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QUESTION 1   
 
Commex Cables plc (CC) manufactures and maintains cabling equipment for the mining 
industry. Its only factory is based in the UK and all its sales are currently to customers in 
Europe.  
 
You are a junior manager working for Myron & Merton LLP (MM), a firm of ICAEW Chartered 
Accountants. John Fimmel, the chief executive of CC, asked Helga Hughes, a partner in MM, 
to attend a meeting with him to discuss a potential geographical expansion strategy. CC is a 
client of MM, but not an audit client. 
 
The meeting 
 
John opened the meeting. “I have provided you with some background information about the 
company (Exhibit 1). 
 
“CC wishes to expand the geographical scope of its sales into the Australia and South East 
Asia region, where there is significant mining activity. Australia has been identified as our 
favoured location for supplying this regional market. An initial feasibility study has identified 
two alternative strategies.  
 

Strategy 1 is to set up an Australian subsidiary, Australian Mining Cables Inc (AMC), 
which would manufacture cabling equipment at a new factory in Australia for distribution 
to customers in Australia and South East Asia.  
 
Strategy 2 is to build a distribution centre in Australia which would hold inventories of 
CC’s products, manufactured in the UK factory, for distribution to customers in Australia 
and South East Asia. This would be a division, but not a separate subsidiary. 

 
“I have provided you with more details on each strategy (Exhibit 2). The board has not yet 
taken a final decision but, at the moment, Strategy 1 is our preferred alternative.  
 
“Under Strategy 2, we could finance the distribution centre from existing cash resources, but 
for Strategy 1 there are not enough funds available to finance the setting up of a new factory.  
 
“We would therefore need to raise additional finance if we opted for Strategy 1. The board 
has decided that there would be only a small amount of new equity finance available for 
Strategy 1, so most of the initial investment would be debt financed.  
 
“The CC treasurer has identified two alternative methods of debt finance for Strategy 1 and 
has provided more detail on these in a separate document (Exhibit 3). Unfortunately, the 
treasurer is ill and there are a few matters which I need to understand. I therefore require 
help from MM. The lenders will also require an assurance report before agreeing to a loan. 
 
“The CC treasury team has provided summary forecasts of operating profit for both strategies 
and some working assumptions (Exhibit 4). However, no risk assessment has yet been 
carried out. There are a number of risks to be considered, including the sensitivity of the 
project to exchange rate fluctuations. I would like to understand these exchange risks.  
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“We tried to keep secret our entry into the Australian market, but a large Australian mining 
company, BTZ Inc, has become aware of our intention to enter the market because an 
employee, who was assigned to the feasibility study for this project, now works for BTZ and 
has informed its board of our plans. An email has been received from the BTZ procurement 
director making CC an offer of collaboration in Australia (Exhibit 5). 
 
“I have set out, in a terms of engagement memorandum, more precisely what the CC board 
requires of MM (Exhibit 6).” 
 
Instructions 
 
Helga outlines what occurred during her meeting with John and gives you the following 
instructions: 
 
“I would like you to provide a draft response to the requests from John (Exhibit 6), the chief 
executive of CC, for my consideration.  
 
“I would also like you to address two ethical issues. I am concerned about the ethics of the 
offer of collaboration from BTZ to CC (Exhibit 5) and I am worried about a further ethical 
issue.  
 
“During my meeting with John, he had to leave his office for a few minutes. I took the 
opportunity to admire the artwork in his office, but while doing so I noticed a letter from the 
BTZ finance director on BTZ headed notepaper. It stated that shares in BTZ, with a market 
value of £354,000, had been transferred to John. I did not have time to read the letter in full, 
but I am concerned about the ethical implications of this discovery.  
  
“Please provide a briefing note explaining any ethical issues for John, CC and MM, arising 
from: (i) the proposed collaboration between CC and BTZ (Exhibit 5); and (ii) the letter to 
John from the BTZ finance director. 
 
“Also, set out the actions that should be taken by MM and me in response to both of these 
matters.” 
 
Requirement 
 
Respond to the instructions from the MM engagement partner, Helga, by drafting the required 
response to John and providing a briefing note on the ethical issues. 
 

Total: 60 marks 
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Exhibit 1: Company background – prepared by John Fimmel 
 
CC commenced trading in 1993 and grew rapidly, obtaining a stock market listing in 2009. 
 
The company manufactures, supplies, installs and maintains cables and associated cabling 
equipment for the mining industry. The cables include high-technology products which are 
used to ensure the safe and efficient transfer of electrical power in mines throughout Europe. 
 
