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uhll > Fomsncal posstaces 1 o noted that BHP has wiffered a fall n hauadity -
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32 while & overdrat of $4 million ba & st et
cas rewcwsstey of $37 ml) sppeared, reflecuny

Howrver, BHP's profinabilicy remamns sanafaciors, indscanng that the declme i Liquidity has
mm‘hﬂ'ﬁ:#ﬂlﬂm

Amives of te Seancal smtemests rrveals Sat BHP has been ahle 10 invest 1ts S60 milkion
of profss Semg e yowr o fund 3 substantial met incresse i propeny, plant and equipment
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*  Increuse in mventory in relation 1o tamover” TH'IW %Mnﬂ#
2 116796 (43 daye) b 8(441320) s, = Hﬁ!; ﬁ:":‘ﬂ‘{* - of sales from
> ase in debion? BHP's nccounts i L 16 15% 59 d -
ﬂﬂ‘.ﬂlﬂﬁl&m-- |3.13$: {19 dayx) T:{Smﬂﬂ} million = 1 G e .!Tﬂ
seem u significant | of conynl over necounls ; .
million 1o $90 million, The ratio of accounts payable 1o purchases 28 ). The trade
$C10/70) million = 14.29% (32 days) 1o S20/90) miltion = 2220% (B 00 ojyection
credit perind i considerubly longor (31 days) than the nccounts reCENBET e
ﬁ:dfﬁﬂ days), supgeyting that the company s exploiting suppliers in order

Increase i shion-term bomowing and & decline in cosh
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Increase i gearing? Taking the mtio of debt-to-equity {

meagure, gearing has sctally fallen (from S(A0/190)

million = 17.6%) despite the openmg of the overdrafl, |

Fall in the profit margin? The operating profit margin. (op

3(100/240) million = 41 66%
a) ful in the o izl
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The value of the 1wo optioms availshle o IHPF W spesd up collectm  from ac
rcrvable can be commpaced wa Hillows

The vabue of duscount f BT

AL end-May 2012, aecounts secoivable were $52 million, T sccounts recervible collectin
ekl was 337 muillion / 2030 mllon 1 363 = 39 dayn

L]

The 2% discouni would bower this 1o 10 days for $0% ol custamern, pedhs ing nVETHRE
1) = M S days o

days 1o colleot sccounts reeeivable w (30% v 59) + (307 _ =
Hence, average sccounts receivible would beoome 143 & £320 million [ 36

il e )

The imterest snving woubd be T8% x (32 million - 3 millioa) = Hmllh; et T,
The cost of the discount would be (2% 1 50% x 5320 million) = $3.2 milhon.

Hence the net benefit would be (34 - $3.2) million = $0.§ millien
This comespands to sbout 0. 6% of current operating profit
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cm“ﬁwm&: the GC and the EP uning labour hours 1o sbsoth overbenads:
Masers GCS EPS
Labamy 300hrs x 51 % e o

4 500
00 x 815 7
Overheads mllllﬁhml}iﬂ

S00hrs x §10%e 5,000
Total cost 1,000 20 500
Chuoted price 16,500 30,750
(W1}, Overhead muwumm = §10he
A b sk i _..l-
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The pricing policy | BHP 1 decide. They could clect 10 0o, o fing with

S0% mackaup o sost 0 1 they i he pric of the GIC would all by sepeand 7763

the costs. This should make them more comgetitive in the market.
otder (o IMCIEDSE

“Wﬂmﬂdlhﬂmﬁmmmw-uﬂubﬂﬂT%{lﬂ'ﬁjh
intermal margins o biile.
It is possible that the isue lies elsewhere. 1f the quality ﬂmﬁkﬂfﬁmﬂ_ﬁ:
relinbility of the builder & questionable then reducing prices is unlikely 1o IMPrEvE = S0
canceivable that BHP hus 5 good reputation for EP but fiot for GC, but mare likely Hat %
poor reputation woald affect ali products. E@mmmmmmwmnrﬂmﬂﬂﬁ
mmmWhmmm:mMmM-ﬁﬂ'“ﬂ“
corrected’ by merely reducing prices,

hets for the GC is not

It is also possible that the way salesmen discuss or sell their products for
adequate 50 that in some way custumers are being put off placiag the work with BHP.
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S Coupon rate should be the same as the yich] fir fix-year debs ol %, ot iha investment
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wenild be taken up by their inststutional clients

