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CA Proficiency 2 
 
 
 

STRATEGIC FINANCE & MANAGEMENT 
ACCOUNTING (SFMA) 
 
 
 

INTERIM ASSESSMENT   

 
Saturday 7 September 2019: 3:00 pm – 4:30 pm 
 
 
 
 

 
 
 

 
INSTRUCTIONS TO CANDIDATES 

 
1. Answer ALL questions 

 
 

2. A separate answer booklet is provided and MUST BE USED BY ALL CANDIDATES.  

 

 

3. Candidates should deem each monetary amount shown with the €/£ symbol to be stated in their 

relevant currency. 

 
 

4. All workings should be shown. 

 
 

5. Answers should be illustrated with examples, where appropriate. 

 
 

6. This is an OPEN BOOK exam. 
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CASE STUDY: MEDICAL LIMITED 
 
Medical Limited (“MED”), a private medical school based in Belfast, runs short, month-long courses for 
medical professionals to develop specialist skills. In the last financial year MED reported after tax profits of 
€/£ 5,000,000 and net assets of €/£ 100,000,000.  MED has the following long-term sources of finance: 
 

• Ordinary shares which have been professionally valued at €/£ 50,000,000 with a cost of equity of 8%; 
 

• €/£ 15,000,000 of 3% preference shares; 
 

• €/£ 30,000,000 of 6% loan debentures; 
 

• €/£ 5,000,000 of mortgage debt secured on the company’s freehold premises. The interest payable is 
8% per annum. 

 
MED has fixed costs of €/£ 10,000,000 per annum.  The majority of variable costs incurred relate primarily to 
tutors’ fees. MED pays annual Corporation Tax at 20%. For the last five years MED has consistently 
distributed a substantial proportion of its profits as dividends to ordinary shareholders.  
 
MED’s Board of Directors monitors its financial performance closely. They have set the follow criteria for 
approving new business opportunities: 
 

• All month-long courses must deliver a minimum contribution of €/£ 100,000 per month; 
 

• Capital expenditure greater than €/£ 5,000,000 must achieve both: 
 

i) Cash payback within two years; and  
 

ii) A positive NPV of at least €/£ 4,000,000 over three years. 
 

(Note: MED uses weighted average cost of capital (WACC), rounded to the nearest percent, as a 

discount rate for investment appraisal) 

 
At MED’s recent Board Meeting the following items were discussed: 
 
1. Review new sports injuries short course 
 
At a previous board meeting the management team proposed a new month-long sports injury course 
requiring 25 hours of one-to-one tuition per student.  The board agreed to launch the new course in July 
2019, based on the following budget submission: 
 

Sports injuries course: monthly budget 

 €/£ 

Sales (40 students x €/£ 6,000 each) 240,000 

Tutors (1,000 hours x €/£ 50 per hour) (50,000) 

Other variable costs (1,000 hours x €/£ 25 per hour) (25,000) 

Projected course contribution 165,000 

Projected course contribution per student 4,125 

 
Unfortunately, the actual results for the sports injury course run in July 2019 were disappointing and 
contribution fell short of both budget and the board’s €/£ 100,000 investment criterion.  A breakdown of the 
results is provided below: 

 

Sports injuries course: July 2019 actual results 

 €/£ 

Sales (42 students) 178,500 

Tutors (1,344 hours) (91,392) 

Other variable costs (1,344 hours) (43,008) 

Actual course contribution 44,100 
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One board member voiced concern that the medical school continued to run courses that did not deliver on 
their contribution expectations. She asked why the sports injury course was being run again in August 2019. 
The Finance Director, Julian Pinot, agreed to prepare a more detailed analysis to outline why the sports 
injuries course fell short of expectations and report back to the board ahead of the next meeting.  
 
