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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) Questions.

4. Answer ALL questions.

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

6. All questions must be answered in English (any other language is not allowed).
7. This question paper must not be removed from the examination hall.

8. Present and future values tables and formulas have been appended for your reference.

THERE ARE TEN (10) PAGES OF QUESTIONS, INCLUDING THIS PAGE.
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INSTRUCTION: Answer ALL questions

Please use the answer booklet provided.

Question 1

Synergy Corp is trying to estimate its needs for funds during each of the months covering the

last quarter of 2024. All the information needed is given below:

f)
g)

MONTH TOTAL SALES (RM)
June 55,000
July | 60,000
August 70,000
September 75,000
October 66,000
November 57,000
December 53,000

In past, 10% of sales were on a cash basis, and the collections were 40% in the month,
30% in the second month and 20% in the third month following the sales.

Purchases are 60% of each month’s sales, 15% of which are paid in cash, 65% are paid
one month later and the rest is paid two months after purchase.

The monthly rent and loan payments are RM2,000 and RM1,000 respectively, to be paid
every month.

Utilities for the firm average 2% of sales and are paid in the month of their incurrence.

An amount of RM1,500 interest will be paid in November and taxes amounting RM6,200
payable in.December.

Wages and salaries amount to RM1,000 plus 5% of sales in each month.

September’s ending cash balance is RM11,260 and the company has a policy of

maintaining a minimum cash balance of RM10,000.

As a Financial Manager, you are required to prepare a cash budget for Synergy Corp for the
last quarter of 2024.

[Total: 25 marks]
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Question 2

XYZ Corporation plans to expand its production plant, requiring RM100 million in funding. To
finance this project, the company has decided to use long-term financing and is considering three

potential alternatives.

The first alternative involves issuing a 12-year bond with a coupon rate of 8% per annum. These
bonds will be sold at a 30% premium over their par value, with a flotation cost of 1% of the selling

price.

The second alternative is to issue preferred stock with a selling price of RM20 per share. These
stocks will pay a dividend equivalent to 3% of their par value. The issuance cost for this option is

2% of the par value.

The third alternative is to issue common stock with a selling price of RM50 per share. The
company has recently paid a dividend of RM0.50 per share, and future dividends are expected to
grow indefinitely at a rate of 5% per year. The flotation cost for the common stock is 0.6% of the

selling price.

XYZ Corporation will analyse these alternatives to determine the most suitable and cost-effective

financing strategy for the expansion. Currently the firm maintains its capital structure as follows:

Capital Amount

Debt RM10,500,000
Preferred stock RM 4,500,000
Common stock RM15,000,000

a) Assuming that the marginal tax rate is 30%, you are required to:

i. Calculate the before-tax and after-tax cost of debt for the firm.

(6 marks)
ii. Calculate the cost of preferred stock.

(4 marks)
ili. Calculate the cost of common stock.

(5 marks)
iv. Calculate the Weighted Average Cost of Capital (WACC) for XYZ Corporation.

(6 marks)

b) Define the cost of capital and explain its importance in financial decision-making.
(4 marks)

[Total: 25 marks]
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Question 3

CONFIDENTIAL

a) You recently received an inheritance and decided to invest the money instead of spending

it. Your financial advisor, Mr. Jamal, has provided information on two stocks: Teslah stock

and Microsoftea stock. Using the knowledge you have gained during your degree, you aim

to evaluate the performance of these stocks. Below is the information provided by your

advisor:
State of Probability Rate of return
Economy
Microsoftea Teslah

Recession 0.25 5 10%
Norma 0.50 25% 15%
Boom 0.25 40% 50%
i.  Calculate the expected return for these two stocks.

(4 marks)
ii.  Compute the standard deviation for both stocks.

(6 marks)

iii.  Suppose you have RM25,000 total. If you decide to invest RM15,000 in Teslah
stock and RM10,000 in Microsoftea stock, calculate the expected return and

standard deviation of your portfolio.

(8 marks)

iv. Based on your calculations, evaluate which strategy would be better: investing in a

single stock or combining both stocks in a portfolio. Justify your answer.

b) Explain risk and return trade-off.

EIB11803 FINANCIAL MANAGEMENT

[Total:

(3 marks)

(4 marks)

25 marks]
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Question 4

Intan Idris Berhad is considering two mutually exclusive projects, ABC and XYZ whose involve
in an investment cost of RM400,000. The cost of capital is 12% and expected cash flow for each

project is given below:

Year Project ABC Project XYZ
1 150,000 180,000
2 150,000 180,000
3 150,000 140,000
4 150,000 120,000

a) Calculate the followings:

i.  Payback period for both projects.

(4 marks)
ii. Net Present Value for the two projects.
(6 marks)
ii.  Internal rate of Return for Project ABC only.
(5 marks)
iv.  Profitability index
(4 marks)
b) Which project should be accepted? Why?
(3 marks)
c) Define the word "initial outlay".
(3 marks)

[Total: 25 marks]

END OF EXAMINATION PAPER
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CONFIDENTIAL
FORMULA

e Depreciation = [Cost - Salvage Value] / n

e DPR = (Dividend / Net Income) x 100

e DPS = Dividend / Number of Shares Outstanding
« ER) =3 (PxR)

¢+ 0=VIPR-ER)Y

e CV=oalr

o COVxxyy =Y (rxxi - E(R)xx) (rvvi- E(R)yy) (Pi)

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

e Pxxyy = COVxx,yy/ (oxx)(ovy)

e Di1=Do(1+49)

e Vg =CP (PVIFA) + MV (PVIF)

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

e NPV =sumof PV-I0O

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

e Vas=VA +(V*B - cost of acgn)

e 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 acqn
e Kd =A% + [(a-b)(ac)]x(C% -A%)
e Kps=D/(MP-FC)
e Kre=[D1/ (MP)] +g
o Kns=[D1/ (MP-FC)] +g
e Vc/s = Dividend / k
e Vc/s = D1/(k-g)
e Vc/s =[D1/(1+K)"] +....... + [Dn/ { (k-g)(1+k) }
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