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* hecording to the Chifiess laws\and regulations, the maximm of bonds offering by

Zhen Hua Company, 4478 billish X 40% - 0 =3.2 billion (i. . 3 200 000 000 ) .

» Cblider, the!'capital need from such bonds offering in mainland China the maximm
anount 4 Bonls offering in Hong Kong is 8. 2 billion -1 billion =2. 2 billion (i. e 2
200 000 000) .

* It is suggested to issue long—tern bonds.

* Reason : The Company ‘s current liabilities ratio is-190/200 96, The ratio is
excessively high. Offering long-tern bonds can lowes ‘the proportion of the Company’ s
current liasbilities, optinize the Company ‘s debt stfucture and enhance the stability of

the Conpany’ s operations.
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(3) There ave three investnent portfolios available, nanély Frojest“ and B,

Project A and G and Project B and C. T
(4) The best investnent decision is to choose porfolio of Project B and C.

* Reason : The ranking of present value index from high to low is Project B Project

C: and Project A Therefore: the combination of Project B and C should be selected.
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(1) In accordance with the “Basic Standard for Enterprise Internal Control” . the

five elements of internal control are :



[image: image14.png](Internal environment: Internal environment lays the foundation for the application
of internal control. This typically includes the following aspects : the corporate
governance franework; organizationcstructure and allocation of authorities and

responsibilities 4 iternaloaldit ; human resource polices; corporate culture ete.

iBkhassessneiit: Risk assessment is the tinely identification and systematic
analysi of risks that affect either business activities or the accomplishnent of
established internal control objectives together with the formulation of reasonable

responses to identified risks.

@Control activities: Control activities are the steps takem by awenterprise in
response to its risk assessments in order to mamagepigentified ¥isks within the

respective risk tolerance level.

@Information and conmunication: Information and communication refers to the timely
and accurate gathering and dissenination of internal control related infornation to

enable the effective conmmication of such infornation within and outside the entity.

@ Internal monitoring: Internal monitoring relates to an enterprise ‘s monitoring of
the internal control it has designed and put into operation, the assessment of the
enterprise’ s internal control effectiveness in design and operation, and the mitigation

taken by the enterbrite to xgtify any identified control weaknesses in a tinely namner.
(@) Wi3or icks in the fund managenent astivities:

[Cotivities: isksfinancing decisions are mades which would result in ineffective
financing or wnbalanced capital structure. This could lead to overly high financing costs

or debt crisis.

* ctivities: isksfinancing decisions ave mades which woyld #gsult in iheffective
financin or loss of development opportunities. This couldilead 1o ¢3%h flow problens or

inefficient use of funds. L

* ctivities: isksfinancing decisions avefunds; which would lead to financial

difficulties or surplus of funds on hand.

* which would lead to financial diffineffective which would lead to unauthorized use

or nisappropriation of funds, or even fraud.
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(1) Using the Residual Tncone Method:
* For Vhite Appliances ; residual incom=7000F12%X 40 000'= USD 22 million

* For Black Appliance: residual income=7400=15%X42 000 = USD 19. 4 million
* Under this method Vhite Appliances perforns better than Black Appliances.
(2) Using the Econonic Value Added Method:

* Bconomic Value added for White Appliances : (7 000 + 1 800) —12% x (40 000 +1
800) = USD3T. &4 million

* Bconomic Value added\for Black sppliances : (7 400 + 2 400) —13% x (42 000 +2
400) = USD40. 2B\million

- o500 tmod, Black Appliances perfoms botter than Vhite Applisnces

[EHE] (1) FERFRY

- FIEETE, FIRIRE="7 000 — 126 X 40 000 = USD 220073
- BERE, TRk
S TERFAET, BEXSLEATEHSEF

(2) EREFHEEE:

- FEBREEFHEINES: (7 000 + 1 800) —126 X (40 000+1 800) =USD 5 784 F

700 — 13% X 42 000 = USD 4G40

- VR BRAETIENEE: (7 400 + 2 400) —13% X (42 000+2 400) =USD 4028 7.
S TERFAET. BEXBLEATEHSEF.

[FHETEHIE] R (1) REMARES, ERTRNERSETENEEsAFRae
FRSREFBNOSN. BTSSR, FHEERGSRERB-SNET.

1'3.1 [E%]

J(1)-Uding the P/E model :
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(2) Using the P/B nodel:

*odel: /B 13. 5/shave 8% ) =2TERFHEMEESANFHEEEX 0% =X (1 +8%) 1/
(10% - 8% ) =6.4

* (1 +right Conpany ‘s estimated value = 1. 25 xX 5. 4 = USD. 75/share

(3) Using the P/S nodel:

*odel: /S SD6. T5/sharestimated value = 1X 50% (1+@%) ]/ (lo%-8%) =
1.35

50 ML+ @0 ] / (10%- 8% ) =185 1. 2X 1. 35 = USD 13. 50/share

(4YThe P/B nodel has the following linitations:
*imitations: as the following ) = 1.35 1. 25 »BREBMHN. ETULLER, FHE6
KB 5B BEFERMAFNEF. TEM. nein or loss of development spportunitiss. This

could lead to cash flow problens or inefficient use of furds. tside\the entity.f r

*imitations: do not have practical applicability in’services and high-tsch

industries that usually have snall anount of fixed assets, because the net asset does

not have a strong relationship with the value of such companies.

*imitations: do not have practical applicaets ( accumulated deficit) , the P/B
zatio is neaningless and cannot be used for conparison purposes.
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- FHREATSIERE = 5% X (1+ 801+ (05— 8w =2
-« 2Sobuigd AR EHIE = 0.5 X 21 = us» 155/
i e e,
B AR AT
- SSobright ATMEHHE = 1.25 X 5.4 = USD 6.75/B
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* 1Sobright AFMEIHHHE= 10 X 1.35 = vsD'23 60/BR

= [20% X 50% X (1 + 8% 1/ (10% — 8%) = 5.4

[5% X 50% (1t8%) Iy) (10% — @ '= 1.5
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