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Tangier's summarised financial statements for the years ended 30 Seplember 2014 and the comparative figures are
shown belkow.

Statements of profit or loss for the year ended 30 Seplembern

2014 2013
im Fm
Resceriue 2,700 I.820
ol of sales {1.890) 11,0921
Gross profit alcd r28
AdminBirative expense (345} {2001
Distribution cosis (230 {130}
Fimance cosis [ (53
Profit before tacation 195 293
Incemne 1A eupeide {=u]) (113}
Prafit for 1he wear 135 280
atatements of financial position as at 30 September;
2014 2013
S m S £m
MNon-cument assets
Propety, plant and equipment &80 410
Inkargpbde assel: manufaciunng Boence A0 200
Irmvestment at cost — Rarermetal 230 ni
1,210 alo
Cumen J55eds
Irrvenbory 200 110
Triade receivzbles 195 75
Bank il F95 120 J05
Total asgeds 1,605 315
Equity and liabélities
Equity shares of 1 each 430 220
Retained eamings 275 295
05 545
Mon-curment Kabilities
2% fecuned losn noles L0 10k
10% sacured loan nobes 300 H00 nil 100
Cunent lizbilibes
Bank owérdradt 110 riil
Tracke panables 210 160
Current tax pavable B0 400 110 270
Total equity and Habilities 1,805 i5

——— e

The following additional informiation has been cbtained in relation to the cperations of Tangier for the year ended
30 September 201 4:

(i} On 1 January 20014, Tangier won a tender for 3 new contract 10 suppdy Jetside with aircraft engines which Tangier
manulaciures under 3 recently soquirsd licence. The bidding process had been very competitive and Tanger had
b increass s manulactudng capacity to fulfil the conbract.

(i} The company also decided o ineest in Raremetsl by buying 8% of its eguity shares 8o secure supples of
specialised materials used in the manufacture of the engines. No dividends were recesved from Raremetal nos
had the walue of its shares increassd.,

On sesing the results for the first time, one of the company’s non-executive directons is disappointed by the ownend
year's perfommance,

Required:

Explain how the new conlract and its related costs may have alfected Tangier's operating performance during the
year ended 30 Seplember 2014, identifying any further inforrmalion regarding the conlract which may be uselul
b YOUF AnSwer.

Mote: Your answer should be supported by appropriate ratios {(up o 5 marks); however, ratios and analysis of
working capital are not required,

"
Management and
Control #
— o 2
(O
an

(15 marks)

.———

B P 1'n

&. I | I.I H D I

mems L el B E

III o | | | | IIII H mEm II [ I. H B 'EEE .



Grenarp Co is planning to raise 311,200,000 through a nghts ssee. The new shares will be offered at 3 20%
discount to the cumment share peice of Grenarp Co, which is $3-50 per share. The rights Esue wil be on a 1 for 5
basis and Esue costs of 3280,000 will be paid out of the cash raised, The capital structure of Grenarp Co 5 a8

fcdlows:
&m &m
Ecquity
Owdinary shares (3050 nominal) 10
Reserdses 75
B5
Mon-cument lrabilities

E% Loan moles 30
115

The net cash raisad by the rights issue will be used to redeem part of the loan nole ssue. Each lban note has a
nominal vabue of $100 and an ex interest market value of 3104, A clause in the bond issue contract allows
Grenarp Co to redeem the loan notes at a3 5% premium to market price at any time pror 1o their redemption date.
The picefeamings ratio of Grenarp Co i not expected to be affected by the redemption of the loan nobes.

The eamings per share of Grenarp Co is currently $0-42 per share and total eamings are $8,4200, 000 per year, The
COMpBAny pdys COrporation ta of 30% pér year

Required:

{a) Evaluate the elfect on the wealth of the shareholders of Grenarp Co of using the net rights lssue funds to
redeem the loan notes. {8 marks}

(b} Discuss whether Grenarp Co might achieve its optimal capital structure following the nghts issue,
{7 marks}
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