CONFIDENTIAL

UNIVERSITI KUALA LUMPUR
BUSINESS SCHOOL

FINAL EXAMINATION

JULY 2024 SEMESTER
COURSE CODE : EIB11803
COURSE NAME : FINANCIAL MANAGEMENT
PROGRAMME NAME : BACHELOR OF BUSINESS ADMINISTRATION (HONS)
INTERNATIONAL BUSINESS
DATE : 21 SEPTEMBER 2024
TIME : 2.00 PM - 5.00 PM
DURATION ;3 HOURS

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. This question paper consists of FIVE (5) questions.

4. Answer ALL questions.

5. Please write your answers on the answer booklet provided.
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INSTRUCTION: Answer ALL questions

Please use the answer booklet provided.

Question 1

HupTai Agrifood Corporation Berhad, a company involved in the agrifood industry, has
reported sales figures of RM70,000 for the month of May and RM80,000 for the month of June.
The company has also forecasted its expected sales for the months of July, August, and
September at RM90,000, RM100,000, and RM110,000, respectively. On July 1st, the
company has a beginning cash balance of RM3,000. However, it has set a policy that it must
maintain a minimum cash balance of RM5,000 at all times. Additionally, the company holds
long-term liabilities amounting to RM25,000. '

Given this information, you are tasked with preparing a detailed cash budget for Malaysian

Agrifood Corporation Berhad for the months of July, August, and September 2024. Along with

preparing the cash budget, you are also required to interpret the data and provide insights into

the company's cash flow situation, ensuring you identify any potential shortfalls or cash

surpluses and how these might impact the company's.financial stability.

a) The company collects 20% of its sales in cash at the time of sale, while 60% of sales are
collected in the month following the sale. The remaining 20% of sales are collected two
months after the sale.

b) The company will receives other income amounting to RM2,000 per month.

c) All purchases made by the company are for cash. The actual or expected cash purchases
are RM65,000 for July, RM70,000 for August, and RM85,000 for September.

d) The company incurs a rent expense of RM5,500 every month.
e) Wages and salaries are calculated as 10% of the previous month's sales.

f)  The company’s net income stands at RM30,000, and cash dividends are 20% of the net
income. The cash dividend will be paid in August.
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g) The company is scheduled to make a payment on its long-term liabilities. The payment,
which includes both principal and interest, amounts to 20% of the total long-term liabilities

and is due in August.

h) In September, the company plans to purchase new equipment for cash at a cost of
RM15,500.

i)  The company expects its earnings before taxes to be RM100,000. The tax amount

calculated at 10% of the earnings before taxes, is due in August.

Using the above data, are there any months where the company may face a cash shortage?
Prepare a detailed cash budget for HupTai Agrifood Corporation Berhad covering the months of
July, August, and September. Ensure that you incorporate all relevant income, expenses, and
planned purchases into your cash budget.

[Total: 20 marks]

Question 2

You are an investment analyst at-a financial advisory firm that specializes in risk and return
assessments for individual and institutional investors. One of your clients, a high-net-worth
individual, has expressed interest in'diversifying their portfolio by investing in either Stock X or
Stock Y. To assist with this decision, you have been tasked with conducting a thorough risk and

return analysis based on historical performance under various economic conditions.

After collecting data over the past five years, you observe that both Stock X and Stock Y have
reacted differently to changes in economic conditions such as booms, normal growth periods,
and recessions. Yourtask is to calculate the expected returns and standard deviation for each

stock, given the following economic scenarios:

Market Probability (%) Stock X Return Stock Y Return
Condition (%) (%)
Boom 25 20 25
Normal 50 10 15
Recession 25 -5 -10
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a) Calculate the expected return for both Stock X and Stock Y under the given market

conditions.

(8 marks)

b) Calculate the standard deviation of returns for both Stock X and Stock Y to assess the risk

under different market conditions.

(8 marks)

c) Based on the expected return and standard deviation, discuss which stock has a better

risk-return trade-off and provide reasoning for your choice.

(4 marks)

[Total: 20 marks]

Question 3

XYZ Corporation, a rapidly growing technology company, is exploring new investment
opportunities to diversify its business portfolio. The company specializes in developing
cutting-edge software solutions for the finance and healthcare sectors. Recently, the
management team identified two potential projects that could expand the company's market
share and improve profitability. However, due to limited capital, XYZ Corporation can only

pursue one of the two projects.

Project X involves the development and launch of a revolutionary Al-driven health monitoring
app targeted at individuals managing chronic health conditions, such as diabetes and
hypertension. The app will provide users with real-time health monitoring, personalized
recommendations, and direct integration with healthcare providers. This project requires an
initial investment of RM250,000 and is expected to generate steady cash flows over the next

five years.

Project Y focuses on building a blockchain-based payment platform that aims to provide
secure, transparent, and low-cost financial transactions for both consumers and businesses.

This platform will cater primarily to small and medium enterprises (SMEs) in Southeast Asia.
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Project Y also requires an initial investment of RM250,000, but the cash flows are expected

to fluctuate based on market adoption and technological advancements over the next five

years.
Year Project X (RM) Project Y (RM)
1 60,000 40,000
2 60,000 80,000
3 60,000 90,000
4 60,000 50,000
5 60,000 120,000

The company's required rate of return is 10%. Using this information, calculate the following:

a) Payback Period for both projects.

