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Supplementary Assessment FMAO1A1

July 2019
Question 1 (8 marks)
1.1 What is the prime objective of the Financial Manager of a business? (2 marks)
1.2 List and describe the two categories of decisions the Financial Manager has to make in
order to achieve this objective? (6 marks)
(8 marks)
Question 2 (35 marks)

Part A

An investor is considering making the following investments:

2.1 AR325 000 lump sum at a simple interest rate of 7,45% per annum for 4 years 3 months.
2.2 A R400 000 lump sum at a compound interest rate of 8% per annum for 3 years.

2.3 Anannuity of R75 000 per annum at the end of each year for 4 years at compound
interest rate of 8% per annum.

Required:
A1. Draw and label a time line for each of the investments. Determine the future value of the

investments under consideration for 2.1; 2.2 and 2.3.
(15 marks)

Part B
An investor is expecting the following returns on investments made today:

2.4 Alump sum of R1 000 000 payable at the end of 3 years assuming a rate of return of 5%
per annum.

2.5 Anannuity of R600 000 payable annually in arrears for 5 years assuming a rate of return
of 7% per annum.

Required:

B1. Draw and label a time line for each of the investments. Determine the present values
(PVs) of the expected retumns on each of the investments made for 2.4 and 2.5. (10 marks)
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Supplementary Assessment FMAO1A1
July 2019

Question 2 (continued)
PartC

2.6 A father has decided to make an investment in order to provide for his son’s tertiary
education. He is expecting him to require funding for five years of tertiary education. He
expects that R450 000 per annum will be required for each of the five years. He wishes to
make the same lump sum deposit each year from the end of 2021 up until and
including the end of 2031 in an investment earning compound interest of 5% per annum .
At the end of 2031 the investment will be realised and the amount accumulated will be
invested in an annuity at compound interest of 6% per annum, paying R450 000 per
annum from the end of 2032 until the end of 2036. His son is expected to start his tertiary
education at the beginning of 2033 and complete it at the end of 2037.

Required:

C1. Draw and label a time line for the above investments (Either individually or combined).
Determine how much the father has to invest in the annuity so that he can provide for his

son’s tertiary education. (10 marks)
(35 marks)
Question 3 (35 marks)

CeramiTile (Pty) Ltd is a manufacturer of ceramic tiles and has decided to renew outdated
production machinery at one of its plants. The current machinery cost R600 000 five years ago
and has a current scrap value of R40 000.

The following replacement option is possible:

New Machine:

Estimated life 6 years

Initial cost (payable immediately) R1 640 000

Net cash inflows:
Year 1 R130 000
Year 2 R130 000
Year 3 R380 000
Year 4 R450 000
Year5 R820 000
Year 6 R1 040 000

The company's cost of capital is 12%.
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July 2019

Question 3 (continued)

Required:

3.1 Calculate:

the payback period; and (6 marks)
the internal rate of return of the replacement machine. (25 marks)

3.2 Assuming that Ceramitile (Pty) Ltd normally requires a payback period of 4 years or less in
order to invest in new machinery, advise CeramiTile (Pty) Ltd as to whether they should

purchase the new machine or not. Motivate your answer. (4 marks)
(35 marks)
Question 4 (22 marks)

You are the financial manager of CBC Manufacturing CC, a manufacturing business. CBC
Manufacturing CC is considering replacing a manufacturing machine. CBC has a choice of
specification for its new machine: Machine P will meet all the firm’s basic requirements while
Machine Q, although more costly to acquire, is considered to have greater profit-earning
potential because of its greater sophistication.

Details are as follows:

Machine P Machine Q

Initial cost of machine R1 000 000 R1 500 000
Useful life 4 years 4 years
Net cash inflow if bought:
Year 1 R275 000 R400 000
Year 2 R375 000 R500 000
Year 3 R375 000 R375 000
Year 4 R425 000 R600 000
Resale value at the end of Year 4 R100 000 R200 000

CBC Manufacturing CC's existing machine was bought five years ago for R250 000 and will be
scrapped irrespective of which new system is acquired.

The firm's cost of capital is 15%.

Required:
41 Determine the net present value of both machines (15 marks)
42  Is Machine P financially preferable to Machine Q? (2 marks)
43 List 4 advantages and 1 disadvantage of using the net present value method.(5 marks)
(22 marks)
[100 marks]

END OF PAPER
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