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SECTION A (Total: 40 Marks)

INSTRUCTION: Answer ALL questions.

Please use the objective answer sheet provided.

1. Helena Furnishings wants to reduce its cash conversion cycle. Which of the following

actions should it take?

A. Increases average inventory without increasing sales.
B. Take steps to reduce the DSO.
C. Start paying its bills sooner, which would reduce the average accounts payable
but not affect sales.
D. Sell common stock to retire long-term bonds.
2. Which of the following is NOT a capital component when calculating the weighted

average cost of capital (WACC)for use in capital budgeting?

A

B
C.
D

Accounts payable.
Retained earnings.
Common stock.

Preferred stock.

3. Which of the following statements is CORRECT?

A. The discounted payback method recognizes all cash flows over a project’s life,
and it also adjusts these cash flows to account for the time value of money.

B. The regular payback method was, years ago, widely used, but virtually no
companies even calculate the payback today.

C. The regular payback is useful as an indicator of a project's liquidity because it
gives managers an idea of how long it will take fo recover the funds invested in
a projeci.

D. The regular payback does not consider cash flows beyond the payback year,
but the discounted payback overcomes this defect.

4. Which of the following assumptions is embodied in the AFN formula?

A Accounts payable and accruals are tied directly to sales.

B Common stock and long-term debt are tied directly to sales.

C. Fixed assets, but not current assets, are tied directly to sales.

D Last year's total assets were not optimal for last year’s sales.
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5. Your bank account pays a 6% nominal rate of inferest. The interest is compounded
quarterly. Which of the following statements is CORRECT?
A The periodic rate of interest is 1.5% and the effective rate of interest is 3%.
B. The periodic rate of interest is 6% and the effective rate of interest is greater
than 6%.
C. The periodic rate of interest is 1.5% and the effective rate of interest is greater
than 6%.
D. The periodic rate of interest is 3% and the effective rate of interest is 6%.
6. Which of the following is NOT one of the steps taken in the financial planning process?
A. The entire financial plan is reexamined, assumptions are reviewed, and the

management team considers how additional changes in operations might

improve results.

B. Projected ratios are calculated and analyzed.
C. Develop a set of projected financial statements.
D. Consult with key competitors about the optimal set of prices to charge, i.e., the

prices that will maximize profits for-our firm and its competitors.

7. Why do firms need liquidity?

' I. to meet compensating balance requirements
il.  for speculative purposes
1. to conduct daily business activities

V. as a precautionary financial reserve

A Nl and 1V only
B 1, ill, and IV only
C. 11, 1il, and 1V only
D UL L and 1V
8. The basic factors to be evaluated in the credit evaluation process, the five Cs of credit,
are:
A. character, capacity, control, cessation, and collateral.
B. character, capacity, capital, collateral, and conditions.
C. capital, collateral, control, character, and capacity.
D. conditions, character, capital, control, and capacity.
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9. Mimi has decided to invest RM100 in a savings account that earns 12% interest. She
invested for two years. How much would she earn at the end of year 27

A, RM125.44 C. RM135.76
B. RM138.90 D. RM128.86

10.  Which of the following statements is CORRECT?

A The internal rate of return method (IRR) is generally regarded by academics as
being the best single method for evaluating capital budgeting projects.

B. The payback method is generally regarded by academics as being the best
single method for evaluating capital budgeting projects.

C. The discounted payback method is generally regarded by academics as being
the best single method for evaluating capital budgeting projects.

D. The net present value method (NPV) is generally regarded by academics as
being the best single method for evaluating capital budgeting projects.

11. Which one of the following is a system for managing demand-dependent inventories

that minimizes the inventory holdings of a firm?

A just-in-time inventory

B net working capital planning
C. turnover planning

D inventory scoring

12.  When working with the CAPM, which of the following factors can be determined with
the most precision? '
A The beta coefficient of “the market,” which is the same as the beta of an average
stock.
B. The market risk premium (RPwm).
C. The beta coefficient, bi, of a relatively safe stock.
D. The most appropriate risk-free rate, rrr.

