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INSTRUCTION: Answer ALL questio_ns.

Please use the answer hooklet provided.

Question 1

Establish in 1990, Ajeez Dates is a well - known company as a leading importer and distributor
of dried fruits and nuts, dates and other Middle East snacks and foods. In the year 2020, Ajeez
Dates has been nominated as the Top Malaysian Brand Award. Mr Paa and Mr Muke are the
owners of the business and planning io increase the sales by next year. Since the economy
is getting better after the pandemic, Mr. Paa and Mr Muke are planning to introduce a new
product to the market. With this new product, they forecast that the sales will increase to RM
2,500,000 by next year. Mr. Paa expects that the cost will be a fixed proportion of sales and
the company will be running at full capacity. The interest payment is expected to increase as
well since the central bank decided to increase variable financing rate. Business tax will remain
the same at 40% for next year. They intend not to change the dividend payout ratio for the
coming year. The com'pany’s Profit and Loss (P&L) statement and Statement of Financial

Position (SOFP) are shown below.

Ajeez Dates
Profit and Loss Statement for year ended 2023

RM ('000)
Sales 2,000
COGS (1,800)
EBIT 200
Interest (40)
EBT 160
Tax - 40% (64)
Net Income 96
Dividends 64
Addition to Retain Earnings 32

Ajeez Dates
Statement of Financial Position for year ended 2023

ASSETS RM LIABILITIES RM
Current Assets Current Liabilities

Cash 500 Account Payable 300
Account Receivable 300 Notes Payable 200
Inventories 900 Long - Term Debt 1,000
Tetal Current Asset 1,700 Total Liabilities 1,500

Fixed Asset Stockholders’ Equity
Net Plant and Equipment 1,400 Common Stock 600
Retained Earning 1,000
Total Asset 3,100 Total Liabilitles and Equity 3,100
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(2)

(b)

(c)

Before making any impulsive decision, Mr. Paa requires you to calculate the maximum
growth rate and the expected sales as well that can be achieved without using any
external financing. Can the expected sales be achieved with those rates? Advise your

CFO regarding this matter.

(5 marks)

Mr Muke agrees with your recommendation and requests you to calculate the gap by
preparing a pro forma statement and submit it at the next meeting. If the additional
amount is more than RM 1 million, it will be brought to the board mesting for further
discussion.

(20 marks)

The Board has decided not to raise the extra financing needed by using long-term debt
or issuing common stock and they agreed to use notes payable instead to finance the
extra fund. Mr Paa asked your opinion whether it is.a good decision to make. Compute

the new adjusted current ratio for Ajeez Dates and express your opinion on the

changes in the company liquidity position.

{5 marks)

[TOTAL MARK: 30 MARKS]
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Question 2

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 supervisor has restricted 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

Economy Pmbabﬂ-lty sSC 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 - 0.4
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 resulis above, all three showed a promising return but
unfortunately, the risk level is quite high for Ms. Khatijah. Upon seeing the results, you plan

to combine the stock to become a portfolio.
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(a) Using all the information given, fulfii Ms. Khatjjah demand by suggesting the
appropriaté 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]
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Question 3

Since its establishment, Pewaja Securities (PS) has become one of the weli — known
companies in the security industry. Its biggest breakthrough was during the year 2020 when
the company was chosen as the Most Trusted Security Company in its category. With the
new era and new kind of threat in the securities industry, the demand for cybersecurity is
increasing. Pewaja Securities Managing Director said in a statement during a press
conference during RSA conferences, Pewaja Securities are looking forwards to getting involve
in the industry and willing to spend its resources to give the best protection for its clients. The
Research and Development (RnD) department estimated the initial investment for this new
line of business is RM 1,000,000. Hearing this, you as the chief financial officer (CFQ) intend
to closely'monitor the firm’s cost of capital. There are main financing sources namely: long-
term debt, preferred stock, and common stock. The target capital structure for PS is given by
the weights in the following table.

