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SEMESTER ONE 2025-26 

 

Aberystwyth Business School 

 

ABM1320: Advanced Corporate Finance 

 

Time allowed: THREE HOURS 

 

Answer FOUR questions from the following two sections: 

 

Section A – Answer ALL PARTS in this section 
Section A is worth 80% of the paper 

AND 

Section B- Answer ONE of the two questions in this section 
Section B is worth 20% of the paper 

 
Show all workings clearly and state any assumptions which you make for sections A and B 
 
Present Value Tables are included at the back of the exam paper 

 
The total mark available of this exam is 100 and contributes 60% of the overall module mark 
 

CALCULATORS ARE PERMITTED (Casio FX991, FX83 or FX85 models only) 

 

MAE MODD I FYFYRWYR GYFLWYNO ATEBION I’R PAPUR HWN NAILL AI YN 

Y GYMRAEG NEU'R SAESNEG  

STUDENTS MAY SUBMIT ANSWERS TO THIS PAPER IN EITHER WELSH OR ENGLISH   

 

Once seated, students may complete the front cover of the answer book(s) and the 

attendance slip ONLY. 

 

DO NOT TURN THE EXAMINATION QUESTION PAPER OVER UNTIL INSTRUCTED TO DO SO. 
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Section A 

Answer All Parts in This Section 

Solara is a publicly listed company on the London Stock Exchange (LSE), specialising in solar 

energy systems and smart grid technologies. The company has 25 million shares outstanding 

and is gaining attention for its innovative solar panel designs and AI-driven energy management 

systems. 

The company currently has an outstanding bond with a face value of £120 million, maturing in 

10 years. The bond pays a semi-annual coupon at a rate of 9% per annum, and its current Yield 

to Maturity (YTM) is 10% annually. 

The company’s equity has a beta of 1.85, reflecting moderate volatility. The expected market 

return is 13%, and the risk-free rate is 4%. Analysts predict that Solara will experience rapid 

earnings growth of 20% per year for the next three years, driven by government subsidies and 

global expansion. After this period, growth is expected to stabilise at 10% annually. The latest 

dividend paid by the company was £1.20 per share. 

Solara is now evaluating a new five-year project to develop a modular solar battery system. The 

projected sales revenue is: 

• Year 1: £750,000 

• Year 2: £1,100,000 

• Year 3: £1,350,000 

• Year 4: £1,400,000 

• Year 5: £1,250,000 

Cost of sales is estimated at 60% of revenue, and annual overheads are £90,000. The company 

has already spent £40,000 on feasibility research. A new engineer will be hired at £65,000 per 

year. The project requires an initial investment of £1,200,000, with capital allowances at 18% 

reducing balance and a scrap value of £200,000. Due to the nature of the project, the company 

can claim capital allowances on the full investment amount. The company pays corporation tax 

at 19%, the project’s required rate of return is same with the company’s cost of capital, and 

Inflation is considered negligible. 

Please Turn Over 
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Required:  

(a) What is the current market value of Solara’s corporate bond?  

 [5 marks] 

(b) Using the CAPM, estimate the cost of equity of Solara Plc? 

[3 marks]  

(c) Assume an investor currently holds one share of the company and plans to sell it at 

the end of year three, immediately after receiving the third dividend, just as the growth 

rate starts to drop. Using the Dividend Discount Model (DDM), calculate the current 

share price and the total market value of the company’s shares.  

    [10 marks] 

(d) Based on the given information, along with the results from parts (a), (b), and (c), 

determine Solara’s after tax weighted average cost of capital (WACC). 

       [5 marks] 

(e) List the limitations of the DDM in firm valuation.   

[4 marks] 

(f) Based on the given information, estimate the cash flows of the new five-year project, 

taking into account relevant versus irrelevant values as well as the impact of capital 

allowances. 

[12 marks] 

(g) Using your answers from parts (d) and (f), recommend whether the company should 

proceed with the project based on the NPV method.  

[5 marks] 

(h) Numerically demonstrate how your recommendation in part (g) would change if tax 

costs were ignored.  

[5 marks] 

(i) Using the projected cash flows from part (f), estimate the project’s Payback 

Period (PP) and Internal Rate of Return (IRR), and commend on the results.  

[8 marks] 

 

(j) Critically analyse the impact of taxation on the investment decision-making process.  

[7 marks] 

(k) In addition to tax implications, discuss other key factors that may affect investment 

decision-making.   

[4 marks] 

(l) Suppose the company is holding excess cash. The board is considering two 

alternatives: paying a special dividend or repurchasing shares. Using relevant 

theories, discuss how each option would affect the company’s value.  

[12 marks] 

[Total 80 marks] 

Please Turn Over        

Section B Follows 
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Section B  

 

Answer EITHER 4 OR 5 in this section 

 

1. Discuss the capital structure decisions companies face, their implications for overall financial 

health, and how these decisions can affect market value and shape investor perceptions. 

Use diagrams to illustrate the relationship between capital structure and financial risk and to 

support your analysis.   

 

[Total 20 marks] 

OR 

 

2. Discuss how ownership and control dynamics can influence the outcomes of mergers and 

acquisitions (M&A), and recommend various mechanisms that firms can adopt to effectively 

manage agency issues during the M&A process. 

[Total 20 marks] 

 

 

END OF PAPER 

Present Value Factor Tables Follow 
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