13. Which of the following is NOT commonly regarded as being a credit policy variable?
A Credit period.
B Collection policy.
C. "Credit standards.
D

Payment's deferral period.
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14. A company expects sales to increase during the coming year, and it is using the AFN

-equation to forecast the additional capital that it must raise. Which of the following

conditions would cause the AFN fo increase?

A

The company previously thought its fixed assets were being operated at full
capacity, but now it fearns that it actually has excess capacity.

The company increases its dividend payout ratio.

The company’s profit margin increases.

The company decides to stop taking discounts on purchased materials.

15.  Which of the following statements is CORRECT?

A.

One defect of the IRR method is that it does not take account of the time value
of money.

One defect of the IRR method is that it does not take account of the cost of
capital.

~ One defect of the IRR method is that it values a dollar received today the same

as a dollar that will not be received until sometime in the future.
One defect of the IRR method is that it assumes that the cash flows to be
received from a project can be reinvested at the IRR itself, and that assumption

is often not valid.

16. Which of the following statements is CORRECT?

A
B.

A time line is not meaningful unless all cash flows cceur annually.

Time lines are useful for visualizing complex problems. prior to doing actual
calculations. '

Time lines cannot be constructed in situations where some of the cash flows
occur annually but others occur quarterly.

Time lines cannot be constructed for annuities where the payments occur at the

beginning of the periods.

17.  The statements listed below are NOT TRUE except

A.

To maximize shareholders wealth is to maximize the market value of the firms’
total debt. _

To maximize shareholders’ wealth, is to maximize the dividend per share

To maximize shareholders’ wealth.is to maximize the net cash inflows.

To maximize the shareholders’ wealth, is more maximize the market value of

the firm’s common stock.
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18.

19.

20.

21.

22.

Which of the following is the motive that prompts a company with an unpredictable cash
flow fo hold a larger minimum cash balance because of things that might happen due
to this uncertainty? '

A Transaction C. Speculative
B. Precautionary D. Common sense

The financial manager is concerned with

A Striking a balance between holding too much and too little cash
B Maintaining high levels of profitability

C. Minimizing the chance of insolvency

D All the above

The management of inveniory is important because

A. Carrying excessive inventory can result in a loss of demand
B. Carrying too much inventory can result in a loss of efficiency and profitability
C. Decisions related to inventory are risky since inventory is acquired in

anticipation of sales
D. All the above

is a computerized system that breaks down the bill of materials for each

product in order to determine what to order, when to order and what prioritiesto assign

to ordering.
A The EOQ model C..  The ABC system
B. The JIT system D. The MRP system

Maximizing the market price per share is preferred than maximizing' earnings per share

because

A. Earnings per share ignores the time value of money; market price per share
does not.

B. Market price per share does nof consider risk; earnings per share fakes risk into
consideration.

C. Earnings per share takes dividends into consideration; market price pet share
does not.

D. The shareholders can get new information on price per share every business

day, but information on new earnings per share is available only once a year.
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23.

24,

25.

26.

27.

A goal that a company should strive for is

A Maximization of sales revenues

B Maximization of employee’s’ benefit
C. Maximization of current earnings

D Maximization of shareholders’ weaith

The true statement regarding maximization of profit is

CONFIDENTIAL

A. Maximization of profit is not an adequate goal.

B Maximization of profit is the true goal of a firm.

C. Maximization of profit considers uncertainty.

D Maximization of profit takes into consideration the timing of cash flows.

How much are you willing to invest annually in order to have RM5,000 accumulated in

four years considering the interest rate is 8%. Given:
FVIF 8%, 4 years = 1.3605

FVIFA 8%, 4 years = 4.5061
PVIF 8%, 4 years = 0.7350
PVIFA 8%, 4 years = 3.3121

A. RM3,675.12

B. RM1,109.61
C. RM6,802.72
D RM1,509.62

The stand-alone principle advocates that project analysis should focus on

A total - C. fixed
B. variable D, incremental

The following statements about NPV are true except

A It does not allow for projects to be ranked

B. It has an inadequate reinvestment assumption

C. It is likely that there will be more than one NPV for a project
D. All the above

EBP 00404 Introduction to Finance
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28,

20,

30.

