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INSTRUCTIONS TO CANDIDATES

1. Please CAREFULLY read the instructions given in the question paper.

2. This question paper has information printed on both sides of the paper.

3. Thisquestion paper consists of FIVE (5) questions.

4. Answer ALL questions.

5. Please write your answers on the answer booklet provided.

6. All'questions must be answered in English (any other language is not allowed).
7. This question paper must not be removed from the examination hall.

8. Present and future values tables and formulas has been appended for your reference.

THERE ARE ELEVEN (11) PAGES OF QUESTIONS, INCLUDING THIS PAGE.
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INSTRUCTION: Answer ALL questions.

Please use the answer booklet provided.

Question 1

(a) Lahey Industries has outstanding a RM 1,000 par-value bond with an 8% coupon interest
rate. The bond has 12 years remaining to its maturity date. If interest is paid-annually,
find the value of the bond when the required return is (A) 7%, (B) 8%, and (C) 10%.
Indicate for each case in part a whether the bond is selling at a discount, at a premium,
or at its par value.
(4'marks)
(b) Victoria Robb is considering purchasing the common stock of Warren Industries, a
rapidly growing boat manufacturer. She finds that the firm’s most recent (2012) annual
dividend payment was RM 1.50 per share. Victoria estimates that these dividends will
increase at a 10% annual rate, g1, over the next.3 years (2013, 2014, and 2015)
because of the introduction of a hot new boat. At the end of the 3 years (the end of
2015), she expects the firm’s mature product line to result in a slowing of the dividend
growth rate to 5% per year, g2, for the foreseeable-future. Victoria’s required return, rs,
is 15%. To estimate the current value of Warren’s common stock.
(6 marks)
(¢) The Cute Corporation has announced a rights offer to raise RM 35 million for a new
journal, the Journal of Financial Excess. This journal will review potential articles after
the author pays a nonrefundable reviewing fee of RM 5,000 per page. The stock
currently sells for RM 53 per share, and there are 3.9 million shares outstanding.

i. «If the subscription price is set at RM 47 per share, how many shares must be

sold?

(2 marks)
ii.. How many rights will it take to buy one share?

(2 marks)
ii.  Whatis the ex-rights price?

(4 marks)
iv.  What is the value of a right?

(2 marks)

[TOTAL MARKS: 20 MARKS]
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Question 2

Birdie Golf, Inc., has been in merger talks with Hybrid Golf Company for the past six months.
After several rounds of negotiations, the offer under discussion is a cash offer of RM185 million
for Hybrid Golf. Both companies have niche markets in the golf club industry, and both believe
that a merger will result in synergies due to economies of scale in manufacturing and

marketing, as well as significant savings in general and administrative expenses.
Bryce Bichon, the financial officer for Birdie, has been instrumental in the merger negotiations.
Bryce has prepared the following pro forma financial statements for Hybrid Golf assuming the

merger takes place.

Table: The financial statements include all synergistic benefits from the merger.

2019 2020 2021 2022 2023

RM'000 | RM’000 RM’'000 RM’000 | RM’000

Sales 330,000 | 375,000 415,000 445,000 | 495,000
Production costs 231,000 | 262,500 290,500 311,500 | 346,500
Other expenses 33,000 38,000 41,000 45,000 49,000
Depreciation 27,000 31,000 33,000 36,000 | 36,000
EBIT 39,000 43,500 50,500 52,500 | 63,500
Interest 7,500 9,000 10,000 10,500 11,000
Taxable income 31,500 34,500 40,500 42,000 | 52,500
Taxes (21%) 6,615 7,245 8,505 8,820 | 11,025
Net income 24,885 27,255 31,995 33,180 | 41,475
Additions to retained earnings 0 16,000 19,000 21,000 25,000

If Birdie Golf buys Hybrid Golf, an immediate dividend of RM 55 million would be paid from
Hybrid Golf to Birdie. Stock in Birdie Golf currently sells for RM 87 per share, and the company
has 18 million shares of stock outstanding. Hybrid Golf has 8 million shares of stock
outstanding. Both companies can borrow at an 8 percent interest rate. Bryce believes the
current cost of capital for Birdie Golf is 11 percent. The cost of capital for Hybrid Golf is 12.4
percent, and the cost of equity is 16.9 percent. In five years, the value of Hybrid Golf is

expected to be RM 235 million.

Bryce has asked you to analyze the financial aspects of the potential merger. Specifically, he

has asked you to answer the following questions.
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(a)

Suppose Hybrid shareholders will agree to a merger price of RM 23.13 per share.
Should Birdie proceed with the merger?

(10 marks)
Explain briefly THREE (3) type of acquisitions and provide an example for each type

of acquisition.