Some products are fairly standard and can be supplied from inventory, without modification, 
to many different customers. Other types of product must be manufactured to order to meet 
the particular needs of a specific customer. This may take a few days for basic items but, for 
some high technology products, the lead time is up to five weeks. Sometimes the customer 
has planned the delivery many months in advance. Alternatively, it may be unplanned, such 
as when a broken cable has to be replaced urgently in order to recommence mining activity. 
 
The only CC production facility is located in the UK and it is currently operating at around 
80% of productive capacity. CC’s products are too heavy to be transported economically by 
air, so mostly need to travel by sea where possible, and then by road or rail. 
 
CC has a network of depots throughout Europe which provide both routine maintenance and 
emergency repairs for customers.  
 
The company has long-standing relationships with major global mining companies, but it only 
operates in Europe. 
 

Trading conditions in Europe were difficult in the year ended 31 December 2014, as mining 
companies have been reluctant to invest significantly, given economic and political 
uncertainties and volatility in the prices of many mined commodities.  
 
IFRS 8 disclosures of revenue and operating profit for the year ended 31 December 2014 
were as follows: 
 
 Revenue Operating  
  profit 
 
 £’000 £’000 

UK 8,400 1,600 
Eurozone 14,900 2,200 
Other European countries 12,700    800 
Total 36,000 4,600 

 
The presentation currency of the group financial statements is £ sterling. Group revenue and 
profit for the year ended 31 December 2014 were reduced by the decline in the value of the 
euro and other European currencies relative to the £ during the year.  
  



ICAEW\SBM\J15 Page 5 of 16 

Exhibit 2: Alternative strategies for expansion – prepared by John Fimmel 
 
In 2014, the CC board decided that, in order to continue revenue growth, the company would 
need to expand outside Europe.  
 
Australia, which has a significant mining industry, was identified as our most favoured 
location for expansion. A base in Australia would supply, not only customers located in 
Australia itself, but also those in the South East Asia region. An initial feasibility study 
identified two alternative strategies. 
 
Under either strategy, construction work and other preparation would commence on 
1 January 2016, and would then take 12 months to complete. Trading in Australia and South 
East Asia would therefore commence on 1 January 2017.  
 
Strategy 1 
 
Under this strategy, a subsidiary, AMC, would be incorporated in Australia where the 
currency is the Australian dollar (A$). A new factory would be built in Australia for an 
estimated initial cost, including related plant and machinery, of A$63 million. This would be 
financed partly by an issue of share capital, but mainly by debt (Exhibit 3).  
 
Products would be manufactured and distributed from the factory to customers across 
Australia and South East Asia, over distances of up to 8,000 kilometres. 
 
Many of the products would be similar to those manufactured in the UK, but there would also 
be variations to accommodate the particular needs of the Australian and South East Asian 
mining industries. The capacity of the Australian factory would be about one-third that of the 
UK factory. Skilled staff, supply chains and production facilities would need to be developed. 
 
Components and raw materials for the new factory would be sourced from Australian 
suppliers. Staff would be recruited locally and would include a group of engineers responsible 
for repairs and maintenance for customers. 
 
Strategy 2 
 
Under this strategy, a distribution centre would be built in Australia, at a cost of A$4 million, 
which could be financed from CC’s operating cash flows. Products would be manufactured in 
the UK, then transported to the distribution centre. From there, they would be distributed to 
customers in Australia and parts of South East Asia, up to a distance of 5,500 kilometres. 
 
A separate subsidiary would not be set up for Strategy 2. Instead, the Australian operation 
would be a division, managed and administered largely from the UK head office. 
 
A group of engineers based in Australia (comprising about half the number required for 
Strategy 1) would be responsible for repairs and maintenance of the cabling equipment for 
customers. 
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Exhibit 3: Finance methods for Strategy 1 – prepared by the CC treasurer 
 
The CC board estimated that the financing needed for Strategy 1 would be A$63 million. Our 
initial working assumption is that the exchange rate will be £1 = A$1.8. 
 
The board decided that there would be a low level of equity finance for Strategy 1, amounting 
to A$9 million. As a result, the remaining A$54 million would need to be debt financed. I have 
identified two alternative methods of debt finance: 
 
Finance Method A 
 
On 1 January 2016, the Australian subsidiary, AMC, would raise, from an Australian bank, a 
15-year loan of A$54 million, at an annual fixed interest rate of 5%. CC, as the parent 
company, would provide guarantees to the Australian bank for the repayment of the loan in 
the event that AMC were to default. 
 
