
  

NUMBER  ONE 

 
(a) The Development Company of Kenya Ltd. has operated very successfully over 

the past few years despite the adverse economic situation.  As a result, the 
company has a good liquidity position and a relatively advantageous stock 
exchange valuation.  The chairman of the company has suggested that because 
of this, it should look for growth through a vigorous acquisition policy. 

 
Required: 

Prepare a memorandum outlining the points which should be included in an 
acquisition strategy paper to be presented for discussion in the next board meeting. 
    (10 marks) 
 
(b) Two relatively small companies, Gimwa Company Ltd. And Dallas Company 

Ltd., have decided in principle to merge so that they can complete more 
effectively with larger companies.  The boards of directors of the two 
companies have decided that a scheme of amalgamation should be drawn by 
the end of September 2003 based on the following agreed figures: 

  
 Gimwa 

Company Ltd. 
Sh. 

Dallas 
Company Ltd. 
Sh. 

Net assets 
Share capital: 
(Ordinary Sh.10 shares; no variation for past 
seven years) 
4% preference shares Sh.10 par value 
Reserves 
7% loan 
Capital employed 

290,000,000 
 
90,000,000 
- 
200,000,000 
                 - 
290,000,000 

275,000,000 
 
50,000,000 
10,000,000 
150,000,000 
  65,000,000 
20,000,000 

 
Forecast maintainable equity earnings 

 
33,750,000 

 
20,000,000 

 
 Historical equity earnings and dividends: 
  

 Elgon Company Ltd. Dallas Company Ltd. 
 
Year 

Equity 
earnings 

Dividends 
% 

Equity 
earnings 

Dividends 
% 
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Sh. Sh. 
2002 
2001 
2000 
1999 
1998 

30,000,000 
27,000,000 
19,000,000 
12,000,000 
10,000,000 

10 
10 
  5 
  5 
  5 

19,000,000 
  9,000,000 
  8,000,000 
13,000,000 
  7,000,000 

15 
10 
10 
12.5 
10 

 
      Gimwa Company Ltd.  Dallas    
Company Ltd. 
 Agreed P/E ratio for amalgamation   20   15 
 
 Required: 
 
 Comment on the values which have been placed on the ordinary shares for the 

purpose of merging  the two companies.      
           (10 marks) 

                                (Total: 20 
marks) 
 
NUMBER TWO 

The board of directors of the Sasumua Power Corporation has decided that, for the 
purpose of testing whether its capital investment projects are acceptable, a compound 
interest (DCF) rate of 8% per annum will be used in evaluating investment projects. 
 
All investment project is now under consideration.  Estimates of the expected cash 
flows over forty years, are as follows: 
 Expected cash flow during each year 
 
Years 

Net receipts 
Sh. Million 

Net payments 
Sh. Million 

  1 -   5 
  6 – 10 
11 – 20 
21 – 40 

- 
1,500 
   800 
   400 

2,000 
- 
- 
- 

 
The expected residual value of the assets is zero. 
 
Required: 
(a) Show whether the project satisfies the normal capital budgeting criteria for 
acceptance.          (5 marks) 
(b) Show how sensitive the calculation in (a) above is to: 

Download more at www.ebookskenya.co.ke



 
 (i) An increase in the residual asset value from zero to sh.1,000,000. 
 (4 marks) 
 (ii) A 1% increase in the initial capital outlay (during each year of the outlay).
 (4 marks) 

(iii) A 1% decrease in the estimate of expected cash flow during each  
of the years from 6 to 10.      (4 marks) 

 
(c) Show the effect of adopting the project on the ratio of reported profits in years 

5 and 6 to net balance sheet value of assets at the beginning of those two years.  
Comment briefly on the usefulness of the latter type of ratio in the 
interpretation of accounts in the light of your calculation.  (Assume that the 
expenditure in years 1 to 5 is capitalised, that straight-line depreciation is 
charged after year 5 at 5% per annum, and the actual cash flows are according 
to plan).   (3 marks) 

 
You can assume that all cash flows arise on the last day of each year, that all 
figures are net of tax and expressed in terms of constant price levels, and that 
working capital for the investment project can be ignored. 

