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2 Begin the solution to each question on a new page.
3 The marks awarded for a question are indicated at

the end of each question.
4 Show all the necessary workings.

5 Round off as you deem appropriate,

Note: You are reminded that in assessing your work, account will be taken of accuracy
of the language and general quality of expression, together with layout and

presentation of your answer.
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QUESTION 1

a)

b)

You have been approached by a prospective Bachelor of Commerce student
Andile Dlamini who is unsure whether to focus on a career in Financial
Accounting or Financial Management. Andile Dlamini wants to make an
informed decision before enrolling and has asked you to explain the differences

between the two,

You are required to write a report to explain 5 differences between financial

accounting and financial management. (15 Marks)

The directors of Shandu Limited have asked the shareholders of Shandu Limited
to approve the payment of an increase of 10% of their salaries. However, this is

despite the fact that the performance of companies in the industry is being

affected by a recession in the economy and generally companies have maintained

salaries at the same level as the previous financial year. Identify the problem
being faced by Shandu Limited and briefly explain it. How do you think this

problem can be addressed in Shandu Limited? (15 Marks)

Total: (30 Marks)
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QUESTION 2

a) Discuss four factors that show the invaluable role that is played by financial
markets in the economy of any country? (12 Marks)

b) Suppose that Marble Limited which is a South African company has just imported

goods from Tonado Limited a U.S.A company. The agreement between Marble

Limited and Tonado Limited requires that payment should take place three

months from now. What two strategies could Marble Limited employ for the

payment of the goods from the U.S.A and what could be the risk of each strategy?

(8 Marks)

Total: (20 Marks)
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QUESTION 3

a)

b)

d)

Flynn Jackson invests E20 000 for five years in a savings account that pays
simple interest at the rate of 10% per annum. How much money will Flynn have

in the savings account at the end of five years? (5 Marks)

Suppose that Staci Sithole invests E10 000 that pays 5% interest compounded

annually, how much will she have in her account four years from now? (5 Marks)

At the end of each of the past 14years, Venessa Smith deposited E5 000 in an
account that earned 8% compounded annually, how much is in the account today?
{5 Marks)

For the question in (C) above, how much would be in the account if the deposits
were made at the beginning of each year, rather than at the end of each year?

(5 Marks)

Suppose you invest a lump sum today at the rate of 11% compounded annually.
How much must you deposit in the account today if you want to pay yourself

E2 000 at the end of each year for five years? (5 Marks)

Total: (25 Marks)
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QUESTION 4

Assume that you are considering selecting assets from among the following two options:

Asset A Asset B

Market | Return | Probability Market Return | Probability

condition condition

Good 16% | 0.25 Good 20% | 0.25

Average | 12% | 0.50 Average | 14% | 0.50

Poor 8% 0.25 Poor 8% 0.25

a) Compute the expected return of each stock. Which stock is most desirable by this

b)

d)

measure? (5 Marks)

Compute the standard deviation of the annual rate of return for each stock? By
this measure, which is the preferable stock? (8 Marks)

Compute the coefficient of variation for each stock. By this measure relative
measure of risk, which stock is preferable? (5 Marks)

Assuming that you have a E100 000 which you split 50/50 between asset A and
Asset B, compute the expected return of the portfolio. (3 Marks)

Using examples, distinguish between business risk and financial risk. (4)

Total (25 Marks)
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