Finance Method B 
 
On 1 January 2016, CC would raise, from a UK bank, a £30 million, 10-year loan, at an 
annual fixed interest rate of 4.8%.  CC would then immediately make a loan to AMC of A$54 
million. This would be a 15-year loan, at an annual fixed interest rate of 5%. 
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Exhibit 4: Summary forecasts of operating profit and working assumptions – prepared 
by the CC treasury department  
 
A feasibility study was carried out by CC staff who travelled to Australia to undertake market 
research, explore operations and logistics and estimate costs.  
 
Using this information, forecasts were prepared based on working assumptions, which are 
set out below. 
 
Strategy 1 
 
The feasibility study established that it would not take long for the reputation of AMC’s new 
factory to become known in the industry in Australia. As a result, AMC would spend 2017 
penetrating the market, but sales for the year ending 31 December 2018 would reach their 
steady state level for the future.  
 
Summary forecasts of operating profit for AMC are as follows for the years ending 
31 December: 
 
 2017 

 
A$’000 

 2018 and 
onwards 
A$’000 

Revenue 18,000  27,000 
Manufacturing costs:    
 Variable production costs (4,050)  (6,075) 
 Fixed production costs (9,450)  (9,450) 

Gross profit  4,500  11,475 
Administrative and distribution costs (4,600)  (4,600) 

Operating (loss)/profit (100)  6,875 

 
Strategy 2  
 
Under this strategy it is expected that revenues will be lower than for Strategy 1 and will be 
constant from the year ending 31 December 2017 onwards. 
 
Summary forecasts of operating profit for the Australian division are as follows for the years 
ending 31 December: 
 
 2017 and 

each year 
thereafter 

£’000 

Exchange 
rate 

2017 and 
each year 
thereafter 

 A$’000 

Revenue N/A  9,000 
Manufacturing costs:    
 Variable production costs (750) 1.8 (1,350) 
 Fixed production costs (1,275) 1.8 (2,295) 

Gross profit    5,355 
Administrative and distribution costs (2,500) 1.8 (4,500) 

Operating profit   855 
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Working assumptions 
 
The following working assumptions were used in determining the forecasts:   
 

 For both strategies, construction of buildings and other preparation work will commence 
on 1 January 2016 and all initial cash outlays will be made on that date. 

 For both strategies, trading will commence on 1 January 2017. 

 The risk-adjusted annual weighted average cost of capital for both strategies is 8%.  

 The exchange rate will be constant at £1 = A$1.8. 

 For Strategy 1 all costs incurred, and all revenues earned, are in A$. 

 For Strategy 2 all operating costs are incurred in £ sterling and all revenues are earned 
in A$. 

 Operating profit equals operating cash flows. 

 Operating cash flows will arise at year ends. 

 Ignore tax for now, as it will be dealt with later. 
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Exhibit 5: Offer of collaboration – email from BTZ   
 
To:  The CC board 
From:  Jeff Lilley: BTZ procurement director 
Date:   10 July 2015 
Subject: Offer of collaboration 
 
It has come to the attention of the BTZ board that CC is considering opening a new factory in 
Australia, operated through a newly-formed subsidiary, called AMC. 
 
As you will be aware, BTZ is a major global mining company. Our European operation 
already purchases cabling equipment from CC. Australia is, however, our main market and 
we are keen to do business with AMC. 
 
We are constantly looking for new suppliers and cabling is a core product that we purchase 
on a regular basis. We would be interested in discussing whether AMC can become the 
preferred supplier of cables for our Australian and South East Asian operations. 
 
However, the BTZ board would like a deeper involvement with AMC, rather than just a 
supplier-customer relationship. BTZ’s collaboration offer is this: 
 

BTZ is willing to subscribe for a 20% equity holding in AMC at the nominal value of A$1 
per share. In return, the BTZ board guarantees that it will make significant purchases of 
cabling from AMC, amounting to no less than A$5 million per year, on normal 
commercial terms.  
 
As part of the proposal, the BTZ board would require a shareholder agreement 
specifying that: 

 

 a minimum of 15% of AMC’s operating profit is paid annually as a dividend; and 

 a member of the BTZ board sits on the AMC board as a non-executive director. 
 

I will probably take this role as the non-executive director myself. We can discuss director 
remuneration later. 
 
The BTZ board requires all elements of its collaboration offer to be considered together as a 
package. To be clear, BTZ is unlikely to use AMC (or CC in Europe) as a supplier if our offer 
is refused. 
 