Asyeer 4(b)

lﬂﬂﬂdﬂ:mlﬂlwhmﬁmumﬂﬁﬂm““

The mswe of the new debt can only be achieved st the cont of § reduction in our company's
credit ratng and/or 3 consequent increase m its sost of debt cupital. Uving our current market
mmhm--i-}_iﬂﬁ.ih-!hw-_m
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The firm's cuirrent cost of dobt capits! fo s s (1~ Q1T = 3330 vo the RS this
sl e he s cot o deb cwprl (o 1) by 100 v i 0 1) EECEL
Incresse in o parl doe (o the Tonger ierm 10 malurily on , h i BT
mhm.“ﬂllﬂﬂ:dﬂﬂlh'mmwmmhmmm

B wpon the yield curve wind rtes beyond foue years

Anxwer 4ic)
The advantuges nud dissdvantages of this mole of eapiial fimancing,
Debt finance is a relatively Tow cout methiod of mising bong term fnance. Under waditinal

theary we would expect higher ietierate mpravements i the fiom's cost of capital
gives the benefit of the tax mﬁmhmumw consists of the rink Tiee

ate and the credit spread, In this case we nre i o aller our capitel sructure by
on longer fean deb and thus the advaniages of higher gearing are 1 o ceriam extont

\ ihan debt finance sbould be prefermed o new
of wn ¢ ‘%ﬁu W doubiful but i is
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cash WS oecur evenly throughout the year)

The payback periad caleulated is greater ;
f I years and ot than the maximum paybuck period used by Edwin
consider method cannot be recommended, however, because payback perind does mat
‘e all the cash flows arising from an investmens project, as it ignores cash Aows outside
“fﬂ!ﬂﬂrhmkwmi Furthermare, paybuck period ignores the time value of money.

The fact that the payback period is 2.9 years should not thefefore be a reason for Tejecting the
]h:u__{uﬁ.. The project should be assessed using o discounted cash flow method such as net
present value or intemal mate of retum, since the project as o whole moy generate an
acceplable retum on inves

Answer S(ly)
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Sensitivity of NI 10 variahle eos

Viuriable dost o inereass by % Ty ow 4% 1 1 R b sake e NFY #ors:

Alemanvely, varinble coi increase = 100 1 11288 118965 = 9.5%

Sennitivity analysin evaluates the effect on projeet net prosent value of changes 2 hose
variables. The objective i to determine the EBthHIiEIl project vanabiles, “!'.rl"!! ll'l?m that
wheee the smallest changs produces the biggest change in projeet NI, 1t is limited projest
only one prsject variable a1 & Hine may be changed, wherean in reality several in
variables may change simultaneously. Tor exnmple, an moraase in inflation could resull
mereanes in wnles price, vanable vostn and fixed coats

Sensitivity analysis is not x way of evaluting project risk, lthough it may identify the
key or eribical E‘ﬂllluﬂh. :ruummu- the Iﬁwﬂgrn :':?;F Mﬂlﬂ#mh' h"ﬁg
Wﬂl‘-‘h._:ﬂmlmwln ¥ain does not assign hilitaes to project vorables. sEnEHIVIL

annlysis is useful is in drawing the mmm management lo poject varables that veed
careful monilonng i w particular investmeit project s 10 megt expeotations. Sensitivity
analysis can also highlight the need 10 check the assumptions underlying the key or critical
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there ; -lA eam only 4 small return, Meeting the objective of _l'ln,n-iﬂiﬁf will
fore conflict with the obicctive of profitability, whmh':fmhyh:wuin;w the longer
order H-&hﬁ'l'ﬂhm:.

beiween the
? . Pﬁhlmmgpmullhmﬁnme&nmumwuhfhrﬂ
obiectives of profiability and liquidity if sharcholder wealth in o be maximised.