31.

32.

33.

What is the restocking quantity that minimizes a firm's total inventory cost called?

A. Short order quantity C. Eccnomic order quantity
B. Refill unit quantity - D. Minimum stock level

A forecast of cash receipts and disbursements for the next planning period is called a:

A. Pro forma income statement. C. Cash budget.
B. Statement of cash flows. D. Receivables analysis.

Which of the following is not a limitation that might be encountered in interpreting
financial ratios?

A. Difficulty in identifying an appropriate industry category

B Differences in accounting practices among firms

C. Seasonality
D

Differences in financial year end among companies

A company is considering a trend analysis over the years and discovers that its

inventory turnover ratios have been increasing. This may be due to

A. A decrease in sales
B A decease in COGS
C. A decrease in inventory purchase
D An increase in inventory purchase

An inventory turnover ratio of 3.5 of a company compared to an industry average of 4.5
indicates that

A. The firm has sales that are lower than the industry average

B. The firm is investing mere inte inventory in terms of per dollar of sales than the

industry average

C. The firm is more efficient in seiling its good.
D. The firm keeps lesser inventories causing their average to be lower than the
industry’s

if the total assets turnover increases, the ROE
A. Increase C. Remain unchanged

B. Decrease D. Changes indeterminable
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34. Assume that a firm has determined that its trade debtors’ balance is getting too large

relative toits sales volume. Which of the following courses of action would be best for

it to take in order to impfove the collection of accounts receivable in future period.

A.

B
C.
D

Allow customers a longer time to pay for the products.
Improve product quality control requirements
Sell more products on credit

Raise the firm’s credit standard

35. Debt ratios tend to deal with matters concerning

A
B.

A firm’s ability to pay short-term liabilities

The speed with which various accounts are converted into cash inflows or
outflows '

The use of other pecple’'s money to finance assets owned by the stockholders

The amount of retained earnings left at the end of the period in question

36. Megah Holdings has an annual interest expense of RM10,000 and pays income tax

equal to 28% of earnings before tax. Megah Holdings’ times interest earn is 5. How

much is the company net income?

A.

B.
C.
D

RM48,000
RM28,000
RM63,000
RM28,800

37. Which of the following statements is CORRECT, other things held constant?

A.

If companies have fewer good investment opportunities, interest rates are likely
to inlcrease.

If individuals increase their savings rate, interest rates are likely to increase.

If expected inflation increases, interest rates are likely to increase.

Interest rates on all debt securities tend to rise during recessions because
recessions increase the possibility of bankruptcy, hence the riskiness of all debt
securities.

' 38. Stock Excel Bhd has beta of 2, expected market return is 17% and risk-free rate is 9%.

What is the required rate of return?

A.
B.

25% ) C. 16%
19% D. Cannot be determined
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39. Which of the following statements is CORRECT?

A. Although short-term interest rates have historically averaged less than long-
term rates, the heavy use of shori-term debt is considered to be an aggressive
strategy because of the inherent risks associated with using short-term
financing.

B. if a company follows a policy of "matching maturities,” this means that it matches
its use of common stock with its use of long-term debt as opposed to short-term
debt.

C. Net working capital is defined as current assets minus the sum of payables and
accruals, and any decrease in the current ratio automatically indicates that net
working capital has decreased.

D. If a company follows a policy of "matching maturities,” this means that it matches
its use of short-term debt with its use of long-term debt.

40. The transactions that affect the acid-test ratio is _

A. A building is purchased and ﬁnanced by a non-current loan

B. Inventories are sold on a credit basis

C. Debtors pay their accounts by cash

D None of the above
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SECTION B (Total: 60 marks)

ANSTRUCTION: Answer ALL questions.
Please use the answer booklet provided.

QUESTION 1

(a) Differentiate between line of credit and transaction loan?

