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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)
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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.

Page 1 of 6



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 Al-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:

e Year 1: £750,000

e Year 2:£1,100,000
e Year 3:£1,350,000
e Year4:£1,400,000
e 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 PIc?
[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]

() 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
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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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Accounting and Finance Group, School of Management and Business, Aberystwyth University

Tahle I: Present value of 1 unit received n periods in the future assuming a constant discount rate of r per period

1% 2% 3% 4% 5% [ 6% %  B% 9% 10% | 1% 1% 13% 4% 15% ] 16%  17%  18%  19% 0% | 1% 21% 13% 4% 25% | 0%  35%  40%
1 0.990 0980 0971 0861 0932 | 0843 0935 0826 0917 0509 | 0501 0E93  DRES  OETT  OA70 | OBAZ 0855 OUR4T  OB4D  0E3D | OB26  0E20 OEI3 0BG 000 | OTER 04D OTI
1 0.980 0861 0843 0925 0907 | ORGS0 0RT:  ORET QB4 ORZ6 | OR12 0797 O7ER O76R 056 | 073 0730 OTIE 0706 0694 | O6E3 DET2Z 0661 0650 0640 | 0392 0549 QELD
3 0571 W2 0915 0.ERY  OR64 | OR4D DRI6 O™ 077 Q751 | 0731 QOTIZ 0683 QTS D6SE | 06D 0624 O60% 0593 0579 | 0564 0551 0537 05M 0512 | 0455 0AD6 036
4 0.360 0924 OER% 0855 ORI | 0792 O76F 0735 OTOE  OU6RI | 0659 0436 OD6I3 0592 0571 | 0SR20 05M 0516 0499 048D | 0467 0451 0437 0423 Q410 | 0350 03001 0.260
] 0951 0%06 0863 08I OTR4 | 0747 0713 OAR1 Q65D DUGZI | 0503 0367 0543 0519 D497 | 04TE 0456 Q43T 0419 0402 | 036 037D 0355 034 0318 | 0260 021 (LIBE
[ 0.4 DBER  0X37 0790 06 | 0705 0666 0630 0.5% 0564 | 0535 0307 0480 0436 0432 | 0410 0390 0370 0352 0235 | 0319 D30F  0IR9 0275 0262 | 0207 D6 0133
7 0.933 0871 0813 O L711 | 0665 0623 0SE3 O547 0503 ) QB2 0457 04215 0400 0376 | 0D3M 0333 034 0% 0279 | 0163 049 0235 QI 0210 | 005% D22 0085
] 0.92}  0BS3 0789 0731 0ATT | 0627 0S5ED 0S40 0502 0467 | 0434 044 0376 0351 0327 | 0305 02BS 0266 0249 033 | 0218 024 Q091 0UT9 Q068 | 0123 0091 0068
L] 0914 0BT 0766 0703 D645 | 0302 D54 0500 0460 0424 | 0301 0361 D333 0306 0284 | 0263 03 02N 0209 0094 | OIBD  I6T Q055 Ol 003 | 0094 D067 (DM
10 0.905 0B 0744 0676 0614 | 0358 DS50R 0463 0421 03E6 | 0352 0321 029%% 0270 0247 | 0217 QME 0091 076 006l | 0149 RI3T Q026 00l 0007 | 0073 0030 Q035
11 0.896 0BD4 0712 0650 0SS | 0527 0475 0419 038 03E0 | 0317 0187 0261 0237 0215 | 0095 Q7R QU6 0048 0035 | 0123 QII2 0 0003 0054 .06 | 0056 0037 0025
12 0.ERT O7ER 0701 0425 0557 | 0497 D444 0387 0356 0319 | 02B6 05T 023 0206 08T | 06 0051 QU037 00X 02 | 0002 Qe 0083 0076 0069 | 0043 0027 QDIE
13 0.87% 0773 0481 0601 0530 | 0469 DAI5 0368 0326 0290 | 0258 0% 0204  QIRZ 063 | 0045 0030 Q016 0008 0093 | 0084 RO7S ODSR 0061 0055 | 0033 00X 00103
14 0.870 075 0661 0577 0505 | 042 D3ER 0340 0299 0263 | 0232 0M5 OBl 006D 0041 | 0025 01l i@ 00ER OO7E | O06% Q062 0055 0049 0044 | 0025 0015 0009
15 081 03 0642 0355 048] | 0417 0362 0315 027F 0239 | 029 008} 060 04D 0023 | 0008 00% 0084 0074 0085 | 0057 0051 0045 0040 0035 | 0020 0011 0006
16 085} 0718 0423 05M4 D3R | 03 D33 0252 025 02IR | O0BR 0063 04D 0023 0007 | 0053 QORI 0071 OO0A2 0054 | M7 042 0036 0032 00K | 0015 0008 Q005
17 084 0714 0405 0513 0436 | 0371 0317 0270 0231 09 | 00T 0046 0025 OI0E 0093 | 0080 0068 OG0 0052 004E | 0039 Q034 0030 0026 0023 | 0001 0006 0.003
18 0.836 0700 OSRT 0494 DA4l6 | 0350 0296 023 021 OUED | 0053 Q030 OOl 009E DAL | 0069 003 0051 0044 Q3R | 0032 QOZE 0024 0021 0.0IE | 0009 0005 0002
19 088 06E6  DSTO 0475 0396 | 0331 0277 0232 Q00w 064 | 038 016 00SE ORI 0070 | 0060 0031 003 0037 0031 | 0027 0023 0020 067 004 | 007 000 9002
] 0.8200 D673 0S54 Q456 0377 | 0312 D25 0215 Q7R 049 | 0024 0004 00ET 0T 0061 | 001 0043 Q03T 0031 0026 | 0022 Q019 0016 0.0 0012 | 0005 0002 0.001
b | 0811 0660 0S53% 043 033 | 02W 042 0% 006 D35 | 0012 093 0077 QD6 D053 | 0044 0037 0031 0026 0022 | 008 OIS 0013 0.0 0009 | 004 0002 0001
p 3 0.80} 0647 0512 Q21 02 | 027 0226 OB Q050 O3 | 0001 0083 O06B  (DS6E  O0d6 | 0038 0032 0026 0022 QO0IE | 0015 ROIZ Q01 0009 0007 | 0003 0001 0.001
1 0798 063 0507 0406 0326 | 0262 021 0IT0 Q038 Q2 | 008l 0074 D060 049 DO&D | 0033 0027 0021 008 Q0I5 | 0017 010 000 0007 0006 | 0002 00001 Q000
M 0.788 0622 0492 0290 0310 | 0247 QU9 0E 0026 002 | 00B2 0066 0053 Q42 D33 | 0028 0021 oy 005 0013 | o0l0 ODE 00T 0006 0005 | 00O 0001 Q.000
15 0.780  06I0 0478 0375 0295 | 0233 OIS 0046 0016 0092 | 0074 0059 OMWMT  003E 0030 | 0024 0010 0016 0013 0010 | O00% 00T 0006 0005 0.0 | 0001 00001 0000
16 0777 0598 0464 0361 0281 | 0220 O0UTD 0035 Q006 OU0R4 | 006G 0053 OMWMI 0033 0026 | 0021 0017 o040 009 | 0007 QOD6 0005 0004 0003 | 0001 0000 0.000
1 0.764  05E6 0450 0.M7 0268 | 0207 QU6 005 Q0% 0076 | 0060 047 0037 D29 D023 | 0018 00 OBl 000 007 | 0006 RODS 0004 000G 0002 | 0001 0000 Q.000
18 0.757 0574 0437 0333 0235 | 00% 050 0006 0.0%0 0069 | 0054 004 0033 0026 0020 | 0016 0012 O0l0 0008 0006 | 0005 QD04 0003 0002 0002 | 0001 0000 0.000
9 0.74% 0563 0424 0321 0243 | OB 0041 0007 Q.0BZ 0063 | 0048 0037 0.02% Q022 OOMT | 0014 0010 QMR 0006 0005 | 0004 0003 0002 0002 Q.00 | 0000 0000 0.000
k{l] 0.747 0552 0412 038 0231 | 007 D31 008 0073 D0ET | 044 0033 0026 0020 OO | 0002 0008 QT 0005 0004 | 0003 ODE 0002 0002 0000 | 000D 0000 0.000
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Accounting and Finance Group, School of Management and Business, Aberystwyth University
Table 2: Present value of an annuity of 1 unit received at the end of each of the next n perieds assuming a constant discount rate of r per period

