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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 guestions 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 has been appended for your reference.

THERE ARE TEN (10) PAGES OF QUESTIONS, INCLUDING THIS PAGE.
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INSTRUCTION: Answer ALL questions ONLY.
Please use the answer booklet provided.

Question 1
Sarah is a risk-conscious investor in Malaysia who is planning to invest RM400,000 in stocks. She has

shortlisted two stocks to invest her money in:

Stock X (Healthcare Sector)

e Expected Return: 10%

e Standard Deviation: 15%
e Beta:0.8

Stock Y (Energy Sector)

e Expected Return: 14%

e Standard Deviation: 22%
e Beta:1.5

Sarah is also considering forming a portfolio by investing 50% in Stock X and 50% in Stock Y.
The correlation coefficient between Stock X and Stock Y is 0.4. The risk-free rate is 4%,

and the market risk premium is 7%. You are required to calculate:

a) The expected return of the portfolio.

(5 marks)
b) Calculate the risk (standard deviation) of the portfolio.

(8 marks)
c) Explain which Stock has higher systematic risk using Beta.

(4 marks)
d) Using the Capital Asset Pricing Model (CAPM), determine the

required return for Stock X and Stock Y.

(4 marks)
e) ‘Which Stock should Sarah invest in if she wants a balanced risk-return tradeoff?

(4 marks)

[Total: 25 marks]
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Question 2

Alpha Technologies is a mid-sized tech company that specializes in developing loT solutions
for the automotive and industrial sectors. The company is now considering two major
investment projects that could boost its market position and profitability. Due to limited

resources, Alpha Technologies can only proceed with one project.

Project A involves the development and deployment of an advanced loT-based fleet
management system that helps logistics companies optimize vehicle routes, reduce fuel
costs, and enhance operational efficiency. The project will require an initial investment of

RM300,000 and is expected to generate cash flows over the next five years.

Project B focuses on creating a predictive maintenance platform for industrial machinery. This
Al-driven platform will analyze machine data in real-time to predict and prevent equipment
failures, ultimately reducing downtime and maintenance costs. Project B also requires an
initial investment of RM300,000, with cash flows expected to fluctuate based on market

acceptance. The following are the projected cash flows for each project over five years:

Year Project A (RM) Project B (RM)
1 80,000 50,000
2 80,000 100,000
3 80,000 120,000
4 80,000 70,000
5 80,000 150,000

Calculate:

a) Payback Period for both projects.

(4 marks)
b) Net Present Value (NPV) for both projects using 10% cost of capital.

(5 marks)
¢) Internal Rate of Return (IRR) for Project A only.

(6 marks)

EAB21803 FINANCE1 Page 3 of 10



MARCH 2025 CONFIDENTIAL

d) Profitability Index (PI) for both projects.

(3 marks)
e) Based on your calculations, which project would you recommend?

(2 marks)
f) Define “initial outlay’.

(5 marks)

[Total: 25 marks]Question 3

GlobeTech Solutions, a prominent player in the global tech manufacturing industry;” has
recently secured a multi-million-dollar contract to supply high-tech components to several
leading automobile manufacturers. To meet the increasing demand, GlobeTech Solutions is
preparing to expand its production capabilities. As part ofits financing strategy, the company
plans to raise RM50,000,000 through a combination of debt, preferred stock, and equity,
while maintaining its optimal capital structure. The company's optimal capital structure

consists of 50% debt, 15% preferred stock, and 35% equity.

GlobeTech aims to raise this capital while minimizing costs and preserving financial flexibility.
The company’s common stock is.trading at RM30 per share, and last year's dividend was
RM2.00 per share with an estimated growth rate of 7%. Flotation costs for common stock are
6%. The preferred stock is trading at RM80 per share, yielding 5% at the current market price.
The flotation costs for preferred stock are 4%. GlobeTech Solutions can issue RM1,000 par
value bonds with an 8% coupon rate, priced at RM960, with a 10-year maturity period. The

company's taxrate is 30%.

a) Compute the cost of common stocks, preferred stocks and bonds.
(12 marks)

b) Calculate the weighted average cost of capital (WACC).
(5 marks)

c) State the four (4) differences between common stocks, preferred stocks and bonds.
(8 marks)

[Total: 25 marks]
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Question 4

a) David Wong recently took out a loan to finance the purchase of a new car. The total loan
amount he borrowed was RM100,000, and the loan carries an annual interest rate of 9%.
David has committed to repaying the entire loan over a period of 10 years in equal annual
installments. Help David calculate how much his annual payments will be under_this
arrangement.

(6..marks)

b) In 2025, you plan to purchase a condominium in Mont Kiara, Kuala Lumpur, which is
expected to cost RM500,000 in five years. Currently, you have saved RM60,000-in an
investment account that earns an annual interest rate of 12%. You have also planned to
contribute RM12,000 at the end of each year for the next five years. By the end of the fifth
year, you will use the accumulated savings as a down'payment on the condominium. The
remaining balance of the house price will need to be financed by a loan, structured over a
25-year period with an annual interest rate of 9%. Calculate the annual installment required
to repay the loan.

(8 marks)

c) Nadirah is a young entrepreneur who sells cheese tarts. Many customers would come to
her shop to place their orders, but they could notdo so due to the Movement Control Order
(MCO). She decided to go-online and market the cheese tart in the digital world. The online
sales of cheese tart during MCQ are unpredicted. The demand for cheese tart went up so,
she decided to take a loan that offer microenterprises from Bank Jaya to cover day-to-day
operational expenses. If Nadirah plans to borrow RM150,000 at 10% interest rate and plan
to pay backthe loan over seven years, calculate her annual payments.

(6 marks)

d)  Define time value of money. (5 marks)

[Total: 25 marks]

END OF EXAMINATION PAPER
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MARCH 2025 CONFIDENTIAL

FORMULA

e Depreciation = [Cost - Salvage Value] / n

e DPR = (Dividend / Net Income) x 100

e DPS = Dividend / Number of Shares Outstanding
e ER) =2 (PxR)

e 0=J/yPR-E(R))?

e CV=alr

o COVxxyy =Y (rxi - E(R)xx) (rvyi - E(R)yy) (Pi)

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

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

e D1=Do(1+q)

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

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

e NPV =sumofPV-I0O

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

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

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 acgn
e Kd =A% + [(a-b)/(a-Cc)]x(C% - A%)
e Kps=D/(MP-FC)
e Kre=[D1/(MP)] +g
e Kws=[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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