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SECTION A (Total: 50 Marks)

INSTRUCTION: Answer ALL questions

Please use the answer booklet provided

1. A construction firm that accumulates cash in anticipation of a significant drop in lumber
costs is an example of the motive for holding cash.
A. Transaction
B. Speculative
C. Hedging
D. None of the above
2. Banker’s acceptances are
A. Not “issued"” in specialized denominations.

B Fully taxable at the federal, state and local levels.
C. Are sold on a discount basis and payable to the bearer..
D All of the above

3. What is a "CD"?

A, A negotiable certificate of deposit

B A corporate controlled disbursement account
C. A commercial demand deposit
D

A cerified disbursement

4, Which of the following is NOT the reason for holding marketable securities?
A Payment of cash dividends.
B Expansion of inventory
C. Purchase of non-current assets
D Recent sale of some long-term securities

5. A manager's main concern when managing cash and marketable securities is
A. Liquidity and safety
B Acceptable return on investment
C. Maximazation of profit
D

Maximization of liquid assets
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6. A trade discount such as 2/10 net 30 means

A. A 2% penalty is due after 30 days
B. A 10% discount for cas hon delivery and a 2% discount for payment within 30
days.
C. A 2% discount for payment within 10 days and a 2% penalty if payment is made
after 30 days.
D. A 2% discount if payment is made within 10 days, otherwise the total amoount
is due in 30 days.
7. The management of inventory 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 of the above
8. An ageing schedule of accounts receivable aids the financial manager in determining
A The amount of receivables that is past due
B. The average age of the customers
C. The receivables turnover
D The average length of the discount period
9. is a computerized system that breaks down the bill of materials for each
product in order to determine what fo order, when to order and what priorities to assign
to ordering
A, The economic order quantity model
B. The just-in-time system
C. The ABC system
D Materials requirement planning
10. Which of the following is generally under the control of the financial manager?
A The percentage of kredit sales fo total sales
B. The actual level of sales
C. The credit policies
D AandB
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11.

12.

13.

14,

15.

16.

All else being constant, the future value of an investment will increase if
A.

B
C.
D

The investment has more risk

The investment is compounded for a longer time
The investment is compounded at a higher interest rate

BandC
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As the discount rate increases without limit, the present value of the future cash flows

A
B
C.
D
The cash flow of an ordinary annuity occurs at
A

B
C.
D

Gets larger without limit
Stays unchanged
Approaches zero

Gets smaller without limit, that is, approaches minus infinity

The beginning of each period
The end of each period

The middle of each period

The beginning and middle of each period

When an ordinary annuity is identical to an annuity due, the future value is

A

B.
C.
D

Greater
less
Twice the amount

Half the amount

A perpetuity is an annuity with

A.

B
C.
D

A life of more than 50 years
A life of less than 50 years
An infinite life

A finite lite

Compounding continously is

A

B
C.
D

Compounding every hour
Compounding every minute
Compounding every second

Compounding every microsecond

KFP08504 FUNDAMENTALS OF FINANCE

Page 3 of 10



FEBRUARY 2024 CONFIDENTIAL

17. Assume that money has a time value. Which of the following statements is true?

A, An annuity will always have a greater present value than the present value of
a perpetuity that has periodic payments of the same amount as the annuity
B. The present value of a single sum will always be greater than its future value.
C. An annuity due will always have a greater future value than an ordinary annuity.
D. All of the above statements are true.
18. An annuity is best defined as
A. A series of payments for a specified period of time
B. Any series of payments
C. A series of equal payments for a specified number of years.
D A series of equal payments occuring at equal intervals for a specified number
of periods.
19. Mazni has decided to invest RM100 in a savings account paying 12% interest for two

years. How much will she earn?

A RM125.44
B RM138.90
C. RM135.76
D RM128.86
20. What is the present value of a RM600 payment you expect {o receive in three years if

the rate of interest is 12% compounded annually?

A. RM555
B. RM498
C. RM427
D RM526
21. Although no investment is truly risk.free, ‘are generally viewed as the

closet thing we can come to in the real world to a risk-free investment

A

B.
C.
D

Treasury bills
Corporate bonds
Secured bonds

Zero-coupon bonds
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22.

23.

24,

25.

26.

The is the compound annual rate of interest earned on a debt security
purchased on a given date and held to maturity.

A. Risk premium

B. Yield curve

C. Risk-free rate

D. Yield-to-maturity

A(n} is agraphic depiction of the relation between the maturity and rate of
return for bonds with similar risks.

A. Yield curve

B. Supply function

C. - Risk-return profile

D. Aggregate demand curve

Which of the following is an advantage for a firm to issue common stock over long-
term debt?

A.  the cost of equity financing being less than the cost of debt financing

B. the primary claim of equity holders on income and assets in the event of
liquidation

C. no maturity date on which the par value of the issue must be repaid.

D. the tax deductibility of dividends which lowers the cost of equity financing.

Which of the following is the difference between commeon stock and bonds?

A. Bondholders have a voice in management; common stockholders do not.

B. Bondholders have a senior claim on assets and income relative to
stockholders.

C. Stocks have a stated maturity but bonds do not.

D. Dividend paid to stockholders is tax-deductible but interest paid to bondholders

is not.

Holders of equity

A. Own the firm

B Receive interest payments
C. Receive guaranteed income
D

Have loaned money to the firm
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27. If bankrupicy were to occur, would have the first claim on assets.
A. Preferred shareholders
B Unsecured creditors
C. Commonvshareholders
D Secured creditors

28. Ordinary shareholders expect to earn a return by receiving
A. Semiannual interest
B. Fixed periodic payments
C. Dividends
D

Annual interest

29. Which of the following is true of a common stock?
A. It gives voting rights which permit determination of the amount of dividend
receivable. _
B. It gives claims on income and assets which are superior to the claims of

creditors of the firm
C. Dividends on common stock are fully tax deductible.

