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NATIONAL OPENUNIVERSITY OF NIGERIA

PLOT 91, CADASTRAL ZONE, NNAMDI AZIKIWE EXPRESS WAY, JABI – ABUJA

FACULTY OF MANAGEMENT SCIENCES

                              DEPARTMENT OF FINANCIAL STUDIES
                    2019_1 EXAMINATION

COURSE CODE: MBF843




CREDIT UNIT: 3


COURSE TITLE: CAPITAL INVESTMENT AND FINANCIAL DECISION
TIME ALLOWED: 21/2HRS 

INSTRUCTIONS: 
1. Attempt Question One (1) and any other three (3) questions

2. Question 1 carries 25 marks, while the other questions carry 15 marks each.

3. Present all points in coherent and orderly manner
Question 1
Your uncle consulted you as a Finance expert with the following proposals;

(i) To buy a Toyota bus at a cost of N12,000,000 at a net income for four years as follows: Year 1 = N4,000,000, Year 2= N6000,000, Year 3= N5,000,000 and Year 4= N3,000,000, the bus has no scrap value.  He sourced his capital from bank at the rate of 10%. OR 
(ii) To buy a Lorry from the manufacturer’s at a cost of N10,000,000, interest is at 8%.  The Lorry will last for four years also with no scrap value but with a yearly constant cash inflow of N4,000,000 for the four years.
Required:

Advice him on the most profitable project, giving your reasons.  (17½ marks)
Question 2

(a) For the past 12 years Musa has been depositing N60,000 at the end of each in a savings account which pays 16% per annum.  How much will be his credit after the 12th deposit?  (8 marks)
(b) Musa also purchased an annuity of N300,000 per a year for 20 years from an insurance company, which uses 5% compounded annually. If the 1st payment is due in one year, what did the annuity cost him?  (9½marks)
Question 3
(a)  Define the term sensitivity analysis.  (3½marks)
(b)
Isa Buma Plc is contemplating investment in a project and the following tentative estimates are stated below:
Cash outlay 


N400,000 (in year 0)
Sales per unit

N50

Unit cost


N30

Discount rate


N8% p.a.

Life span of project

4 years
Year 

Sales volume
1

7,000 units

2

8,000 units

3

6,000
 units

4

4,000 units

Required:

Calculate the maximum tolerable unfavourable change in each of the area (as a percentage of the estimated value) in:
(i) Sales unit

(ii) Unit cost

(iii) Sales volume

(iv) Initial outlay.  (3.7 marks each)
Question 4
(a) Define the term “investment decision”?    (3.5 marks)
(b) Dr Haruna Eze is considering the following investment projects:

Cash flows in naira
Projects

C0   

C1

C2

C3

  N

 N

N

N
Palm carnel

-400,000
400,000
-

-
Cash nut

-400,000
200,000
300,000
-

Ground nut

-400,000
300,000
300,000
300,000
Cocoa butter

-400,000
350,000
200,000
500,000

Rank the investment projects using the following investment criteria:

(i) Pay bank period.  (8 marks)
(ii) Net present value at 10%.  (7 marks)
Question 5

(a) Define the term “Accounting Rate of Return?  (3.1 marks)
(b) Dele Plc is considering investing in three projects each with an initial capital of N1,000,000 and a life span of 12 years.  It is estimated that each of the projects will generate profit within the 12 years as indicated below:
	Year
	Project A

N’000
	Project B

N’000
	Project C

N’000

	1
	100
	40
	100

	2
	80
	140
	120

	3
	120
	160
	70

	4
	60
	70
	60

	5
	140
	80
	150

	6
	50
	100
	40

	7
	60
	60
	80

	8
	150
	150
	80

	9
	140
	80
	140

	10
	80
	70
	50

	11
	120
	70
	60

	12
	100
	100
	120

	Total
	1200
	1120
	1070


Required: 

(i) Calculate the accounting rate of return (ARR) using:

(a) Initial capital

(b) Average capital

(c) Which project should be preferred?  (4.8  marks each)
Question 6
(i) A banker deposits N6,000 in a bank account, what will be the value of the account after 5 years if it earns 10% simple interest.  (5 marks)
(ii) From (i) above, what will be the value of the account after 3 years if it earns 10% interest compounded annually.  (6 marks)
(iii) John James deposited N5000 in his account for 5 years with interest rate of 12%.  What is the future value of the N5,000 at the end of 5 years.  (6½ marks)
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