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SECTION A (Total: 40 Marks)

INSTRUCTION: Answer ALL questions

Please use the answer booklet provided

1. 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

2, The purpose of carrying inventory is to
A. Make different production processes more‘dependent on sales.

B Make sales more independent of the production process.
C. Have collateral for loans.
D Improve the current ratio.

3. 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 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

4. Accounts receivable and inventory

A Tie up funds but earn only lower short-term rates.

B. Have opportunity costs.

C. Cannot be bought and sold.

D Tie up funds, have opportunity costs, and may add to the firm’s long-term value.
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5. An ageing schedule of accounts receivable aids the financial manager in determining
A. The number 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

6. A trade credit discount such as 2/10 net 30 means

A. a 2% penalty is due after 30 days

B. a 10% discount for cash on delivery and a 2% discount for payment within 30
days
9 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 amount

is due in 30 days.

7. Determine the effective annualized cost of foregoing the trade discount on terms 2/10
net 45
A. 21.0% C. 16.3%
B. 16.0% D. 20.6%
8. 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

9. Which of the following would be an example of the “transactions motive” for a firm

holding cash balances?

A. Investing "excess cash balances”

B Purchasing inventory

C. Anticipating a downturn in the economy

D Taking advantage of an anticipated decline in the price of raw materials.
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10.

n [

12.

13

14.

15.

A manager’s main concern when managing cash and marketable securities is
A. Liquidity and safety

B Acceptable return on investment.

C. Maximization of profit.
D

Maximization of liquid assets.

What is the main factor in determining the cost of bank financing?
A. Discount rate
B Nominal rate
G Effective rate
D

Prime rate

The advantage of using commercial paper includes

A It is secured by assets

B It may be issued below the prime rate
C. It requires no compensating balance
D Band C

Which of the following is an advantage of trade credit?

A. The amount of credit extended expands and contracts with the needs of the
firm.

B. Trade creditis conveniently obtained as a normal part of operations.

C. No formal agreements are generally involved in extending credit.

D. All of the above.

A firm is offered trade credit terms of 3/15 net 45. The firm does not take the discount
and pays after 67 days. What is the annual cost of not taking the discount?

A. 23.48% C. 22.95%

B. 21.41% D.37.11%

The most important characteristic of inventory as collateral is its
A. Security

B Marketability

C. Perishability

D Speciality
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16. A floating lien is

A. A receipt for the deposit of goods in a public warehouse.
B. A claim on specifically identified personal property to back a loan.
) A security device acknowledging that the borrower holds specifically identified
inventory
D. A general or blanket lien against a group of assets, such as inventory or
receivables, without the assets being specifically identified.
17. An increase in time period that a commercial bank loan is outstanding, would mean,

other things being equal,

A. An increase in the effective interest rate
B. An increase in the principal amount borrowed
C. A reduction in the effective interest rate
D None of the above
18. An inventory loan arrangement in which all of the borrower’s inventories are used as

collateral is termed as

A. Floating lien agreement
B. Field warehouse-financing agreement
. Terminal warehouse agreement
D Chattel mortgage agreement
19. Which of the following is NOT a source of unsecured short-term credit?
A. Commercial paper
B. Accrued taxes
C. Line of credit
D Pledging of accounts receivables

20. Which of the following is not true regarding the use of short-term debt?

A.
B.

It must be rolled over more often than long-term debt

There is uncertainty connected with interest costs on short-term debt from year
to year

The firm is subject to greater liquidity risk when using short-term credit

Interest rates are usually higher on short-term debt
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b

22,

23.

24.

25.

26.

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

A.

B
C.
D

Gets larger without limit
Stays unchanged
Approaches zero

Gets smaller without limit, that is, approaches minus infinity

The cash flow of an ordinary annuity occurs at

A.

B
C.
D

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 continuously is

A.

