CONFIDENTIAL

UNIVERSITI KUALA LUMPUR
BUSINESS SCHOOL

FINAL EXAMINATION

OCTOBER 2024 SEMESTER
COURSE CODE : EAB21503
COURSE NAME : PRINCIPLES OF FINANCE
PROGRAMME NAME : BACHELOR IN ACCOUNTING (HONS)
DATE : 13 FEBRUARY 2025
TIME : 2.00 PM - 5.00 PM
DURATION : 3HOURS

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. Compound interest table and formula has been appended for your reference.

THERE ARE ELEVEN (11) PAGES OF QUESTIONS, INCLUDING THIS PAGE.
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INSTRUCTION: Answer ALL questions.

Please use the answer booklet provided.
Question 1

Hao Ah You is one of the owners of Sofa So Good Furniture. He currently holds a position as
the Chief Finance Officer (CFO) of the company. Their main concept of furniture is basically
inspired by modern industrial concept and most of their clients are corporate company such
as TELELINK Corp, MINUS Highway, BERSATU Corp and many others resort and hotel. The
company is awarded the Top Brand Award in the year 2022.

Even though they are being rewarded as such, like any other furniture industry, they are still
experiencing seasonal sales. This could be difficult to sustain cash if cash planning and
budgeting are not managed properly. As the CFO, Mr. Hao, needs to forecast their cash flow
and if the firm are likely to need some additional cash, they have got to be ready in advance

for rainy days.

Mr. Hao has several options that they could explore to improve the cash position and profit.
The three options that the management could consider are establishing a business line of
credit from the bank, extending supplier payments during slow periods, and improving the
account receivable policies. After some meeting with the rest of the partners, they agreed to
proceed with the line of credit option. Mr. Hao requests his subordinates to estimate the sales

forecast from February until June.

Table 1: Sales Forecast for Sofa So Good Furniture

Month Sales Forecast (RM)
February 68,300
March 82,600
April 86,900
May 73,700
June 71,600
July 68,300

Credit department terms on the is based on the following payment policy:
e 10 percent of the sales amount should be paid in cash.

e 40 percent of the sales amount should be paid 1 month after the sales commerce.
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e The remaining balance must be paid 2 months after the sales.

In order to speed up the production process, the procurement department will purchase the
raw material 1 month before the sales. The purchase will be 60 percent from sales and shall

be paid to the suppliers 1 month after the purchase.

Other budgeted expenses are as follows:

Table 1: Budget Expenses for Sofa So Good Furniture

April May June

RM RM RM
Payroll 17,800 16,400 14,000
Utilities 1,330 1,200 1,050
Other operating costs 7,500 7,000 6,600

Additional information _
e Payroll, utilities, and other operating costs are paid in the month incurred.
e Rentis paid once at the end of every quarter amounted to RM 3,000.
e The 3-month Takaful is paid for at the beginning of every quarter that cost RM 2,500.
e Interest on long term long is paid at RM 700 in June.
e In May, sell off some equipment and estimate cash receipts of RM 9,200 and plan to
buy other equipment in May worth RM 23,000.
e A semi— annual bonus of RM 9,500 is scheduled to be paid in June.

e Income tax payment of RM 3,000 is due in June.

You are required to prepare the restaurant's cash budget for the months of April, May, and
June. The beginning cash balance for April is expected to be RM 30,000 and a minimum
balance of RM 20,000 should be maintained throughout the cash budget period. Additional
borrowing is necessary to maintain that minimum balance. Interest on the borrowed funds
equals 12 percent per annum, or 1 percent per month, and is paid in the month following the
one in which funds are borrowed. Working under Mr. Hao Ah You as an internship student,
you are required to prepare a cash budget for the second quarter of the year.

(30 marks)

[TOTAL MARK: 30 MARKS]
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Question 2

PPZ Investment Malaysia is a private wing for Pusat Pengurusan Zakat (PPZ) Malaysia. The
main objective of its establishment is to handle and manage zakat money. The fund that being
allocated to them will be channel as a startup fund to any Asnaf that want to start their own
business under Asnaf Entrepreneur Program (AEP). The maximum amount of grant that can
be applied by any applicant is up to RM 100,000. You as one of them team member in the
AEP has to evaluate project proposal that being handed to you. Currently there are 2 projects
being propose by Encik Kamal.