n . 1% 1% e 4% 5% | 6% T B% 9% 10% | 11% 1% 13%  14%  15% | 16%  17%  18%  19% 0% | 21%  I1%  I3% 4% 25% | 0% 35% 4%
1 0.590 0920 0971 0.962 0952 0543 0915 0926 0917 0.90% 0901 0.593 0877 0870 hEA2 08355 0.847 0840 0813 0826 0820 0LRO6 0500 0.741 0.714
2 1.570 1.942 1.913 1.ERf 1859 1833 1.BDR 1783 1.759 L7346 1713 1.690 1647 1626 1605 1.585 1.566 1.547 1.528 1509 1492 1457 1.440 1289 1.224
3 2541 I HE4 18219 2.775 1713 2673 1624 1577 2.531 A48T 1444 2.402 2313 1283 212446 22l0 17 2140 2106 21074 2042 15981 1.952 169 1.589
4 3501 1 BOR iz 3.630 3544 3465 1387 izlz 3.240 L1Te iloz 3037 1914 2.R55 21798 2.743 1690 1639 1.589 1540 1494 TAn4 I.362 1997 1.E49
5 4 853 4.713 4580 4.452 4319 4212 4100 3993 3.E90 1791 3696 3605 3.433 31352 3274 3199 3127 3058 2991 1926 1564 L5 2689 111 2035
' 5795 601 5417 5.142 507 4917 4.767 4623 4486 4355 4.231 4111 3.RE9 1784 I 6ES 1589 1498 3410 33126 145 3167 1000 2951 21385 2168
7 6.728 6.472 6230 6.002 57 5582 5389 52046 5.033 4 B6R 4.712 4.564 4.288 4. 160 4.039 35212 1R12 T 3605 1508 idla 1242 3161 1508 21.263
] 1652 7.315 7.020 6.733 G AG3 6210 5971 5747 5.535 5335 5.144 4968 4.639 4 ART 4544 4.207 4.078 395 3.E3T 176 3619 1421 3319 1598 2331
L B.566 B 162 T.786 7435 T.108 6802 6515 6247 5.995 5759 5.537 5328 4.946 4.772 4607 4451 4.303 4.163 4.051 1905 3786 1,566 3463 1665 2379
10 2471 EO53 B.530 E.111 71.112 7.360 7024 6.710 G418 6145 5.889 5.650 5.216 5019 4833 4659 4494 4.339 4.192 4,054 31923 1682 3.571 2715 2414
11 10368 9787 0253 E. 760 B306 TERET 7499 7.139 .50 6.495 6.207 5918 5.453 52134 5019 4836 4656 4485 4327 4.177 4.035 1,776 1656 21752 2438
12 11.255 10575 9954 9.385 BEGS B384 7943 75346 T.161 G.Rld G492 6194 5660 5421 5197 4988 4.793 4611 4439 4.2TR 4.127 3_R51 3715 1779 2456
13 12134 11348 10635 9.986 G354 BE51 E.358 Ta04 T.ABT 7.103 6750 6424 5542 5.583 5342 5118 4.910 4.715 4.531 4.362 4.203 1912 3.780 2469
14 13004 12006 112% 10563 9859 9295 B.745 B244 1.786 T.367 6982 6628 e 2 5724 5 AGR 5119 5,008 4802 4.611 4432 4.265 1962 3814 2478
15 13865 12.R49 11938 ILI1IE 10380 | 9712 9. 108 B.559 5061 T.606 7.191 6811 6142 5847 5575 5324 5.092 48T 4675 4459 4315 4.001 3859 2484
16 14718 13578 12561 D1652  10OB3E | 10006 9447 B.RE] £112 T.824 1379 6.974 6265 5954 5668 5405 5142 4918 4.730 4536 4357 4.033 1.RET 2489
17 15562 14.292 131066 12066 1127 10477 9.763 9112 B.544 E022 7.549 7120 6373 6.047 5749 5475 527 4.95%0 4.775 4576 4.391 4059 3910 2.492
18 16398  14.992 13754 12659 1L690 | 10.B2E  10.059 9372 B.756 E.201 7.702 1.250 e 46T 6.128 5818 5534 5273 5.033 4812 4608 4.419 4080 3918 4%
19 17.226 15678 14314 13034 11085 | 11158 10336 9604 B.950 B.365 T.839 1.366 6550 6.198 5877 5584 5316 5.070 4.5843 4,635 4.442 4087 3941 2496