B.
C.
D

Compounding every hour
Compounding every minute
Compounding every second

Compounding every microsecond

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
The present value of a single sum will always be greater than its future value.
An annuity due will always have a greater future value than an ordinary annuity.

All of the above statements are true.
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27. 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 occurring at equal intervals for a specified number
of periods.
28. Which of the following statements best describes the concept of the time value of
money?
A. Money has the same value regardless of when it is received.
B. Money received in the future is worth more than money received today.
G Money received today is worth more than money received in the future due to
its potential earning capacity.
Ex Money loses its value over time due to inflation.
29. Which of the following statements is true about simple interest?
A. Simple interest is calculated«on the initial. principal and the accumulated
interest.
B. Simple interest results_in higher returns compared to compound interest over
the same period.
C. Simple interest.is only used for short-term loans.
D. Simple interest is calculated on the initial principal only.
30. Which of the following best describes annual compounding?
A. Interest is added to the principal four times a year.
B Interest is added to the principal monthly.
C. Interest is'added to the principal once a year.
D Interest is added to the principal twice a year.
. Independent projects occur when
A Projects with cash flows is unrelated to one another.
B. Projects with cash flows are related to one another.
C. Projects with cash flows are not impact to one another.
D None of the above.
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32. Capital budgeting involves several processes, except
A. Generating long-term investment proposals, which are consistent with firm’s

long- term objectives.

B. Estimating the relevant after-tax incremental cash flows for these projects
proposals.

C. Evaluating these cash flows.

D Reevaluating cash budgets

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

A. Initial Outlay

B The salvage value

C. Recovered net working capital
D The terminal value

34. Capital rationing is commonly

A. Will maintain the performance of firm's value
B Will increase the performance «of firm’'s value
C. Will decrease the performance of firm's.value
D No impact on the performance of firm’s value

35.  What Capital budgeting consists of, except
A. Index
B Initial qutlay
C. Differential cash flow
D

Terminal cash flow

36. The following are discounted cash flow methods, except:
A. Internal rate of return
B Discounted payback period
G Loss index
D

Modified internal rate of return
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37.

38.

39.

40.

By accepting a project that gives a positive net present value, it represents

A. Firm’s value and shareholders’ wealth are increasing.
B. Firm’s value and shareholders’ wealth are decreasing.
C. Firm’s value and shareholders’ wealth are consistent.
D. None of the above.

If a proposed project utilizes the building currently owned by the firm, it should be
conducted with

A. Depreciation post.

B An opportunity cost.

ek Sunk cost.
D

All of the above. @]

Which of the following is a disadvantage of internal rate of return?

A. It applies the time value concept of money.

B. This method is tedious and time-consuming, as it normally requires a trial-and
error basis to determine the internal rate of return.

K It uses cash flows.

D. Reflected the true timing of the benefits and costs involved with a project.

The net investment of a replacement project excluded

A. Import duties of the new assets

B. Purchase price of new assets

C. Interest expenses arising from the funds used.
D. Sales proceeds from the sale of the old asset.
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SECTION B (Total: 60 Marks)
INSTRUCTION: Answer ALL questions using the answer booklet provided

Question 1

Labubu Softies is a company selling soft toys in Malaysia. In 2024, the company earning sales on
credit of RM400,000,000 per year. The average collection period is 50 days whereas the selling
price of the products is RM65 per unit and the variable cost is RM60 per unit.

Labubu Softies is considering to change its accounts receivable policy that will result in'a 25%
increase in sales. The ACP is expected to increase by 15%. However, it is expected that no

changes in bad debts. Required rate of return on investment is 12%

Required:
a. Calculate profit from the proposed change.
(12 marks)
b. What would you recommend the management to consider from your findings?
(2 marks)
c. If the company implement the proposed change, what would be helpful in the analysis?
(1 mark)

Question 2

UBIS Education Berhad needs immediate additional working capital of RM750,000 to fund their

new expansion of education programmes. As the Corporate Finance Manager handling the new

project, you have four possible solutions to fund the required amount.