                    (Total: 20 
marks) 
 
NUMBER  THREE 

Wahome Company Ltd. Which is effectively controlled by the Wahome family 
although they own only a minority of shares, is to undertake a substantial new project 
which requires external finance of about Sh.400 million, leading to a 40% increase in 
gross assets.  The project is to develop and market a new product and is fairly risky.  
About 70% of the funds required will be spent on land and buildings.  The resale 
value of the land and buildings is expected to remain equal to or greater than, the 
initial purchase price.  Expenditure during the development period of the first 4 to 7 
years will be financed from other revenue of Wahome  Company Ltd.  This will have 
a consequent strain on the company’s overall liquidity. 
 
If, after the development stage, the project proves unsuccessful, then the project will 
be terminated and its assets sold.  If, as is likely, the development is successful, the 
project’s assets will be utilised in production and the company’s profits will rise 
considerably.  However, if the project proves to be very successful, then additional 
finance may be required to further expand the production facilities. 
 
At present, Wahome Company Ltd. Is all equity financed. 
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The financial manager is uncertain whether he should seek funds from a financial 
institution in the form of an equity interest, a loan (long or short term) r convertible 
debentures. 
 
Required: 

(a) Describe the major factors to be considered by Wahome Company Ltd. In 
deciding on the method of financing the proposed expansion project.  
    (8 marks) 

 
(b) Briefly discuss the suitability of equity, loans and convertible debentures for the 

purpose of financing the project from the point of view of: 
 (i) Wahome Company Ltd.                  
(3 marks) 
 (ii) The provider of finance.                  
(3 marks) 
 
 Clearly state and justify the type of finance recommended for Wahome 
Company Ltd. 
 
(c) Sony Sugar Company Ltd. Has been enjoying a substantial net cash inflow.  

Before the surplus funds are needed to meet tax and dividend payments, and to 
finance further capital expenditure in several months time, they are invested in 
a small portfolio of short-term equity investments. 
Details of the portfolio, which consist of shares of four companies listed on the 
stock exchange are as follows: 

  
Company Number of 

shares 
Beta equity 
coefficient 

Market 
price per 
share 
 
Sh. 

Latest 
dividend 
yield 
 
% 

Expected 
return on 
equity in 
the next 
year 
% 

K Ltd 
L Ltd 
M Ltd 
N Ltd 

  60,000 
  80,000 
100,000 
125,000 

1.16 
1.28 
0.90 
1.50 

42.90 
29.20 
21.70 
31.40 

6.1 
3.4 
5.7 
3.3 

19.5 
24.0 
17.5 
23.0 

 
 The current market return is 19% a year and treasury bill yield is 11% a year. 
 Required: 
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On the basis of the data given above, calculate the risk of Sony Sugar Company 
Ltd.’s short-term investment portfolio relative to that of the market.  
            (6 marks) 

                    (Total: 20 
marks) 
 
NUMBER  FOUR 

(a) Discuss the role of financial management in an international setting with 
particular reference to: 
 (i) Currency exchange rates.       (4 
marks) 
 (ii) Sources of finance       (4 marks) 
 (iii) Investing in overseas countries.      (4 
marks) 
 
(b) A Kenyan import-export merchant was contracted on 31 December 2002 to 

buy 1,500 tonnes of a certain product from a supplier in Uganda at a price of 
Ush.118,200 per tonne.  Shipment was to be made direct to a customer in 
Tanzania to whom the merchant had sold the product at TSh.462,000 per 
tonne.  Of the total quantity, 500 tonnes were to be shipped during the month 
of January 2003 and the balance by the end of the month of February 2003.  
Payment to the suppliers was to be made immediately on shipment, whilst one 
month’s credit from the date of shipment was allowed to the Tanzanian 
customer. 
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The merchant arranged with his bank to cover those transactions in Kenya shillings 
(Ksh.) on the forward exchange market.  The exchange rates at 31 December 2002 
were as given below: 
  

 Ush. TSh. 
Spot 
1 month forward 
2 months forward 
3 months forward 

22.85 – 23.20 
1.50 – 1.30 discount 
1.65 – 3.85 discount 
3.75 – 7.00 discount 

17.14 – 17.18 
2.50 – 1.50 premium 
4.00 – 3.00 premium 
6.50 – 5.50 premium 

 
 The exchange commission is Ksh.10 per Ksh.1,000 (maximum Sh.1,000,000) 
on each transaction. 
 Required: 
 Calculate (to the nearest Ksh.) the profit that the merchant made during the 
transaction.                       
(8 marks) 
                                (Total: 20 
marks) 
 
NUMBER  FIVE 

(a) Explain two circumstances under which dilution of earnings might be 
acceptable to the shareholders of one of the companies in a take-over deal. 
    (4 marks) 

