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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. This question paper consists of FOUR (4) guestions.

4. Answer ALL questions.

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

6. All guestions must be answered in English (any other language is not allowed).
7. Formulas and tables have been appended for your reference.

8. This question paper must not be removed from the examination hall.

THERE ARE TWELVE (12) PAGES OF QUESTIONS, INCLUDING THIS PAGE.
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INSTRUCTION: Answer ALL questions.
Please use the answer booklet provided.

Question 1

Frank Gallagher is the 3™ Generation of Frank's Sporting Goods. As the new guy in the office,
he would like to examine the company cash budget. The Finance Depariment then project

sales for the second quarter of 2024 to be as follows:

Total Sales (RM) Total Purchases (RM)
March 80,000 18,000
Aprit 100,000 17,000
May 120,000 19,500
June 110,000 29,000

Frank, being informed by the Head Finance, Mr. Asabil, that the company payment policy
currently as follow:

e  10% of Frank’s sales are in cash,

s 70% of account receivable are collected one month following the sales.

* The remaining is collected two months following the sale.

January sales were RM40,000 and February sales were RM60,00. Purchases are paid 30 days
after they are incurred. The firm has a cash balance of RM5,000 in April and its minimum
required cash balance is RM4,000. Prepare a cash budget for April, May, and June.

(30 marks)

[TOTAL MARKS: 30 MARKS]
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Question 2

Miya Furry Co. want to éxpand their business and want to raise the capital using bonds,
common share, and preferred share. Before they could expand their business and wanted to
raise the capital using bond, common share and preferred share, their Board of Directors want

Mr. Kacki Kelentong, the manager of this company to present the current capital components.

Mr. Kacki Kelentong reveals that the company has 1000 units of outstanding bonds which are
currently priced at RM 960 per bond. The company has bonds outstanding with 10 years left
before maturity. The interest is paid semi-annually at a rate of 12 percent. The firm’s tax rate

is 30 percent.

Miya Furry Co. has preferred stock that pays a RM0.80 dividend per share and sells for RM12
per share in the market. The flotation cost is RM0.20 per share. The company has 500,000

units outstanding shares of preferred stock.

Mr. Kacki Kelentong also mentioned that Miya Furry’'s common stock is trading at RM34.50
per share, and its dividends are expected to grow at a constant rate of 6%. The company paid
a dividend last year of RM3.00 per share and has 100,000 units cutstanding shares.

(a) Mr. Kacki Kelentong is required o help the company to determine the weighted
average cost of capital (WACC) before the company needs to expand the business
and wanted to raise the capital using bonds, common share, and preferred share.

(15 marks)

(b)  Using the WACC that you have calculated in question (a) as your discount rate, should
Miya Furry Co. accept the project if the incremental cash flow of RM5 million project
and the cash flow for the project amounted RM400,000 each year for 10 years? Discuss
your answer,

(5 marks)

(c) As a financial manager, elaborate THREE (3) main tasks for Mr. Kacki Kelentong.
(5 marks)

[TOTAL MARKS: 25 MARKS]
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Question 3

CONFIDENTIAL

You recehtly went to work for Yoshikawa Components Company, a supplier of auto repair
parts used in the afier-market with products of Nissan, Honda, Subary, and other automakers.
Your boss, the chief financial officer (CFO), has just handed you estimated cash flows for two
proposed projects. Project L involves adding a new item to the firm’s ignition system line; it
would take some time to build up the market for this product, so the cash inflows would
increase over time. Project S involves an add-on to an existing line, and its cash flows would
decrease over time. Both projects have 3-year lives because Yoshikawa is planning to

introduce entirely new models after 3 years.

Table: The project"s after-tax cash flow

Project L Project S
RM RM
Initial cost -100,000 -100,000
1 10,000 70,000
2 60,000 50,000
3 80,000 20,000

The CFO also made subjective risk assessments of each project, and he concluded that both
projects have risk characteristics that are similar to the firm’s average project. Yoshikawa’'s
weighted average cost of capital (WACC) is 10 percent. To structure the fask somewhat, The

CFO has asked you {o answer the following questions.

Before you make a report on your findings, you need to prepare the calculation as proof for
your finding. Assuming the company acceptance criteria for any project to be accepted, the

payback period must be less than 2 years.

(a) Calculate the payback period for Project L and S.
(4 marks)

(b) Compute the NPV for both projects.
(6 marks)

(c) Based on the findings above, suggest to the CFO the right project that should be
accepted. Defend your suggestion by providing a sound analysis.
(6 marks)
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{d) Even though the Payback Period method is easy to use, you are quite disagreeing with
Payback Period as one of the main tools in screening process. Elaborate your reason
for your opinion.
(4 marks)

[TOTAL MARKS: 20 MARKS]
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Question 4

Deen Islamic Asset Management (DIAM) is an asset management company which offer
innovative Shariah — compliance solutions to help diversify investment portfolio and achieve
financial goals. You have just graduated and manage to get a position as a Junior Portfolio
Executive, Equity. One of your tasks is to construct and manage investment portfolios

consistent with the objectives of the clients.

Your first assignment is to handle a self-made entrepreneur Ms. Khatijah a 55-year-old woman
and self — who running a security business, Pewaja Force. She wanted to invest RM 1 million
with your bank and has instructed you to plan for a 1-year holding period. Further, your
immediate sﬁpervisor has resfricted you to the investment alternatives in the following table,
shown with their probabilities and associated outcomes for three different financial stocks. SC,
AM and MER.

These three stocks are among the top gainers in the market. MDIB's forecasting staff has
developed probability estimates for the state of economy; and its security analysis has
developed a sophisticated computer program, which was used to estimate the rate of return

on each alternative under each state of economy.

Table: Probability Distribution and Rate of Return.

State of Rate of Return
Probability

Economy SC AM MER
Strong 0.3 0.8 0.2 -0.2
Normal 0.4 0.14 0.15 0.16
Weak 0.3 - 0.60 ~0.05 -04
Expected Return 11.60% 10.50% 12.40%
(ER)
Standard 54.26% 10.36% 23.42%
Deviation (SD)

Ms. Khatijah demands an investment that will reward her 10 percent return or more with a risk
level below 10%. Based on the results above, all three showed a promising return but
unfortunately, the risk level is quite high for Ms. Khatijah. Upon seeing the resulis, you pian

to combine the stock to become a portfolio.

EAB21503_PRINCIPLES OF FINANCE Page 6 cf 12



MARCH 2024 CONFIDENTIAL

(a) Using all the information given, fulfil Ms. Khatijah demand by suggesting the
appropriate combination of any TWO (2) stocks and defend your suggestion by
preparing necessary calculation. Assuming Ms. Khatijah is willing to invest an equal
percentage in both stocks.

(25 marks)

[TOTAL MARK: 25 MARKS]

END OF QUESTION PAPER
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FORMULA

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

e PV =PMT X ——[1“(@)]
_ (141
e FVA=PMT (—-—r )

¢« ER) =X (PxR)

e 0=y P(R-E(R))?

o COVap =7 [rz - E(R)a) (1o - E(R)] (P)

o Corrap = COVap/ (0a)0b)

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

o Var(Rp) = W,x SD)? + Wyx SDy)? + 2(W, Wy, Cor1a,SD,5Dy)

« D= [VAR(RD)

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

e Ki =YTM

e Kg =ki(1-tax)

o Kps=D/(MP-FC)

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

o Kus=[D1/ (MP-FC)] +g

e Vc/s = Dividend /k

e Vc/s = Di/(k-g)

o Vcfs =[D1 /(14K +....... + [Dn/ { (k-g)(1+K) }
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