(4 marks)

(b) A production company, Lisa Creative Studios, is having financial problem and wishes
to borrow RM 500,000 for 5 months. The below alternatives have been identified to

overcome their problems:

Alternative 1:
A loan from Pertiwi Bank has an interest rate of 15%. The bank requires 5% of

compensating balance. Interest needs to be paid in advance.

Alternative 2:

Perwira Bank offers a loan with an interest of 12%. A compensating balance of 10 % is
required. The company already have RM 20 000 in their current account with the bank.

Required:

Calculate the effective annual cost of financing for these alternatives. Which alternative

should the company take if they are very cost conscious?

(11 marks)
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QUESTION 2

Fitch Berhad is in the process of cheosing the better of two equal-risk, mutually exclusive
capital expenditure projects, M and N. The relevant cash flows for each projects are shown in

the following table. The company’s cost of capital is 9%.

Project M Project N

| (RM) (RM)
Initial investment (CFo) -40,000 -40,000

Year () Cash inflows (CF)

1 14,000 23,000

2 14,000 12,000

3 14,000 10,000

4 14,000 9,000

Required:

a) Calculate each project’s payback period
(3 marks)
b) Caiculate the net present value (NPV) for each project
{10 marks)
c) From the findings (a) and (b) above, which project should the company choose? State

your reason.
(2 marks)
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QUESTION 3

(a)

(b)

Ashira planned to take out a student loan to pay for her final year of college. The loan
amount is RM30,000.00. What are the equal end-of-year payments required to fully
amortise the loan amount if the interest rate is 6% over five years?
(Prepare loan ammortization schedule for five years.)

(9 marks)

The Star Equipment Company estimates its carrying cost at 15% of cost per unit and
its ordering cost at RM100 per order. The estimated monthly requirement is 5,250 units
at a price of RM140 per unit.

Calculate:

i. Economic order quantity (EOQ})

(4 marks)
ii. Number of orders to place in a year

(2 marks)
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QUESTION 4

(a) State 4 factors affecting cost of capital? (4 marks)

{b) Megah Holding’s capital structure is as per beiow:

Source of Amount (RM) Capital

financing Structure (%)
Bonds 560,000 30
Preferred Stock 200,000 10
Common Stock 1,200,000 60
Total 2,000,000 100

An investment opportunity of RM 500,000 with an expected internal rate of return (IRR)
of 15% has been discussed by the management.

The current cost of the firm’s capital or the required rate of return of the firm for each

source of financing is stated below:

Cost of debt capital 12%

Cost of preferred stock 15%

Cost of common stock 13%
Required:

i. As the firm’s financial manager, advise the management team on whether the
firm should proceed with the investment.
(9 marks)
i, The firm is also considering the below capital budgeting projects to invest. The
IRR and the projects costs are given below:

Project IRR (%) Cost (RM)

1 15 700,000
2 13 590,000
3 10 850,000

Which project should Megah Holding accept?
(2 marks})

END OF EXAMINATION PAPER
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Table of Formulas

1) Future value = present value (1 + r)*

2) Present value = future value [ T )n]
. . _ (PMT 1
3) Present value ordinary annuity = [==1x [1 - =]
(1+r) -1

4) Future value ordinary annuity = PMT][ ]

5) Present value annuity due = [@] x[1- (1+r)n] (L+71

(1+r)

6) Future value annuity due = PMT[ ~——— ] (1 +71)

7) Present value of a perpetuity = PMT x %

Avg Inventory
8) AAl = = X No.of days ina year

9) ACP = Avg Acc Receivables
Annual Sales

X No.of days in a year

— Avg Acc Payables i
10) APP = ——————X No.of days ina year

ZSO

11) EOQ= [~

12) Rs = rre + (rM- rRF) PFirm

13) IRR=ta+__ NPVa  (m-ra)
NPVa - NPVp

14) Rg = I+ FV - Ng
n
Ng + FV
2
15) Rs =(D1/Po) + g

16) Rn = (D1 /Nn) + g
17) WACC = (wi x i) + (Wp x 1p) + (Ws X I'sorn)
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