(b) What are the advantages and disadvantages of a rights issue from the point of 
view of: 
 (i) The issuing company?       (3 
marks) 
 (ii) The shareholders?       (3 marks) 
 
(c) The six-months cash forecast for Jiva Electricals Ltd., which manufactures 

household electrical goods shows that, unless drastic action is taken, the 
company will be in a serious liquidity problem.  It is decided that outlay on all 
types of expenditure must be reduced without significantly affecting the 
forecast sales. 
Select six headings of expenditure where you consider economies could be 
made, and describe how you would achieve savings in these areas.   
                    (10 marks) 

                    (Total: 20 
marks) 
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                  ANSWERS 

NUMBER ONE 

 
(a) The question of an acquisition strategy should cover the following: 
 
(i) Need to define the objectives of the acquisition.  The ultimate purpose must be 

to achieve a target rate of return but this may require to be sub-divided under 
other headings, for example: 

 
  - growth of annual sales 
  - a specified return on investment 
 

Included in the objectives will be non-financial matters which also should be 
incorporated in the strategy for example, improving management personnel, 
quit entry into new markets, economies of large scale production, etc.  
Although the objectives cannot be specifically quantified there should be an 
attempt, … subjective to rank these in some order of priority. 

 
(ii) The acquisitions strategy should also cover the general factors that will be 

looked at in all possible acquisitions, e.g. 
 
1. Ownership of the company 

What is the share structure, do shares carry votes, who are the main 
shareholders, how important is the shareholding of directors and officers. 

 
2. Top management 

Attempt should be made to assess the past performance of existing 
management and while this will be done in relation to profitability both 
absolute and relative, other factors should be looked at e.g. name, position, age, 
company service, service contracts, salaries, bonuses, and shareholding. 

 
3. Finance 

The main purpose of the strategy is to try to elicit information which will 
enable management to determine two separate but closely related pieces of 
information. 
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Firstly to ascertain the value based on the performance of the company to date 
which will likely have to be put on that company in order to achieve control 
and secondly the increased profitability which would arise for the parent 
company in the event of an acquisition being successful.  The starting off point 
will of course be an analysis of the financial records of the company to be 
acquired, for example, to isolate operating profit from holding profit from 
extra-ordinary profit (or losses). 

 
4. Completion 

Assessment of the market situation which the company will find itself in if the 
acquisition is successful.  For example, how will it affect the existing situation, 
customers, etc?  what new situations will present themselves? 
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(b) The value of shares for amalgamation is based on forecasted equity earnings.  It 
is assumed that P/E is applied in forecasting earnings rather than historic 
earnings. 

  
 P/E ratio EPS Valuation per share 

Sh. 
Gimwa 20 x 

000,000,90

000,750,33.Sh
  

= 7.50 
 

Dallas 15 x 
000,000,50

000,000,20.Sh   
= 6.00 
 

 
 The total value of shares in the companies would be as follows: 
 
   Gimwa  (90,000,000 x 7.50) = 675,000,000 
   Dallas   (50,000,000 x 6.00) = 300,000,000 
 
 NB: Company   Number of ordinary shares 
 
  Gimwa   

10.

000,000,90.

Sh

Sh  = 9,000,000 

 
  Dallas    

10.

000,000,50.

Sh

Sh  = 5,000,000 

 
 Thus the implied dividend yield would be: %100x

Value

Dividend  

 
     Gimwa    Dallas 
 
 % Firm dividend (net) yield %100

000,000,675.

000,000,9.
x

Sh

Sh

 %100
000,000,300.

000,500,7.
x

Sh

Sh  

 
     = 1.33%   = 2.5% 
 
 Earnings per share based on: 
 
      Gimwa   Dallas 
 (i) 2002 earnings   Sh.0.33   Sh.0.38 
 (ii) Forecast earnings  Sh.0.375  Sh.0.40 
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Despite the higher earnings per share of Dallas Company Ltd. based on the forecast 
earnings, a higher value has been placed on each share of Gimwa Company Ltd. on 
each share of Dallas Company Ltd. because of its lower gearing and therefore better 
borrowing potential and/or because of its better earnings potential or record in terms 
of both growth and consistency and the certainty of forecasts earnings for Gimwa 
Company Ltd. compared to Dallas Company ltd. in light of the past performance. 
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NUMBER TWO 

 
(a) Year   
 1-5 

6-10 
11-20 
21-40 

2,000 x PVAF8%5 = 2000 x 3.993 
1500(PVAF8%,10 – PVAF10%5 = 
1500(6.710 – 3.993) 
  800 (PVAF8%,20 – PVAF8%,10) = 
800(9.818 – 6.710) 
  400 (PVAF8%,40 – PVAF8%,20) = 
400(11.925 – 9.818) 
NPV (negative) 

(7,986) 
 4,076 
 2,486 
   843 
  (581) 

 
 The project does not satisfy normal capital budgeting criteria. 
 