Encik Kamal is requesting for RM 100,000 from AEP grant to startup either one of his projects.
The first project is to plant a Kantan tree, and once the Kantan tree is mature enough, he will
pick up the Kantan's flower and sell it to the suppliers. Project Kantan is expected to generate
RM 50,000 per year for 3 years. The second project is Project Ginger. Similar modus operandi
as Project Kantan, Project Ginger is likely to bring in after-tax cash inflows of RM 20,000 for
the first year, RM 30,000 for the second year, RM 40,000 during the third year, and RM 50,000

for year four.

(a) You are requested to evaluate both projects and decide etiher to approved or not Encik

Kamal application.

i. Payback period
(3 marks)

ii.  Net present value
(6 marks)

ii.  Internal rate of return for project that obtain the highest NPV only (use interpolation
technique).

(6 marks)

(b) Based on your finding above, you have to present to the board members and Encik

Kamal the suitable project for him. Justify your answer with an appropriate justification.

(10 marks)
[TOTAL MARK: 25 MARKS]
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Question 3

CONFIDENTIAL

Assume that you just recently graduated with a major in finance. You just landed a job as a
financial planner with one of well — known investment bank, Malaysian Development Industrial
Bank (MDIB). You have been placed as a financial advisor to handle High New Worth

Individual (HNWI) customers before can be placed at a higher level.

Your first assignment is to handle the Ms. Bao Chi Ken, a 55-year-old woman and self — who
running a security business, Waja 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 instruments.

Table 3: Probability Distribution and Rate of Return.

State of Rate of Return
Probability
Economy SC AM MER
Strong 0.25 0.50 0.40 0.30
Normal 0.50 0.12 0.12 0.12
Weak 0.25 -0.30 -0.20 -0.10

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. Your bank has a
guideline policy on the risk tolerance level for different kinds of age. Ms. Bao Chi Ken demands
a 10 percent return or more with an adequate level of risk.

Table 4: Risk Tolerance Level (RTL) According to Age

Age Risk Tolerance Level Accepted Risk Level (%)
27 =36 High > 31

37 — 46 Medium Between 15 to 30

47 - 170 Low <15

Using all the information given, fulfill Ms. Bao Chi Ken demand by suggesting the appropriate
stock for Ms. Bao Kern Ching and defend your suggestion by preparing necessary calculation.
(25 marks)

[TOTAL MARK: 25 MARKS]
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Question 4

Armaf Inc. is evaluating its cost of capital under alternative financing arrangements. It expects
to be able to issue a new redeemable bond selling at RM 940 with par value of RM 1,000. The
bond is at 8% coupon rate and has a maturity of 20 years. Armaf also want to issue new
preferred stock with a RM 2.00 per share dividend at RM 30 a share. The common stock is
currently selling for RM 25 a share. It expects to pay a dividend of RM 1.50 per share next
year. Armaf expects dividends to grow at a rate of 5% per year and Armaf's tax rate is 40%.
Mr. Malik, Head of Finance section had come out with two financing arrangement. The

arrangement as follow:;

Table 3: Financing arrangement and percentage of new capital raised

Percentage of New Capital Raised

Financing Arrangement

Debt Preferred Stock Common Stock
30% 10% 60%
2 50% 25% 25%

(a) You has been asked to calculate the cost of capital for each arrangement. (Assume
there is no flotation cost)

(12 marks)

(b)  If Armaf Inc. only manage to cater its cost of capital up to 7.5%, determine the best

financing arrangement for Armaf.
(2 marks)

(c)  Explain THREE (3) the importance of cost of capital to an organization.

(6 marks)

[TOTAL MARK: 20 MARKS]

END OF QUESTION PAPER
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FORMULA

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

()]

e PV =PMT x
o FVA=PMT (“—“?—Ll)

e ER) =Y (PxR)

e 0=/3P(R-E(R))

e CV=alr

e COVxxyy =3 (i - E(R)xx) (rvyi - E(R)yy) (Pi)
e E(R)p =wxxE(R)xx + wyyE(R)vvy

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

e D1=Do(1+qg)

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

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

e NPV =sum of PV - CF0

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

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

e Vag=VA+VB + AV

e Ki =YTM

e Ka =Kki(1-tax)

o Kps=D/(MP-FC)

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

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

e Ve/s= Dividend / k

e Vc/s = D1/(k-g)

e Vc/s =[D1/(1+K)"] +...... + [Dn/ { (k-g)(1+k) }
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