Table: Source of Capital Weightage

Source of Capital . Weightage (%)

Long-Term Debt 30

Preferred Stock 20

Common Stock 50
TOTAL 100%

At the present time, PS can raise debt by selling 20 - year redeemable bonds with a RM 1,000
par value with a 4.5% annual coupon rate. Corporate tax rate is 40%, and the bond price is
estimated to be sold at RM 850 with no flotation cost. Meanwhile PS’s outstanding preferred
stock pays a 9% annual dividend and has RM 100 per — share par value and is currently selling
at RM 95. To track the cost of common stock, you use the capital asset pricing model (CAPM).
The firm’s investment advisors believe that the appropriate risk — free rate is 4% and the
market expected return equals 13%. Using the data collected from the year 2021 through
2023, you estimate the firm’s beta to be 1.3. You wish to get the current number of the
weightage average cost of capital (WACC) of the firm.

(a) Compute PS’s current weightage average cost of capital (WACC)
(8 marks)
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(b)

(c)

Based on your team analysis, they estimated the new project can generate at least RM
1,300,000 of net cash flow after a year. By using solely on the first-year analysis, the
team try {o investigate whether is it wise for them to proceed with the project on their
own or hire a third-party vendor to develop the cybersecurity project.

(5 marks)

During the board meeting, you propose the firm retire from using preferred stock as
one source of finance and consider using debt financing where it will lead to a shift in
the company capital structure long — term debt 50% and 50% common stock. If this
happens, the beta is expected fo increase by 0.2. Even though there are some
increases in beta, you believe that it will lower the firm’ WACC. Advise the board
members by showing an appropriate calculation and advise the rest of the board
members at least TWO (2) importance of WACC.

{12 marks)

[TOTAL MARK: 25 MARKS]
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Question 4

The idea behind capital budgeting is to choose the most suitable project that meets your
objective. Mr. Adam plans to help the small medium industries’ entrepreneurs by investing
some of his fortune in their business. For those who are interested in applying, they must send
their business plan and must state the amount capital needed and forecasted cash flow for &

years.

Since there are a lot of applications coming in, Mr. Adam decided to screen them accordingly
so the business can serve his best interest. There are two stages of the screening process.
For the company to get into the next stage, the company must be able to repay the capital
within 3 years. In the second stage of screening, the company must be able to generate a

positive and the highest NPV. Only ene company will be chosen this year.

Below is the applications information and forecasted net cash flow from the entrepreneur who
is interested in applying the financing with Mr. Adam. They managed to prepare 5 years

forecasted net cash flow to be presented to Mr. Adam to be evaluate.

Capital Cash Flow (RM), Year
Company Re(zqRL;;Ir)ed ) P 2 A .
Cookies 35,000 8,000 10,000 12,000 15,000 17,000
Instant Mee 50,000 10,000 15,000 20,000 25,000 30.,000
Hot Sauce 35,000 5,000 5,000 10,000 15,000 20,000
Pamelo 50,000 15,000 20,000 35,000 50,000 15,000
Chilli 55,000 10,000 10,000 10,000 10,000 10,000
Garlic Inc 40,000 5,000 15,000 25,000 5,000 15,000
Cheap Print 55,000 10,000 12,000 14,000 16,000 20,000

(a) Based on the information above, screen out the company that may proceed to the next
stage.
(10 marks)

(b) In the final stages, Mr. Adam will choose a company that manages to meet his criteria.
Mr. Adam states that he will choose a company that has a positive and a high Net

Present Value (NPV). His required rate of return for any project that he wants to invest
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in is 7%. Show a detailed calculation of which company manages to get capital from
Mr. Adam and conclude your finding.
| {10 marks)

[TOTAL MARK: 20 MARKS]

END OF QUESTION PAPER
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FORMULA

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

py = pur x @)
-

FVA = PMT (w)

E(R) =2 (PxR)

o=y P(R-E(R))

COVap =73 [ra - E(R)a) (o - E(R)o] (P)
Corrab = COVa,pb / (0a)(0b)

E(R) p = wxxE(R)xx + wyyE(R)yy

Var(Rp) = (W,x .S'Da)2 + Wpx SDb)z + 2(W Wy, Corrg , SD.SDy)
SD = /VAR(Rp)

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

NPV = sum of PV — CFO0

Ki =YTM

Ka = ki(1-tax)

Kes =D / (MP - FC)

Kre=[D1 / (MP)] +g

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

Vc/s = Dividend / K

Vce/s = Da/(k-g)

Vels = D1 [{(1+K)"] +.......+ [Do/ { (k-g)(1+K) }
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