(b) (i) If residual increased by 1,000,000 then: 
 
  Base NPV       (581) 
  Add: PV of salvage value 
   1,000,000 x PVIF8%,40 = 1,000,000 x 0.0460     46.0 
   Increase in NPV      (535) 

NPV would increase by %100
581

46
x  = 7.92% indicating that NPV is 

highly sensitive to changes in salvage value despite the lengthy economic 
life of 40 years. 

 
 (ii) A 1% increase in initial capital means 1% x 2000m = 20m p.a. 
 
  Increase this will decrease NPV by 20m x PVAF8%,5 = 20m x 3.993 = 
79.86 
 

Percentage decrease to a % change in initial capital especially because it 
occurs in the early years of economic life. 

   
(iii) A 1% decrease in year 6 – 10 cash flows means 1% x 1500 = 15m decrease p.a.  

The NPV would decrease by 15m(6.710 – 3.993) = 40.76 
 
  % decrease = %100

581

76.40
x  = 7.02% 
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  Again a small percentage in cash flows leads to a magnified percentage 
change (7.02) in NPV. 
 
(c) Year 5 

The effect of adopting the project would be to show a sh.8 million increase in 
the net balance sheet value of assets, with no corresponding increase in 
revenue.  The ratio (return on capital employed) would therefore become more 
unfavourable. 

 
 Year 6 

The effect of including the project in the ratio in year 6 would be to increase 
revenue by Sh.1 million (Sh.1.5 – 0.5 million) depreciated and to increase net 
asset values in that year by Sh.2 million (sh.10 million in total).  This would 
improve the ratio. 

 
The usefulness of such a ratio is arguable as it does not take into account 
expectations of the future returns on capital invested in the present period. 

 
Any capital invested on the basis suggested in the question will have an 
unfavourable effect on the ratio in the early years of the project as no credit is 
taken for expected returns until they are received. 

 
 
NUMBER THREE 

(a) The following are among the major factors to be considered by Wahome  in 
deciding on the method of financing the proposed expansion project. 

 
 (i) Liquidity during the development period 

Ideally the finance selected should minimize the drain on cash flows 
during the development period. 

 
 (ii) Terms of finance 

Finance is required for at least 4 – 7 years hence short term loans which 
will require re-financing are not suitable.  However, long term or 
permanent finance may produce an excess of funds after the 
development period if the project proves to be unsuccessful. 

 
 (iii) Risk 
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Debt with contractual interest and repayment, patterns may prove risky 
for Wahome’s cash management activities.  Equity, without any 
contractual dividend requirements, may prove to be the finance source 
with lowest risk for Wahome’s management. 

 
 (iv) Debt capacity 

There may be goods for issuing debt, thereby utilizing some unused debt 
capacity and taking advantage of the tax deductibility of debt interest. 

 
 (v) Possibility of further finance required 

It is possible that further finance will be required after the development 
period.  Hence financing decisions should be taken in a dynamic context 
whereby consideration is given to possible further finance requirements. 

 
 (vi) Dilution 

An increase in equity by issuing shares to new shareholders will reduce 
the control and possibly, depending upon the issue price and quantity of 
shares issued, the wealth of existing shareholders. 

 
 (vii) Use of funds raised 
  Funds should be raised only if their use appears to be productive. 
 
  Points concerning the suitability of the three finance types include: 
 
(b) From Wahome’s viewpoint 

 (i) Equity 

  Extremely suitable from the liquidity aspects as dividends need not be 
paid. 
 

If the project is not successful then permanent funds will result.  
However, if the project is extremely successful the greater equity base 
will provide even further debt capacity to facilitate further expansion.  
Would dilute the holdings of current shareholders. 

 
 (ii) Loans 

Would utilize some unused debt capacity.  Interest payments would be 
required under all circumstance but would be tax deductible.  Term of 
the loan may be difficult to arrange in order to provide the medium term 
(up to 4 – 7 years) or long term finance. 
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(iii) Convertible debentures 

Have the advantage that investment payments are tax deductible but are usually 
lower than the interest rate on ordinary loans thereby conserving them the debt 
will be converted into equity and could then provide the equity base for further 
debt financing expansion. 