1] 18046 16351 14877 13590 12462 | 11470 10594 918 9129 E5l4 7963 7469 623 6.259 5919 5628 5.353 5.101 4870 4657 4. 460 4,110 3954 2.497
2 IE85T 17.001 15415 14029 1ZE21 | 11764 10EZ6 1007 92102 A4 B.O7S B.68T 6312 5973 5665 5384 5.127 4.5891 4675 4.476 4.121 1.963 2498
12 19.660 17.658 15937 14450 13163 | 12042 11061 10201 9442 ETT2 B.176 . 743 6359 G001 5606 5410 5.149 4.5909 650 4. 488 4.130 3970 2498
23 D456 1E.191 16444 I4EST 12303 11.27 10371 9.580 EHE3 B. 266 6. 792 6399 Gl 5.713 5432 3.167 4925 4.703 4.499 4.137 3976 2499
4 I1.243 1E914 16936 15247 12.550 11469 10529 9707 B985 B348 GB35 64354 G073 5.746 5451 5182 4.937 4713 4.507 143 3981 2499
15 2023 19523 17413 15622 12783 11654 10675 9821 2077 B.422 6873 6464 6097 5.766 5467 5.195 4545 4.721 4.514 4,147 3985 2.499
16 s 200021 17877 IS5H3 1437 13003 11E26 10810 9529 Q161 B4RE 6906 6491 6118 5.7TH3 5480 5.206 4.956 4.728 4.520 4.151 1988 2500
17 I3560 20.707  1B3XT 16330 14643 | 132101 NL9RT 100935 10027 9237 B.548 6935 6.514 6136 5.798 5492 5.215 4.564 4734 4.524 4154 3.990 2500
8 4316 21281 1B.764 16663 14.B9R | 13406 MZU3T  1LOS1 MDLE 9307 B.602 G961 6.554 6152 SElD 5502 5.213 4.970 4.73%9 4518 4157 3.991 1857 2500
9 I5.066 21.E44  19U0EE 16984 150141 | 13591 12278 1LI3E MO9SR S3TOD B.650 6983 6.551 G166 5E10 5510 521 4.975 4.743 4.531 4.159 3994 1857 2500
3 ISEDE 22396 19600 17292 15371 | 13765 12409 11258 10274 9427 B.604 7.003 6.566 6.177 5829 5517 5.235 4.979 4746 4.534 A 160 3995 33312 1857 2.500
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