolio setting through diversification

(b) the markets will not allocate a premium for bearing  unsystematic risk

(c) systematic risk  is associated with the general movement of specific markets  and the economy

(d) the beta coefficient  is regarded as a measure of the unsystematic risk of an asset

(e) A B & C

(f) All of the above
(g)  None of the above
Question 3

10 years ago, you invested $10,000 in an industrial  stock.  You haven’t received any dividends, but the stock is now worth $31,058.48 . What rate of return have you achieved?

(a)
11%
       

(b)
12%
     

(c)
17%
   

(d)
20%
 

(e)
23%

(f)
None of the above

Question 4

Calculate the equivalent annual value  for the  following net cash flow assuming  the interest rate is 15% pa.
Year 0          -$  97,000



Year 1

$  20,000

Year 5

$20,000

Year 2

$  20,000

Year 6

$20,000

Year 3

$  20,000

Year 7

$20,000

Year 4

$  20,000 

Year 8

$20,000

(a)
$   1,616         

(b)
$ - 1,616         

(c)
$ - 7,253        

(d)
$   7,253              

(e)
$   0

(f) 
None of the above 

Question 5
Sam borrows $5,000 at 12% pa compounded monthly to be repaid over the next six months. What are the monthly repayment amounts?

(a)   $1,020.22

(b)   $  783.20     

(c)   $   830.24       

(d)   $   862.74      

(e)   $   850.22

(f)
        None of the above

Question 6

Assume you are considering a project for which the cash flows are as follows:


Year

  Cash flows

 
   0

     $ -  252

 
   1

     $ 1,431

 
   2

     $-3,035

 
   3

     $ 2,850

 
   4

     $-1,000

What’s the IRR? 

(a) 25.00%


(b) 4.5%

(c) 12 %

(d) B & C

(e) All of the above

(f) None of the above

Question 7

What deficiency of the internal rate of return does the external rate of return overcome?

(a) The fact that the IRR fails to consider risk

(b) The possibility of arriving at multiple rates of return

(c) The fact that the IRR does not take into account the time value of money

(d) The ranking problem

(e) None of the above

(f) All of the above

Question 8

Company ABC  is considering a project which has the following cashflow :


      Year


Cashflow


0 


?

1


$2,000

2


$3,000

3


$3,000

4


$1,500

The company’s cost of capital is 12%  and the projects has a payback period  of  3 years.  What is the NPV?

(a) $  -   734.09

(b) $      734.09

(c) $-  1,687.36

(d) $   2,761.32

(e) $   3,765.91

(f)
None of the above

Question 9

An investment of $1,000 earning simple interest of 10%  per year. How much will this investment be worth in 4 years?

(a) $   4,400

(b) $   1,400

(c) $   4,000

(d) $   1,464

(e) $   1,127

(f) None of the above

Question 10

What is the interest rate adjusted for inflation , if the rate of inflation is 6% and the interest rate 12%.
(a) 5.66 %

(b) 16 %

(c) 6 %

(d) 9.46 %

(e) 5.33 %

(f) None of the above

Question 11

The following projects (A, B, C & D) are mutually exclusive and you only have the following information: 

	
	A
	B
	C
	D

	Internal Rate of return
	22%
	35%
	35%
	16%

	Pay back period (years)
	1
	1
	3
	5

	NPV (millions)
	1000
	2000
	3000
	5000


If the cost of capital was 12% p.a, which project/s would you implement?
(a) A

(b) B

(c) C

(d) D

(e) B & C

(f) A & B

SECTION B
Candidates to answer any 3 (THREE) of the following questions.

Question 1

The analysis of investment risk is aimed at gaining an insight into the effects of those factors that are uncertain. Some methods of analysis  which attempt to describe the risk level of an investment project are :

Scenario Analysis
Sensitivity Analysis

Simulation Methods

Analysis of Beta Coefficient

Briefly discuss each method, and how it attempts to describe risk.

Question  2

(a) 
Most property acquisitions usually  involve the borrowing of funds. Under what circumstances would you arrange for a loan to be repaid “principle and interest”, and under what circumstances would you arrange for an “interest only loan”?
(b)
Briefly discuss the framework discussed in class that has been found effective  in preparing feasibility reports.

(c)
In relation to a property investment, what is meant by gross and net rentals, and what steps must be taken when comparing property investment cashflows.
Question 3

a) The following five mutually exclusive investment projects (A, B, C, D & E) are available. Using the incremental IRR approach, which project/s would you implement and why? 
	 
	 
	PROJECTS 
	 
	 

	 
	A
	B
	C
	D
	E

	Capital Outlay
	$-320,000 
	 $-350 000
	 $  -370,000 
	$-400,000 
	$-490,000 

	Incremental Capital Outlay
	
	 $  30,000 
	 $    20,000 
	 $  30,000 
	 $  90,000 

	Annual net cashflow for a 20 year period
	 $   33,000 
	 $   45,000 
	 $    48,000 
	 $   56,000 
	 $  59,000 

	IRR
	8.17%
	11.36%
	11.50%
	12.72%
	10.37%

	Increase in net cashflow
	
	 $   12,000 
	 $      3,000 
	 $     8,000 
	 $    3,000 

	IRR  on incremental outlay
	 
	39.95%
	13.89%
	26.42%
	-3.59%


Note - Attractive rate of return = 10%   ( hint: 10% is the acceptable rate)    
b) 
If each project was independent, which project/s would you implement and why?

Question 4

Big Bucks Pty. Ltd is considering purchasing a project. Two alternatives exist, and the estimated cash flows for these are shown below.
Investment A                      Investment B

Year 0   
$-120,000       

$-200,000       

Year 1   
  $60,000       
   
  $65,000        

Year 2    
  $30,000     
   

  $65,000        

Year 3    
  $40,000          

  $65,000       

Year 4    
  $50,000      


  $65,000        

(a) Calculate the net present values of each alternative using a discount rate of 12% p.a. 

(b) Calculate the profitability index (PI).
(c) Calculate the pay back period. 

(d) Calculate the IRR?

(e) Which one would you choose and why?
If you are required to use a calculator, please note the make and model here:





Calculator Make:





________________________________


Calculator Model:





____________________________________
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