 
If the project is not successful then conversion will not take place and the 
debenture can be repaid.  Conversion into equity will usually result in fewer 
new shares being issued with consequent less dilution. 

 
 From the finance provider’s viewpoint 
 
 (i) Equity 

Enables participation in the success of the firm but provides no security 
in the event of the project not providing successful. 

 
 (ii) Loans 

Provide security and regular interest payments but will not permit 
participation in any success of the firm. 

 
 (iii) Convertible debentures 

Provide the security of a loan with the possibility of favourable (but not 
unfavourable) equity participation.  However, in order to obtain this 
protected position the interest received is usually lower than a normal 
loan and the conversion terms result in fewer shares than would be 
obtained by an initial investment in equity. 

 
In the circumstances of Wahome, the use of convertible debentures is 
recommended as they will utilize d ebt capacity and provide 
medium term or long term finance as required by the outcome of the 
project. 

 
The debentures should be convertible into equity from about year 4 
onwards at the holder’s option unless previously repaid by Wahome.  
Wahome  should arrange a repayment option during the period of about 
years 4 – 7.  The debentures could be secured on the land and buildings 
to be purchased. 
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(c) The risk of the portfolio can be measured by the weighted average beta factor 
for the shares in the portfolio.  The weights should be the market prices of the 
shares. 

  
 
Shares in 

 
No. 

Market 
Price 

Total 
market 
value 
Sh. 

Beta 
factor 
(β) 

 
MVX 

K Ltd 
L Ltd 
M Ltd 
N Ltd 

  60,000 
  80,000 
100,000 
125,000 

42.90 
29.20 
21.70 
31.40 

  2,574,000 
  2,336,000 
  2,170,000 
  3,925,000 
11,005,000 

1.16 
1.28 
0.90 
1.50 

  2,985,840 
  2,990,080 
  1,953,000 
  5,887,500 
13,816,420 

 

 Estimated beta factor = 
000,005,11

320,816,13  = 1.26 

 
Since the beta factor is over 1, we can conclude that the risk of the portfolio is 
higher than the risk of the market as a whole. 

 
 
NUMBER FOUR 

The decision as to whether or not to move into export markets or to invest overseas 
is the same as any other investment decision and therefore the usual techniques 
should be applied. 
 
However, there are additional considerations which may well mean that the estimates 
are less to make and may be less certainly fulfilled.  These additional considerations 
are: (students to include such points) 
 
The economy of the foreign country and the international economy 
The political stability in the overseas country which may result in the sequestration of 
property and disruption of activities. 
Any restrictions on the remission of profits back to the home country arising from 
exchange control regulations. 
Fluctuating exchange rates which may mean that losses on exchange occur. 
Cultural differences which may mean that the Head Office management behaves in an 
inappropriate and thus less effective way. 
 
(a) (i) Currency exchange rates 
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The problem of fluctuating exchange rates can be reduced by decreasing 
the level of exposure.  Protection can be achieved by requiring the 
invoice to be at a fixed rate of exchange (from supplier) or by buying 
forward the necessary amount of foreign currency.  Incase of longer 
term transactions (e.g investing in an overseas country) it may be 
desirable to reduce the level of exposure buy gearing up through foreign 
currency borrowings. 

 
 (ii) Sources of finance 

As export trade often mean a longer period of credit, the company may 
well need to raise additional finance.  The more likely sources are euro-
currency borrowings, dollar-borrowings, documentary credits and loans 
from banks; the latte may need insurance. 

 
 (iii) Investing in overseas countries 

Apart from the problems outlined above, investing in overseas countries 
involves one further problem – the need to translate the assets or 
investment into Head Office currency at the year end.  The rates used 
will depend on the particular transaction under consideration but the 
most important principle is that the treatment should be consistent from 
year to year. 
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(b) Purchases costs 

 
 U Sh. K Sh. 
January (118,200 x 500) 
Conversion rate 22.85 
 
February (118,200 x 1000) 
Conversion rate (22.85 – 1.5) 
 

59,100,000 
 
 
118,200,000 
21.53 

2,586,433 
 
 
 
5,536,300 
8,122,733 
 

Sales Tsh. Ksh. 
(i)    January (462,000 x 500)  
        Conversion rate (17.18 – 3.00) = 14.18 
 