Please let us know your decision by 31 July 2015 or we will have to assume that our 
collaboration offer has been refused. 
 
 
Jeff Lilley 
Procurement Director - BTZ   
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Exhibit 6: Terms of engagement memorandum – prepared by John Fimmel 
 
The CC board would like MM to prepare responses to the requests below. 
 
(1) For the two alternative strategies:  

 Determine the net present value (NPV) in £ sterling at 1 January 2016.  

 Evaluate and explain the risks of exchange rate fluctuations. In so doing, provide 
illustrative calculations of the sensitivity of the NPV to future exchange rate 
movements. (Assume, for the purpose of assessing sensitivity, that the exchange 
rate at 1 January 2016 will be £1 = A$1.8, but that a one-off change in the 
exchange rate occurs on 1 January 2017, which would generate a zero NPV). 

 Compare and evaluate the key supply chain management and distribution issues.  
  

For the analysis above, ignore the financing arrangements and the offer from BTZ. 
 
(2) Compare the two proposed debt finance methods for Strategy 1 (Exhibit 3) and give a 

reasoned recommendation. Include an explanation of why the interest rate differs 
between the two finance methods. 

 
(3) Explain the issues that MM would need to address in providing assurance to lenders 

for the debt finance methods for Strategy 1 (Exhibit 3).  
 

I do not require a detailed list of assurance procedures, but I do need to understand 
the key risks to each of the lenders and how an assurance report would provide 
comfort for these. 

 
(4) Identify and explain the key financial reporting issues affecting the CC consolidated 

financial statements arising from each of the two potential strategies (Exhibit 2). 
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QUESTION 2 
 
You are Nat Ahmed, a member of staff at a firm of business advisers, Dancer Beeston Peters 
(DBP). One of DBP’s partners, Josie Welch, advises Paige plc. Paige is an AIM-listed 
company which was established many years ago. It has several subsidiaries in the UK, most 
of which produce processed, packaged foods such as cereals, tinned foods and snack foods 
for the major UK supermarkets. Although sales are principally to UK customers, Paige has a 
growing amount of sales in the rest of Europe.   
 
Strategic decision in respect of Slimsvelte Products Ltd 
 
In 2009, Paige purchased a majority holding (80% of the ordinary share capital) in Slimsvelte 
Products Ltd (SP). SP’s original founder, Claudia Svelte, who holds the remaining 20% of the 
ordinary share capital, continued as chief executive of SP. The three other SP board 
members were appointed by Paige; they are also main board directors of Paige.  
 
SP produces and sells a range of milkshake products which are designed to be used as meal 
replacements to help consumers to lose weight. Details about the market for weight-loss 
products is provided (Exhibit 1), together with background information on SP (Exhibit 2).  
Paige has approached DBP for assistance in determining its future strategy in relation to SP.  
 
Meeting with Paige’s Chief Executive 
 
Paige’s chief executive, Charles Digby, called a meeting with Josie. Charles started the 
meeting: 
  
“When we bought SP it was performing very well. However, since the acquisition, SP’s 
performance has declined significantly. There are two principal reasons: firstly, the effects of 
the global recession and secondly, trends in the weight-loss market have altered. Growth in 
the meal replacement market has slowed and weight-loss products have become more 
diverse.   
 
“Two mutually-exclusive strategies have emerged in Paige’s board discussions about the 
future of the investment in SP. 
 

Strategy A is to retain the investment in SP and to use SP as a vehicle to build up 
Paige’s presence in the weight-loss market (Exhibit 3).  
 

Strategy B is to dispose of SP as quickly as possible and to use the funds released to 
build up the core business of food processing (Exhibit 4).  
 

“Strategy A, which has my support, is based upon an expectation that the weight-loss market 
will grow exponentially over the next few years. SP is Paige’s only subsidiary operating in this 
important market, but its current narrow product range inhibits growth. We should be able to 
use the SP brand to introduce an exciting new range of products; we have had various ideas 
about this range, but would appreciate some advice from DBP.  
 
“Strategy B is favoured by Paige’s finance director, Asha Kennedy. She thinks that Paige will 
maximise its future profitability by focussing on its food production business, and that Paige’s 
80% shareholding in SP should therefore be sold.  
 
“Key financial information for Paige (Exhibit 5) and summary financial statements and other 
information for SP (Exhibit 6) are provided. 
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“What we need from DBP is an unbiased opinion. Please prepare a report before the next 
board meeting which presents a reasoned discussion of the two strategies.” 
 