 

2. Proposed nursing college development 
 

The board are excited about MED’s current investment opportunity, a proposal to build a new private nursing 
college in Dublin.  The college will offer an intensive one-year course that qualifies nurses to practice across 
the EU.  MED’s Managing Director, Sarah Zealand, presented the following commercial assumptions ahead 
of a full financial appraisal: 

 

• Capital expenditure of €/£ 9,000,000 is required to purchase and fit out premises; 
  

• It is expected that the college would attract 800 full time students in year one, rising by 100 students 
each year to a maximum of 1,000 students; 

 

• Fees per student will be €/£ 10,000 in year one, increasing by 10% each year; 
 

• 60 full-time tutors will be employed on a starting salary of €/£ 40,000 each, fixed for two years. In year 
three the annual salary will increase by €/£ 2,000 per tutor; 

 

• Pension contributions paid by MED will be 20% of salary costs; 
 

• The cost of consumables is likely to be 15% of the fee income; 
 

• Other costs will amount to €/£ 50,000 per quarter fixed for three years. 
 
 

3. Private equity proposal  
 

Sarah highlighted the need to fund the potential nursing college development.  She reported to the board 
that she had recently been contacted by e-mail by an old friend, a successful entrepreneur based in Geneva. 
She read the following extract from the e-mail: 
 

“If you need a private equity investment, I have some colleagues involved in medical education in 
Switzerland. They would be interested in providing €/£ 20,000,000 equity in exchange for 51% of 
MED’s ordinary shares. We can discuss this further when I’m in Dublin next month”. 

 

One board member suggested that the financing of the proposed nursing college could be met in part by 
paying no ordinary dividend for the next two years.  The Board agreed to discuss funding in more detail at 
their next meeting and asked that Julian circulate some discussion points before then. 
 
 

Requirement: 
 

Prepare a report for the Board of Directors of MED in which you: 
 
a)  

i) Prepare an operating statement for the sports injuries course that reconciles budgeted contribution to 
actual contribution for July 2019 in as much detail as the information allows;  

 

ii) Outline ONE likely reason for each variance that you identify in part i) above.    35 marks 
 
 

b)  
i) Calculate MED’s current weighted average cost of capital (WACC); 

  
ii) Advise MED, based on the board’s financial criteria of payback and NPV, whether or not to invest in 

the proposed nursing college. (You can ignore tax in your calculations)     40 marks 
 
 

c) Outline TWO advantages and TWO disadvantages of the private equity proposal and conclude as to 
whether MED should accept the offer.          20 marks 

                                                     
                 Presentation 5 marks 

 

Total 100 marks 
END OF ASSESSMENT  
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Suggested Solutions 
 
Briefing Note 

To: BOD Med Limited  
From: Financial Consultant  
Date: 30th September 2019 
Subject: Financial Issues 

 
INTRODUCTION  
This report reviews the financial performance of the sports injuries course and presents the results of the 
proposed nursing college development and the associated funding requirement.  
 
KEY FINDINGS 
 

• The sports injuries course run in July 2019 fell short of expectation for many reasons and unless 
costs can be controlled should be ceased. See Appendix 1 for calculations. The main reasons for its 
financial failure are: 
 

i) The fee income per student was €/£ 1,750 less than budgeted; 
 

ii) Too many tutor hours were used and tutors were paid more per hour than the budgeted rate 

with a knock on effect on other variable cost hours; 
 

iii) The other variable cost per hour worked was higher than expected. 

• MED’S WACC is calculated at 6.2%. This is used to evaluate the nursing college proposal. See 
Appendix 2 for calculations.  

 

• The nursing college proposal meets the financial investment criteria and on financial grounds should 
be developed. See Appendix 3 for calculations. The college pays back in cash just before the end of 
year 2 and delivers an indicative positive NPV after three years of €/£ 5,187K. 

 

• The private equity proposal should be rejected by the board as the following positives are 
outweighed by the drawbacks/risks: 

 
Potential attractions of Private Equity 

• Possible opportunity to pay off expensive debt; 

• Reduces gearing levels and financial risk; 

• Ability to gear up/borrow more into the future; 

• May bring expertise, contacts and support to the organisation. 