D. There is no fixed dividend payment obligation for the company.

30. Which of the foI>Iowing is true of equity?
A. Equity holderé do not have voting rights
B It does not mature, so repayment is not required
C. It is a temporary form of financing for a firm
D Equity financing is obtained from creditors

31. Mutually exclusive projects occur when
A. Two or more projects have uneven cash flows
B More than one firm can accept the projects
C. A set of investment proposals perform essentially the same task
D All of the above
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32.

33.

34.

35.

36.

Which of the following is not included in the terminal cash flow?

A.

B.
C.
D

The selling price of an existing asset

The expected salvage value of the asset

Recapture of the working capital requirement included in the initial outlag
None of the above

Incremental cash flows refer to

A.

B.
C.
D

The difference between net profits after-tax and before-tax cash flows.
The additional cash flows that will be generated if a brojéct is undertaken
The cash flows of a project, minus interest charges on financing

The cash flows that are foregone if a firm does not undertake a project

Which of the following should be included in an analysis of a new project?

A.
B.
C.

Interest costs

Sunk costs _

An increase in sales of existing products that would be gained if customers
were expected to purchase a new related product

None of the above

Which of the following costs associated with a project should not be included in a

capital budgeting analysis?

A.

B.
C.
D

Last year's new product fraining expenses ‘

Additional maintenance cost associated with new equipment
Reduction in salaries associated with the use of a new machine
All of the above

The cash flows resulting from the termination of a project at the end of its life is called

A.

B.
C.
D

Initial outlay

The salvage value

Recovered net working capital
The terminal value
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37. How would interest costs associated with project financing be treated in capitai

budgeting analysis?

A. [tis considered as an opportunity cost
B It is considered as a synergistic after-tax cash flow
C. it is built into the discount rate
D All of the above
38. If a proposed project would make use of a building which the firm currently owns, the

project should be charged with

A. Depreciation expense
B. An opportunity cost
C. Sunk cost
D All of the above
39. Which of the following statements is correct in determining the relevant cash flows in

capital budgeting?

A Total cash flows are relevant to capital budgeting analysis
B. Return on investment is the only relevant cash flow
C. Only incremental cash flows are relevant in capital budgeting decision making
D. Previous cash flows spent on a_market survey to determine consumers’
preference is a relevant cash flow -
40. The net investment.of a replacement project does not include
A The purchase price of a new assets
B The sales proceeds from the sale of the old asset
C. The interest expense arising from the funds used
D Import duties of the new asset
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SECTION B (Total: 50 Marks)

INSTRUCTION: Answer ALL questions.

Please use the answer booklet provided

Question 1

BTS Berhad has a bond that pay semi-annual interest of 10%. Par value of the bond is
RM1,000. Assuming the required rate of return is 12%. The maturity period is 5 years and can
be redeemed at par.
Calculate the value of the bond.

(5 marks)

Question 2

Nancy is currently working as the manager-in risk department at Mike Business Solution
(MBS), a wealth management company. She intend to take a risk certificate, Financial Risk
Manager (FRM) certificate to upscaling her skills. The fee for the certificate is RM 10,000.00
and she plans to take an educational loan to finance the certificate. She submitted her
financing application with ABC Bank . Currently the interest rate is 5% and the financing tenure

is 5 years.

You as the banker, need to prepared few documentation for Nancy's educational loan. You

are required to:

a. Prepare loan ammortization schedule for five years.
(12 marks)
b. Compute the fotal interest charged to Nancy for five years
(3 marks)
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Question 3 -

Mona Kusyen is deciding whether it should consider relaxing its credit standards. The firms
repairs 60,000 cushions per year at an average price of RM30 each. Bad debt expenses are
2% of sales, the average collection period is 45 days and the variable cost per unit is RM25.

If credit standards are relaxed, Mona Kusyen expect that bad debts will increase to 3% of
sales and that the average collection period will increase to 55 days. Sales will increase by
6,000 repairs per year. .
If the firm has a required rate of return on investments of 15%, what would you recommend
Mona Kusyen to do? _

(15 marks)

Question 4

Bunga Melur Perfume is considering the purchase of a smell analysis machine. The pl.irchase
price of the machine is RM300,000.

The cost of installing the machine is expected to be RM20,000. The machine can be
economically used for 10 years with no salvage value. By using this machine, the company
will be able to reduce its labor cost by RM100,000 each year.

The machine also requires anincrease in working capital of RM30,000.

The corporate tax rate is 25%.

i. Calculate the initial ouflay

(5 marks)
ii. Compute the annual differential cash flows
(9 marks)
iii. Find terminal cash flows
{1 mark)

END OF EXAMINATION PAPER
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Table of Formulas

1) Future value = PV(1 + )"

1
(1+r)“]

2) Present value = FV

1
(1418

3) Present value ordinary annuity = [EE'IY—T—] x[1-

]

(1+n)"-1
r

4) Future value ordinary annuity = PMT] ]

PMT.
X

: . _ 1
5) Present value annuity due = [—] x [1 —~ (1+r)n] 1+71)

(1+n)"-

6) Future value annuity due = PMT] 1] (1+01)

r

7) Present value of a perpetuity = PMT x%
8 EOQ= |22

D1
Rs—g

9) Po =

10) Current yield = Annual Interest

Current Price

11) Capital gains yield = ————oe

‘Beginning Price

12) Rs = rrr + (RPM)brirm
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