(6 marks)
(c) Discuss any TWO (2) sources of synergy.
(4 marks)
[TOTAL MARKS: 20 MARKS]
Question 3
(a) Assume that DCT Berhad’s net income during the year is RM 180 million. The company
statement’s of financial position before cash dividends is paid is shown below:
Common stock: RM
Par (20 million outstanding shares @ RM 1 share) 20,000,000
Paid-in capital 100,000
Retained earnings 200,000
Total 320,000,000
i. For that year, the Board of Directors declared a cash dividend of RM 0.50 per share.
Calculate the total cash dividend paid out for that year.
(2 marks)
ii. If the RM 150 million profits earned for that year, show DCT Berhad’s statement of
financial position after the cash dividend payments.
(4 marks)
(b) Dividends come in several different forms.Describe TWO (2) types of dividend.
(2 marks)
(c) Describe the process of declaring and paying a cash dividend.
(6 marks)
(d) Describe THREE (3) reasons for a low-dividend-payout policy.
(6 marks)

[TOTAL MARKS: 20 MARKS]

EBB30703 CORPORATE FINANCE Page 4 of 11



JULY 2024 CONFIDENTIAL
Question 4

Stephenson Real Estate Company was founded 25 years ago by the current CEQ, Robert
Stephenson. The company purchases real estate, including land and buildings, and rents the
property to tenants. The company has shown a profit every year for the past 18 years, and the
shareholders are satisfied with the company’s management. Prior to founding Stephenson
Real Estate, Robert was the founder and CEQO of a failed alpaca farming operation.The
resulting bankruptcy made him extremely averse to debt financing. As a result, the company
is entirely equity financed, with 8 million shares of common stock outstanding. The stock
currently trades at $37.80 per share. Stephenson is evaluating a plan to purchase'a huge tract
of land in the southeastern United States for $85 million. The land will subsequently be leased
to tenant farmers. This purchase is expected to increase Stephenson’s annual pretax earnings
by $14.125 million in perpetuity. Jennifer Weyand, the company’s new CFO, has been put in
charge of the project. Jennifer has determined that the company’s current cost of capital is
10.2 percent. She feels that the company would be more valuable if it included debt in its
capital structure, so she is evaluating whether the company should issue debt to entirely
finance the project. Based on some conversations with investment banks, she thinks that the
company can issue bonds at par value with a 6 percent coupon rate. From her analysis, she
also believes that a capital structure in the range of 70 percent equity/30 percent debt would
be optimal. If the company goes beyond 30 percent debt, its bonds would carry a lower rating
and a much higher coupon because the possibility of financial distress and the associated

costs would rise sharply. Stephenson has a 23 percent corporate tax rate.

(a) If Stephenson wishes to maximize its total market value, would you recommend that it

issue debt or equity to finance the land purchase? Explain.

(6 marks)
(b)  Underthe pecking-order theory, what is the order in which firms will obtain financing?

(4 marks)
(c) . What are some differences in implications of the static and pecking-order theories?

(5 marks)
(d)  List FIVE (5) important factors in making capital structure decisions.

(5 marks)

[TOTAL MARK: 20 MARKS]
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Question 5

CONFIDENTIAL

Use the option quote information shown here to answer the questions that follow:

Option Expiration Strike Calls Puts
and NY Price
close (RM)
Macrosoft Volume Last (RM) Volume Last (RM)
Feb 38 85 235 3r 0.24
Mar 38 61 3:15 22 0.93
May 38 22 4.87 1 2.44
Aug 38 3 6.15 3 3.5
(a) The stock is currently selling RM 40. Are the call options in the money?
(2 marks)
(b) The stock is currently selling RM 40. Are the putroptions in the money?
(2 marks)
(c) Suppose you buy 10 contracts of the February.38 call option. Calculate the total cost.
(4 marks)
(d) Based on (c), calculate net payoff if Macrosoft stock is selling for RM 43 per share on
the expiration date.
(4 marks)
(e) Suppose you sell 10 of the August 38 put contracts. Calculate the breakeven price.
' (4 marks)
(f) What is the difference between an American option and a European option?
(4 marks)

EBB30703 CORPORATE FINANCE
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FORMULA

e Depreciation = [Cost - Salvage Value] / n
e DPR = (Dividend / Net Income) x 100

[~ ()]

e PV =PMTX

e FVA=PMT ((1”)”“1)

e ER) =Y (PxR)

e 0= PR-ER))

o COVap =3 [ra - E(R)a) (b - E(R)o] (P)

e Corrap = COVap/ (0a)(ob)

e E(R)p =wxxE(R)xx + wyvE(R)vvy

o Var(Rp) = W,xSD,)? + (Wyx SD,)? + 2(W,W,Corr, ,SDaSDy,)

e SD = \[VAR(Rp)

e WACC = Sum of ([w] x cost of capital)
e NPV =sum of PV - CFO

e Ki =YTM

e Ky =ki(1-tax)

e Kps=D/(MP-FCQC)

e Kre=[D1/ (MP)] +g

e Kws=[D1/ (MP-FC)] +g

e Vc/s = Dividend / k

e \c/s = Di/(k-g)

e Vels =[D1/(1+K)} +....... + [Dn/ { (k-g)(1+k) }
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