1. A loanfrom OCBC Bank at 13% discounted interest. The bank requires 10% compensating
balance.

2./Aloan from HSBC Bank at a simple interest rate of 11% and a compensating balance of 15%.
A deposit of RM50,000 with the bank exists.

3. Commercial paper issued at every six months at an interest rate of 10%. A floatation cost of
RM15,000 will be incurred for each issuance.

4. A line of credit of RM1,000,000 from Asian Finance Bank at an interest rate of 12% and a

commitment fee of 5% on the unused halance.
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Required:
Calculate the effective annual cost of each.source of fund and advise the company on which

source of financing to choose. Explain the reason(s) of your choice

(15 marks)

Question 3

a. Amir recently graduated from UniKL Business School and started working as a Marketing
Executive in a company that requires him to travel often. He decided to buy a brand-new
Axia at the price of RM45,000.00. he paid RM5,000 as the downpayment.
He is planning to pay the balance over the next 5 years in 5 equal annual end-of-the year
payments. The interest charges is 7%.
Calculate the equal annual end-of-year payment necessary to amortize fully the loan over
five years.

(10 marks)

b. Calculate the present value of the cash flows shown in the following table for Aspen Bhd.
Assume that the opportunity cost is 8%:

Year 1 2 3 4 5 6
Cash 400 400 400 300 500 200
Flow
(5 marks)
Question 4

CACTUS'is utilizing a moulding machine that was acquired five years ago. The remaining useful
life of the machine is five years. The production department recommended replacing the current
machine to improve the production efficiency.

The hew machine costs RM600,000, and it has a useful life of five years. Modification of the
machine is required for its specialized functions. The cost of modification is RM15,000.

Upon reaching the conclusion of its operational lifespan, the old machine may be disposed of for
a value of RM60,000. The machine was acquired for RM400,000. The salvage value of the
machine is RM20,000. The current selling price of the machine is RM150,000.
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The new machine demonstrates high efficiency of the production.

supplementary information is as follows:

i

iv.

V.

Vi.

Additional raw materials required for the production is RM20,000.
Accruals increased by RM25,000.

Sales increased by RM180,000

Production costs have risen by RM70,000.

The reduction in defects incurred a cost of RM18,000.

Reduction in labour costs by RM68,000

CONFIDENTIAL

Consequently, the

The company adopts the straight-line method for the depreciation of all non-current assets. The

corporate tax rate is 10 percent.

Calculate:

ii.

i. Initial outlay

Differential cash flow

Terminal cash flow

END OF EXAMINATION PAPER
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Appendix 1: List of Formulas

Current Assets Management

1. Total Inventory Cost = Total Ordering Cost + Total Holding Costs

Z E0Q=.2 x S x O/H

3: Order Cost =0 | % (%)

4. Holding Cost = H X (%)

5. Total Cost = (0 x S/Q) + (H X Q/2)

6. Reorder Point = No of days lead time X Amount used daily

7. Annualized opportunity cost of foregoing the discount = [a/(1-a)] X[360/(c-b)]

Management of Current Liabilities

1 . __a . 360
' ==~ b
2 EAR_ Interest

" AmountReceived

Time Value of Money

ik FV, = PV (1 + )"

_ Fvy
2 PVn - a+r)n

(14r)™*-1

3. FV, = CF x{ (:) }
4. ' FV, = PMT X FVIFA ;,

= (Ch e
> PVo = ( r ) {1 (1+r)n}
6. PV, = PMT x PVIFA ;

_ (1+7r)*=1
7, FVA, = CF, X {————(r) PXa+n
8. FVA, =PMT(FVIFA;n )(1+7)
: _ (CFo y 1
9. PV, =(52) 51 (1+r)n]x(1+r)
10. PVAy = PMT x (PVIFA 1)1+ 1)
1

11. CF, F(PVo x7) + {1- (W)n}

by PVIFA;q = PMT x
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