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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 TWO (2) Sections; Section A and Section B.

4. Answer ALL questions in Section A and Section B.

5. Please write your answers on the OMR answer sheet and the answer booklet provided.

6. All questions must be answered in English (any other language is not allowed).

7. The present value tables, future value tables and formula sheet is provided in the appendix

8. This question paper must not be removed from the examination hall.
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SECTION A (Total: 40 marks)

INSTRUCTION: Answer ALL questions.

Please use the objective answer sheet provided.

1. John Maynard Keynes divided businesses’ demand for cash into there (3) segments

which is

A.

B.
C.
D

Risk, investment and liquidity
Transaction, speculative and precautionary
Transaction, liquidity and speculative

Transaction, speculative and risky

2. Top Builders, a construction company holding cash to anticipate a significant reduction

in the price of steels is an example of the motive for holding cash
A.  Transaction

B. Speculative

C. Hedging

D None of the above

3. Certificate of Deposits.can be defined as

A

B.
C.
D

A negotiable certificate of deposit.
A corporate controlled disbursement account
A commercial demand-deposit

A certified disbursement.

4, Banker’'s Acceptances are defined as

A. Not “issued” in specialized denominations.
B..  Fully taxable at the federal, state and local levels
C.  Are sold on a discount basis and payable to the bearer
D. All of the above
D As financial manager, you are concerned with
A.  Striking a balance between holding too much and too little cash
B. Maintaining high levels of profitability
C. Minimizing the risk of insolvency
D.  All of the above
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6. A trade credit discount such as 7/15 net 45 can be read as
A.  a 7% penalty is due after 45 days
B.  a15% discount for cash on delivery and a 7% discount for payment within 45 days
C. a 7% discount for payment within 45 days and a 15% penalty if payment is made
after 45 days.
D. a 7% discount if payment is made within 15 days, otherwise the total amount is
due in 45 days.

7. Determine the effective annualized cost of foregoing the trade discount on terms 8/15

net 60
A, 69.6% C. 26.3%
B. 66.9% D. 20.6%

8. Which of the following is the motive that prompts a company with an unpredictable cash
flow to hold a larger minimum cash balance because of things that might happen due to
this uncertainty?

Transaction

B.  Precautionary
C. Speculative
D. Common sense

9. What will happen if a business currently offers the credit terms of 1/10 net 30 and intends
to change the existing terms to 3/10 net 30,
A. Increase in bank loan

An increase in accounts receivable turnover

Anticipating a downturn in the economy

O w

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

10. Which.of the following is generally under the control of the financial manager?
The percentage of credit sales to total sales

The actual level of sales.

The credit policies

o 0 W

The level of productions.
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11.  Which of the following are short term, unsecured notes issued by large corporations?
A.  Negotiable certificates of deposit
B Repurchase agreements
C. Money market mutual funds
D

Commercial paper

12.  Which of the following is FALSE regarding usage of short term debt?
A. It must be rolled over more often than long term debt.
B.  There is uncertainty connected with interest cost on short term debt from year to
year
C. The firm is subject to greater liquidity risk when using short term credit
D. Interest rates are usually higher on short term debt

13. The extend to which inventory financing may be used depends on the
A.  Perishability of the goods
B Marketability of pledged goods
C. Price stability of the goods
D. Al of the above

14.  Short term creditors would be the most interested in the
A.  Quick ratio
B.  Times interest earned
C. Currentratio
D. Debt ratio

15. Berry Cakes is offered trade credit terms of 3/15 net 45. Unfortunately, the business
decided not to take the discount offered and pays after 67 days of the invoice date.
Calculate the annual cost of not taking the discount

A 23.48%
B.  21.41%
C. 2295%
D. 37.11%
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16. An inventory loan arrangement in which the collateral of the agreement is all the

borrower's inventories termed as

A

B.
&
D

Floating lien agreement
Filed warehouse-financing agreement
Terminal warehouse agreement

Chattel mortgage agreement

17. The determinant factor on the cost of bank financing is

A.

B
C.
D

Discount rate.
Nominal rate
Effective rate

Prime rate

18. As the period on a commercial bank loan outstanding is increased, considering other

things being equal, would mean,

A.

B
C.
D

An increase in the effective interest rate
An increase in the principal amount borrowed
A reduction in the effective interest rate

None of the above

19. The main advantage of the trade credit is

A

The amount of credit extended expands and contracts with the needs of the
business

Trade credit is.conveniently obtained as a normal part of operations

Nor formal agreements are generally involved in extending credit

All of the above

20.  The most important characteristic of using the inventories as collateral is its

A.

B.
C.
D

EBP00404

Security
Marketability
Perishability
Speciality
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21. Consider other factors are constant, the future value of an investment will increase if

A.

B
C.
D

The investment has more risk
The investment is compounded at a short period
The investment is compounded at a higher interest rate

None of the above

22.  When will the cash flow of an ordinary annuity occurs?

oo we>

At the beginning of each period

At the end of each period

At the middle of each period

At the beginning and the middle of each period

23. A perpetuity is an annuity with

A.

B.
G.
D

A life of more than 50 years
A life of less than 50 years
An infinite life

A finite life

24.  Which of the following statements is true assuming that money has a time value?

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.