The partner’s instructions 
 
Upon her return to DBP, Josie provides you with a summary of her meeting with Charles 
Digby, and gives you various documents (see Exhibits). She then sends you the following 
instructions in an email: 
 

 
To:  Nat Ahmed 
From:   Josie Welch 
Date:   20 July 2015 
Subject: Paige assignment 
 
Nat 
 
This email is to summarise what I require from you. I will be responsible for writing 
the report to the Paige board, but I need your assistance. Please prepare a working 
paper which comprises the following. 
 
(1) An assessment of SP’s market environment and an evaluation of the key risks 

currently facing SP. For this purpose, ignore the proposed strategies. 
 

(2) An evaluation of Strategy A (Exhibit 3). You should explain the benefits and 
risks associated with each proposal identifying which, if any, of the four 
proposals are acceptable.   
 

(3) An evaluation of Strategy B (Exhibit 4). You should:  
 
(i) explain the benefits and risks associated with this strategy; and  
 
(ii) evaluate the acceptability of the £18 million offer that has been received 

from the private equity fund for Paige’s 80% shareholding in SP. 
Determine and explain SP’s cost of equity and price earnings (P/E) ratio 
implied by the private equity fund’s offer. Determine and evaluate 
relevant alternative valuations and briefly note any additional information 
that you would require to refine your valuation. 

 
(4) A preliminary reasoned recommendation as to which strategy Paige should 

adopt. 

 

Requirement 
 
Prepare the working paper requested by Josie Welch, the assignment partner. 
 

Total: 40 marks 
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Exhibit 1: The weight-loss product market - prepared by Claudia Svelte in May 2015 
 
The World Health Organisation characterises obesity as a global problem, which is projected 
to become much more serious over the next few years. Since 1980, worldwide obesity levels 
have doubled, which some authorities attribute to an increased consumption of processed 
foods. It is estimated that, by 2030, 2.2 billion people in the world will be overweight or obese. 
Currently, the highest concentration of overweight and obese people is in the USA. Other 
developed countries are fast approaching similar percentages, and some developing 
economies are experiencing similar trends. 
 
The market for products that aim to help consumers to lose weight is also growing fast. The 
global weight-loss market is currently estimated to be worth nearly US$600 billion, of which 
over 40% is attributable to the USA and one-third to Europe.  
 
The market for weight-loss products can be segmented as follows: 
 

 Diet food products: ready meals, meal replacement products (such as the milkshake 
range produced by SP), artificial sweeteners 
 

 Weight management services: consultation services, alternative therapies, diet clubs 
and support groups, diet food home delivery services, health clubs and gyms 

 

 Weight management drugs and supplements: prescription drugs, over-the-counter 
drugs and herbal supplements 

 
There are strong competitors in all segments of the market. Large international food 
processing companies are major producers of diet food products. Some smaller companies 
operate in particular market niches, for example in the herbal supplements business. 
 
A significant part of the market comprises people who have been, often repeatedly, 
unsuccessful in dieting. For most dieters the ideal solution would come in the form of a pill. 
Although the pharmaceutical industry has produced diet pills, these have generally had 
unwanted side effects and have not been effective in the long term.  
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Exhibit 2: Background information on SP - prepared by Asha Kennedy, finance 
director of Paige 
 
SP was founded in 2004 by Claudia Svelte, who initially owned 100% of its share capital. 
Claudia had previously worked with Charles Digby, chief executive of Paige. Charles 
provided Claudia with a lot of advice, and in 2007 he recommended that Paige lend SP funds 
to expand the business.  
 
By 2009, SP had become very successful, generating an annual revenue of £75 million and a 
profit after tax of £5.6 million. The Paige board decided to purchase 80% of SP’s ordinary 
share capital, from Claudia, for £48 million on 1 April 2009. Since 2009, new entrants to the 
meal replacement market have had an adverse effect on SP’s sales and profitability.  
 
The global market for meal replacement products is expected to grow, especially in relatively 
new markets, such as parts of Asia. However, barriers to entry are low, and therefore it will 
remain a challenge to maintain and grow market share.  
 
 
 
 
 
 
Exhibit 3: Strategy A – prepared by Charles Digby, chief executive of Paige 
 
Strategy A is to use the SP brand to build up reputation and sales in the weight-loss market. 
 
SP has a significant market share in the UK market for meal replacement products, although 
it is less well known in the rest of Europe and has virtually no sales in the USA.  
 
