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INSTRUCTION: Answer ALL questions.

Please use the answer booklet provided.

Question 1

Kunaffa Bhd. is preparing monthly cash budgets for August and September 2024. The

following data are available from the records of the company.

RM RM
Month August September
Sales 650,000 550,000
Raw materials purchase 215,000 230,000
Direct labour 85,000 90,000
Manufacturing overhead costs 90,000 100,000
Selling and administrative expenses 100,000 120,000

The company has the following business policies:

Collections from customers are expected to be 45% of the sales in the month of
sale and 55% in the month following the sale.

The company pays cash for 60% of the raw materials purchases in the month of
purchase and the balance is due in the month following the purchase.

All other items besides these two are paid in the month they are incurred.

Other pertinent data are as follows:

iv.
V.

vi.

vii.

Sales in July 2024: RM 500,000

Purchase of raw materials in July 2024, RM 195,000.

Other receipts:

August : Commission received : RM 7,000

September : Proceeds from the disposal of used equipment RM 11,000,
Other payments:

August : Debt repaid: RM 40,000

September : Purchase of machinery: RM80,000
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September : Annual medical insurance: RM80,000
The company’s cash balance on 1st August 2024 is expected to be RM105,000. The company
wants to maintain a minimum cash balance of RM100,000. The company will borrow if

necessary.

Prepare the following:

a) A schedule of cash collections from customers.

(4 marks)
b) A schedule of expected payments for direct material purchases.

(4 marks)
¢) Prepare a cash budget for August and September 2024,

(12 marks)

d) Explain two (2) types of budget.

(2 marks)
e) Explain three (3) benefits of a cash budget for businesses.

{3 marks)

[Total: 25 marks]

Question 2

a) Beatrice is preparing for retirement and wants to be sure that she has sufficient resources
to support her needs throughout her retirement. She predicts that she will require
RM40,000 each year for the next 20 years of her retirement. Calculate the amount of
money Betty should have saved today, given a 6% return on her assets.

(2 marks)

b) The college education of Yanny's daughter is anticipated to cost RM50,000 in 10 years,
and Yanny intends to put money aside for it. Compute the amount of cash Yanny should
save in her investment today to meet her daughter's college fees. Her investment return
is assumed to be 7% compounded semi-annually.

(3 marks)
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c) There are two different investment opportunities that Janice intends to put her money into.
The first option, Option A, is a payment of RM3,000 at the beginning of each year for five
years. Meanwhile, in the seven-year investment tenure offered by Option B, a payment of
RM2,500 is made at the beginning of each year. With both choices offering a 7% annual
interest rate, Janice needs to decide which option she should go with based on the
potential value of the annuity that will be payable in the future. Provide detailed

calculations to assist Janice in her decision-making.

(5 marks)

d) Danish is considering investing in a rental property. He expects the property to generate
the following annual rental income: Year 1: RM8,000, Year 2: RM9,000, Year 3:
RM10,000, Year 4: RM11,000, Year 5: RM12,000. Determine the net present value of
Danish's rental property investment considering both rental income and maintenance
costs at a discount rate of 10%. His initial outlay for this project will be RM 22,534.

(3 marks)

e) Based on the projection above, should Danish proceed with the investing idea? Defend
your opinion.
(3 marks)

f) Purge Sdn Bhd, Rawr .Sdn Bhd and Setia Sdn Bhd use different working capital

management policies. The summarized Statement of Financial Position is given below:

Purge Rawr Setia
(RM) (RM) (RM)
Non-current assets 600,000 600,000 600,000
Current assets 450,000 600,000 900,000
Total assets 1,050,000 1,200,000 1,500,000
Equity 450,000 300,000 750,000
Non-current liability 0 300,000 600,000
Current liabilities 600,000 600,000 150,000

Total liabilities & equity 1,050,000 1,200,000 1,500,000

Discuss the working capital policies of the three (3) companies.

(9 marks)
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[Total: 25 marks]
Question 3

a) Nick Nanas, Inc., is considering two mutually exclusive projects, each with an initial
investment of RM150,000. The company's board of directors has set a maximum 4-year
payback requirement and has set its cost of capital at 9%. The cash inflows associated
with the two projects are shown in the following table.

Year Cash inflows (CFt)
Project A Project B

1 RM45,000 RM75,000
2 45,000 60,000
3 45,000 30,000
4 45,000 30,000
5 45,000 30,000
6 45,000 30,000

i.  Calculate the payback period for each project.
(2 marks)

ii. Calculate the net present value (NPV) of each project at 9%.
(6 marks)

ili. Derive the internal rate of return ({RR) of each project. Provide interpolation solution
if necessary.
(6 marks)

iv. . Determine the best project for Nick Nanas. Support your answer with a suitable
justification. Justify your answer.

(6 marks)

b) Explain the acceptance criteria for NPV related to the firm’s market value.
(2 marks)

c) Explain the similarities and differences between net present value (NPV), profitability index

{P!), and economic value added (EVA).
(3 marks)
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[Total: 25 marks]
Question 4

a) Define Cost of Capital.
(2 marks)

b) Explain FOUR (4) factors to determine cost of capital.
(8 marks)

c) Radish Inc., Corp has 40% debt, 45% common stocks, and 15% preferred stocks in its
capital structure. The firm's estimated after-tax cost of debt is 10%, cost of common stocks
is 13%, and cost of preferred stocks is 11%. Caiculate the firm's weighted average cost of
capital (WACC).

(3 marks)

d) Six companies have a different beta coefficient:
« Company Alice has 0.89.
e Company Bobby has 1.2.
e Company Cherice has 1.67.
o Company Dean has 2.2.
e Company Eliza has 1.56.
» Company Felicia has 2.23.

You should employ the CAPM model to estimate the cost of common stock, Assume that
the risk-free rate is 2.75% and the expected market return rate is 14.7%.

{12 marks)

[Total: 25 marks]

END OF EXAMINATION PAPER
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FORMULA

e FV=PV(FVIFin)
e PV=FV(PVIFin)
« PB= 10
Ann CF
e PBP =[(n-1)} + [(1O - sum of cash flow before n) / (cash flow of the year n)]
e NPV =CF (PVIFAin)-I10

e NPV =Y [CF (PVIFin)-10
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