 
Potential Drawbacks of Private Equity  

• Dilution of ownership of the company; 

• Loss of control over the business; 

• Way below the equity valuation (€/£ 50M * 51% = €/£ 25.5M); 

• Way below net asset value ((€/£ 100M - €/£ 50M) * 51% = €/£ 25.5M); 

• Possible undue board influence; 

• Need to sell the investment downstream if successful. 

 
Conclusion 
 

I trust this report will assist the board in making future decision regarding the nursing college, its funding and 
the future of the sports injuries course. 
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 Appendix 1 
 

Sports injuries short course : Operating statement      

Detail Note Favourable Adverse Total 

Budgeted contribution      165,000 

Variances      

Sales price (4,250 – 6,000) x 42   (73,500)   

Sales volume (42-40) x 4,125  8,250    

Labour - rate 1  (24,192)   

Labour - efficiency 1  (14,700)   

VOH - expenditure 2  (9,408)   

VOH - efficiency 2  (7,350)   

Net variances  8,250 (129,150) (120,900) 

Actual contribution       44,100 

 
Supporting notes      

N1) Labour variances AH AH SH   

  AR SR SR   

  1,344 1,344 1,050 (42 x 25) 

  68 50 50   

  91,392 67,200 52,500   

  DL Rate Var (24,192) (14,700) DL Eff Var 

       

N2) Variable overhead AH AH SH   

  AR SR SR   

  1,344 1,344 1,050 (42 x 25) 

  32 25 25   

  43,008 33,600 26,250   

  VOH Exp Var (9,408) (7,350) VOH Eff Var 

 

 
 
Potential explanations: 
 

1) Sales price – MED may have had to offer discounts significantly higher than normal to attract 
medical professionals to this new course.  If reviews are positive it may become easier to market this 
course closer to planned prices; 
 

2) Sales volume – Volumes are likely higher as a result of the lower prices being offered; 
 

3) Labour rate – If no similar course is available locally MED may have had to pay a premium to attract 
qualified tutors; 
 

4) Labour efficiency - MED may have underestimated the time required to deliver the course or there 
may be a “learning curve” to delivering the course and tutors may become more efficient in 
subsequent deliveries; 
 

5) Variable overhead rate – The rate may be higher because MED purchased unnecessarily large 
quantities of consumables, etc, given that they have no previous experience of running this course; 
 

6) Variable overhead efficiency – This should move in line with the tutor hours, so any “learning curve” 
in subsequent course deliveries should also reduce variable overhead costs. 
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Appendix 2 
WACC calculation 
 

Medical Limited            

Source of funds MV MV weights Cost Note WACC 

Ordinary shares 50 50.0% 8.0%   4.00% 

Preference shares 15 15.0% 3.0%   0.45% 

Debentures 30 30.0% 4.8% 6%*80% 1.44% 

Mortgage 5 5.0% 6.4% 8%*80% 0.32% 

Totals 100 100% WACC MED  6.21% 

 
 
 
Appendix 3 
 
 

Nursing college - Investment appraisal 
  

Cashflow Note Year 0 Year 1 Year 2 Year 3 

Fee income   8,000,000 9,900,000 12,100,000 

Capital cost  (9,000,000)     

Tutor cost   (2,400,000) (2,400,000) (2,520,000) 

Pension    (480,000) (480,000) (504,000) 

Consumables   (1,200,000) (1,485,000) (1,815,000) 

Other costs   (200,000) (200,000) (200,000) 

Net annual cashflows   (9,000,000) 3,720,000 5,335,000 7,061,000 

Cumulative cashflows   (9,000,000) (5,280,000) 55,000 7,116,000 

6% discount factors  1 0.943 0.890 0.840 

Present values   (9,000,000) 3,507,960 4,748,150 5,931,240 

Net present value   5,187,350       

      
  

 
 
 
 
 
 
 
 
 

END OF DOCUMENT 