Proposals over the three to five years from 1 April 2016 include: 
 

1. phasing out the meal replacement products gradually, in order to develop a range 
of low-calorie ready meals and promote them using SP’s and Paige’s existing sales 
channels;  
 

2. establishing a range of web-based, paid-for, advisory services producing tailored 
dietary advice for individuals; 
 

3. investing in existing chains of gyms and health facilities; and 
 

4. establishing new markets in developing countries.  
 
SP can undertake as many of the above proposals as it wishes.   
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Exhibit 4: Strategy B – prepared by Asha Kennedy  
 
Strategy B is to sell Paige’s investment in SP and use the funds generated to invest in 
Paige’s core business.  
 
I believe that the investment in SP has been an expensive mistake, and that Paige should 
realise its residual value as quickly as possible in order to invest the funds in our core 
business of food production.  
 
Paige has been approached by a private equity fund which is interested in making a bid for 
its 80% shareholding in SP. A figure of £18 million was offered in informal discussions as the 
acquisition price for Paige’s 80% shareholding.  
 
The private equity fund has indicated to the Paige board that it would only be willing to offer 
£2 million for Claudia’s 20% shareholding in SP. The Paige board believes that, at this 
valuation, Claudia would prefer to retain her shareholding and her active involvement in SP. 
However, Claudia has not yet been informed of Paige’s possible disposal of its investment in 
SP.  
 
If Paige adopts Strategy B, the disposal of Paige’s investment in SP is expected to take place 
on 1 April 2016. 
 
 
 
 
 
 
 
 
Exhibit 5: Key financial information for Paige - prepared by Asha Kennedy  
 

 Year ended 31 March 
 

 2015 
 

2014 

Revenue £503.0 million £494.6 million 
Operating profit    £61.3 million   £59.3 million 
Return on capital employed (ROCE)          15.3%        15.5% 
   
Food processing industry average ROCE           20.4%        20.3% 
 
 
 
 
 
 

PLEASE TURN OVER 
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Exhibit 6: Summary financial statements for SP and other information – prepared by 

Asha Kennedy  

 
Statements of profit or loss for the years to 31 March 

 2016 
Forecast 

2015 
Actual 

2014 
Actual 

 £m £m £m 
Revenue  58.1  48.3  55.8 
Operating profit  5.3  4.7  5.1 
Net profit after tax  2.8  2.3  2.6 
 
Statements of financial position at 31 March 

 2016 
Forecast 

 2015 
Actual 

 2014 
Actual 

 £m  £m  £m 
Non-current assets 65.1  60.1  60.8 
Current assets 42.7  38.4  40.2 

 107.8  98.5  101.0 

      
Equity 28.8  27.0  24.7 
Non-current liabilities 40.5  40.5  40.5 
Current liabilities 38.5  31.0  35.8 

 107.8  98.5  101.0 

 
Other information 
Revenue for the year ended 31 March 2015 includes £4.3 million in respect of a contract with 
Purseproud Supermarkets (Purseproud) which is due to be renegotiated in early 2016. There 
are rumours that Purseproud is unhappy with SP’s products and is actively soliciting bids 
from other suppliers. This is one of SP’s largest contracts. 
 
SP pays tax on profits at 20%.  
 
SP paid a dividend of £500,000 in the year ended 31 March 2014. No dividend was paid in 
the year ended 31 March 2015. It is the directors’ intention, if Paige retains its investment in 
SP, to pay a regular and larger dividend in the future. The dividend for the year ending 
31 March 2016 is forecast to be £1 million, growing subsequently at 8% per annum. 
  
Property, plant and equipment is measured at cost less depreciation. The finance director 
estimates that the value in use of non-current assets at 31 March 2016 will be £68.3 million 
and their fair value less costs to sell will be £60.2 million. SP’s non-current liabilities consist 
entirely of a loan from Paige which is redeemable at par on 31 March 2017. Annual interest is 
charged on the loan at 5% and is allowable for tax. 
 
Generally, the weighted average cost of capital (WACC) for a listed company in the food 
processing industry, with similar gearing to SP, is around 7.5% per annum.  
 
SP’s listed competitors typically offer a more diverse range of products and services and 
therefore there is no precise comparator company. However, an established listed company, 
Wensley Slimming plc, offers some similar products and its price earnings ratio is currently 
9.4. Wensley Slimming is forecast to have stable profits into the foreseeable future. Paige’s 
own price earnings ratio is currently 9.9.  