(4 marks)
b) Net Present Value for both projects.

(6 marks)
c) Internal Rate of Return for Project X only.

(5 marks)
d) Profitability Index.

(3 marks)
e) Based on the calculations above, determine which project is better.

(2 marks)

[Total: 20 marks]
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Question 4

NEXTORE Industries, a leader in the production of industrial sewing machines, has recently
secured a large order from multiple European nations. This surge in demand has created an
urgent need for the company to expand its production capacity. To support this expansion,
NEXTORE Industries plans to internally raise RM75,000,000 through retained earnings.as part

of its financial strategy to fulfill the substantial order while safeguarding its financial stability.

In executing this expansion plan, NEXTORE Industries intends to maintain its optimal capital
structure, consisting of 45% debt, 10% preferred stock, and 45% equity. The company has
consistently emphasized maintaining a balanced capital structure to minimize financing risks
and costs. This approach will continue as the expansion is financed, ensuring the company's

financial health remains strong.

Currently, NEXTORE's common stock is trading at RM20 per share, with last year's dividend at
RM1.50 per share and an 8% growth rate. The preferred stock is trading at RM50 per share and
is yielding 6% at the current market price. Flotation costs are 8% for common stock and 3% for
preferred stock. Furthermore, NEXTORE Industries can issue RM1,000 par value bonds with a
10% interest rate, priced at RM980, with a five-year maturity period. The company faces a tax
rate of 35%.

a) Compute the cost of common stocks, preferred stocks and bonds.
(12 marks)

b) Calculate the weighted average cost of capital (WACC).
(2 marks)

c) State the four (4) differences between common stocks, preferred stocks and bonds.
(6 marks)

[Total: 20 marks]
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Question 5

a) Michael Adams recently took out a loan to purchase a new house. The total loan amount
he borrowed was RM125,000, and the loan carries an annual interest rate of 11%. As
part of the loan agreement with his bank, Michael committed to repaying the entire loan

over a period of 15 years.

The agreement specifies that the loan will be repaid in equal annual installments.
Michael is now trying to determine how much his annual payments will be under this
arrangement. He knows that the interest rate remains fixed at 11% per year and that the
15-year repayment term will involve consistent, equal payments. However, Michael is
uncertain about the exact amount he will need to set aside each year to ensure that the

loan is fully repaid by the end of the 15-year period.

Taking into account the loan amount of RM125,000, the fixed 11% interest rate, and the
15-year repayment period, calculate the.amount that Michael will need to pay annually in
order to fulfill his obligation to repay the loan infull.

(6 marks)

b) In 2024, you have set your sights on purchasing a double-storey house in Sendayan,
Negeri Sembilan, which is expected to cost RM450,000 in five years. At present, you
have saved RM50,000 in a frust fund, which is earning an interest rate of 14% over the

same five-year period.

To further strengthen your savings, you have also created a plan to contribute an
additional RM10,000 at the end of each year, starting exactly one year from now. By the
end of the fifth year, you plan to use the accumulated funds from the trust as a down
payment on your desired house. However, even with your savings, a portion of the
house's price will remain unpaid. As a result, you will need to approach a bank to secure
a loan for the remaining balance of the house’s price. This loan will be structured over a
20-year period, with an annual interest rate of 10%. What will the annual installment for
this loan be?

(6 marks)
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¢) In 2024, you are planning to invest in the stock market, with a particular focus on ZYX
Stocks. You are interested in determining the intrinsic value of this stock using the
Dividend Growth Model. Here are the details: the current dividend per share is RM2, and
the dividend is anticipated to grow at a rate of 5% annually for the next three years. After
the three-year period, the dividend growth rate is expected to decrease to a constant 3%
indefinitely. Given that the required rate of return for this stock is 8%, calculate the

intrinsic value of the stock based on this information?
(8 marks)

[Total: 20 marks]

END OF EXAMINATION PAPER
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CONFIDENTIAL
FORMULA

e Depreciation = [Cost - Salvage Value] / n

¢ DPR = (Dividend / Net Income) x 100

e DPS = Dividend / Number of Shares Outstanding
e E(R) =Y (PxR)

e« 0=VYP(R-E(R))

o CV=olr

o COVixyy =3 (mxi - E(R)xq) (rvvi - E(R)vy) (Pi)

e ER)p =wxE(R)xx + WryE(R)vv

o Pxxyy = COVxx,yy / (oxx)(Ovy)

e Di1=Do(1+09)

e \p=CP (PVIFA) + MV (PVIF)

e WACC = Sum of ([w] x cost of capital)

e NPV =sumofPV-10

e PBP=[(n-1)] + [ (IO - sum of cash flow befere n) / (cash flow of the year n)]
e V'B=AV+VB

e Vap = VA +(V*B — cost of acqn)

o Vas=VA+VB + AV

e MP = Value of Co AB after merger

Total no. of c/stocks (new + old)
e NPV = V*B — actual cost of aegn
e Ky =A% + [(a-b)/(a-€) [ x (C% - A%)
e Kys=D/(MP-FC)
e Kre=[D1/ (MP)] #+g
o Kunes=[D1/ (MP-FC)] +g
e Vc/s =Dividend /k
e Vc/s = Di/(k-g)
o Vcl/s=[Di /(1+K)"] +....... + [Dn/ { (k-g)(1+K) }