(ii)   February (462,000 x 1000) 
        Conversion rate (17.18 – 55) = 11.68 
 
Commission of Sh.10 per 1000 

)39,554,79516,290,5505,536,3003x(2,586,43
1000

10   

 

231,000,000 
 
 
462,000,000 

 
16,290,550 
 
 
39,554,795 
55,845,345 

= 8x63,968,07
1000

10  

 
= Ksh.639,681 

  

 
 
Sales 
Less cost of sales 
 
Less commission 
Net profit 

  
Ksh. 
55,845,345 
  8,122,733 
47,722,612 
     639,681 
47,082,931 

 
NUMBER FIVE 

(a) The cases where some dilution of earnings might be acceptable to one of the 
parties in take over are: 
 
 - Where although earnings per share are reduced, the asset per share is 
increased. 
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Where this happens then the increased asset backing may compensate 
for the loss in earnings in maintaining the market price of the shares; and 
the asset themselves may either serve as a basis for capital gearing (thus 
possibly restore the EPS in the long-run) or may be realized and the 
proceeds re-invested to restore the earnings position. 

 
- Where a company with generally high but erratic earnings acquires a 

company yet with lower but stable earnings per share i.e the ‘quality’ of 
the earning share improved, and this could in fact lead to an 
improvement in the P/E ratio. 

 
(b) Advantages: 

 (i) Front point of view of issuing company 
 

- Cheap to implement abridged prospectus, low advertising costs, simple 
application and allotment procedure. 

- High probability of success.  If the company did not have a good record 
it would not attempt a rights issue. 

 
- Good publicity – could help any future public issue. 
 
 (ii) From point of view of shareholders. 
 
- A two-way option; either to get extra shares in a good company at a cheaper 

price, or to cash on their rights. 
 
- If successful, the voting power of existing shareholders is not diluted. 
 
Disadvantages 

 (i) From point of view of the issuing company 
 

- Issue price will be lower than might have been obtained in open market. 
 
 (ii) From point of view of shareholders 
 

- In the short run the amount of earnings per share might be diluted 
leading to a temporary set-back in share price. 

- The company would probably not risk this with a public issue. 
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(c) Where expenditure must be reduced without detriment to forecast sales some 
possibilities in a manufacturing business are: 

 
 (i) Purchase of materials 

It is possible that stockholdings could be reduced, thus saving purchases 
into immediate future.  If stocks are indented on the basis of re-order or 
in fixed re-order quantities, do a quick review of those levels and 
quantities for the major value items having regard to the current trend of 
demand. 

 
It may be advantageous to impose an arbitrary limit on the value of 
purchase orders to be placed each week or month.  This has the 
advantage that the buyer will not automatically purchase everything that 
is requisitioned but will discuss priorities with the other managers, that 
the production managers will have to review the necessity for ordering 
supplies in advance; and that the sales manager may have to be more 
selective in choosing to take those orders which will yield the best 
margin of profit. 

 
 (ii) Operating costs 

Overtime work might be discontinued except urgent customers’ 
demands.  Quality control standards might be reviewed to ensure that 
they were not more strict than necessary to satisfy customer 
requirements.  A more rigorous review of the causes of waste and scrap 
might be instituted. 

 
 (iii) Staff costs (work, selling and administration) 

An embergo might be placed on recruitment, including replacement, 
subject to review by the managing director.  The use of temporary staff 
might be forbidden if necessary there could be an arbitrary cut in staff 
numbers, having regard however to any redundancy payments involved. 

 
 (iv) Capital expenditure 

‘Luxury’ items like office reorganization could be cancelled or 
postponed.  Replacement of plant and motor vehicles might be delayed.  
Consideration could be given to leasing, contract rental or hire purchase 
as alternatives to outright purchase. 
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(v) Discretionary costs 

The number of publications purchased might be reduced; subscriptions 
and donations cancelled, and the scale of advertising cut down (though 
this may not be possible if there are annual contracts). 

 
 (vi) Other overheads 

Apart from renewed exhortations to switch off lights, make telephone 
calls after 1.00 p.m, use telex instead of telephone, re-use envelopes and 
so on saving might be achieved by slight reductions in office 
temperature, attempting to eliminate private use of telephone, and more 
careful control issue of stationery stock.  In the longer term all office 
systems and all management information reports ought to be reviewed. 

 
What action should be taken will depend very much on whether this is a 
short-term or long-term problem.  If it is a long-term problem then the 
business is probably inefficient and a though review will be needed.  If it 
is short-term problem then case must be taken that immediate 
economies do not result in longer-term losses. 
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