25.  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.
C. = Money received today is worth more than money received in the future due to its
potential earning capacity.
D. Money loses its value over time due to inflation.
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26. An annuity can best be 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

27 Choose the statement that 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.

28. \What happens to the present value of the future cash flows when the discount rate
increases without limit
A.  Gets larger without limit
B Stays unchanged
C. Approaches zero
D

Gets smaller without limit, that is approaches minus infinity

29 When an ordinary annuity is identical to an annuity due, the future value is
A.  greater
B less
C. twice the amount
D

half the amount

30. Calculate the present value of a RM600 payment expected to receive in 3 years if the

interest rate is 12% compounded annually

A RMS555
B. RM498
C. RM427
D. RM526
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31.  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

32 Which are these processes being not involves in capital budgeting
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 projectat the'end of its life is called
A. Initial Outlay
B. The salvage value
C. Recovered net working capital
D

The terminal value

34.  Which of the following should be included in an analysis of a new project?
A. Interest cost
B.  Sunkcost
C.  Ar increase.in sales of existing products that would be gained if customers were
expected to purchase a new related product

D. none of the above

35. Capital budgeting consists of the items below, except
A. Index
B Initial outlay
C. Differential cash flow
D

Terminal cash flow

EBP00404 INTRODUCTION TO FINANCE Page 7 of 12



JULY 2025 CONFIDENTIAL

36. Which of the following are NOT discounted cash flow methods:
A. Internal rate of return
B Discounted payback period
C. Lossindex
D

Modified internal rate of return

37. 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.

38. If a proposed project utilizes the building currently owned by the firm, it should be
conducted with
A. Depreciation post.
B An opportunity cost.
C. Sunkcost.
D. All of the above.

39. Which of the following is a disadvantage of internal rate of retum?
A. Itapplies the time value concept of money.
B.  This method is tedious and time-consuming, as it normally requires a trial-and error
basis t0 determine the internal rate of return.
C. Ituses cashflows.

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

40. 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.

Please use the answer booklet provided.

Question 1

Profitty Cakes is a company that manufactures chocolate cakes which to be sold in all Petronas
Select shops in Peninsular Malaysia.
To produce chocolate cakes, the factory requires 80,000 kg of cake flour per year with RM400 as
the ordering cost. In addition, the holding cost for the cake flour is RM2 for each kilogram annually.
For info, the constant rate of cake flour is used for the year.
The sale of cakes to Select Shops are on credit. Currently, the average collection period is 45
days, and the bad debts is 2% of sales. Profitty Cakes sell 60,000 units of cakes in a year. The
price and variable cost of each cakes sold is RM30 and RM26 respectively.
Profitty Cakes is also considering relaxing the credit standards. Several conditions are determined
when the credit standard is relaxed:
i. The bad debts will increase to 3% of sales
ii. The average collection period will increase to 55 days
iii. Sales will increase to 66,000
Required:
a) Calculate economic order quantity of Profitty Cakes inventories of cake flour.
(2 marks)
b) Determined the reorder point of the cake flour for Profitty Cakes to forecast their inventory
requirements if the supplier takes 25 days to deliver the cake flour.
(2 marks)
c) Calculate the profit or loss from the proposed changes of the existing credit standard
considering Profitty Cakes has a required rate of return on investment of 15%.
(10 marks)
d)  Should Profitty Cakes relax its credit standard?
(1 mark)
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Question 2

KK.F Mart, a grocery chain stores in Klang Valley requires RM1million to fund their working capital
for increasing the number of inventories in their chain stores to meet the new MySara Scheme for
all Malaysian. As the Corporate Finance Manager handling the financial affairs of KKF Mart, the
business has four possible solutions to fund the required amount.

1. A bank loan from SME Bank at 15% discount interest. The bank requires 8%
compensating balance as part of the financing requirements.

2 A bank loan from EXIM Bank at a simple interest rate of 8%. However, 13% compensating
balance is required to obtain financing from this bank. KKF Mart currently have a deposit
of RM 150,000 with the bank.

3. lIssuing commercial paper via CKF Investment Bank. The interest rate for this issuance is
11%. A floatation cost of RM80,000 and placement fee of RM50,000 will be incurred for
each issuance. The maturity of this issuance is 270 days.

4 A line of credit of RM1.75million from AFC Bank at an interest rate of 14% and a

commitment fee of 9% on the unused balance.

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. Assume 360 days/year.

(15 marks)
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Question 3

Mim & Nun is graduating in the next 2 years. They are planning to start a mobile pastries business
in Klang Valley.

As a start-up, they require RM95,000 to acquire the vehicle including the baking tools attached to
the vehicle. To acquire the vehicle, they are planning to take hire purchase financing from SME
Bank. As per standard financing requirements, they need to have at least 10% deposit, and the
bank will finance 90% of the remaining amount of the vehicle.

The 90% financing will be on loan for 10 years with the interest of 4% per annum.

Required:
a. |f they need to accumulate the total of RM9,500 in the next 2 years, calculate the amount
needed by Mim and Nun to deposit in term deposit account with 16% interest per annum

(2 marks)

b. Calculate the equal amount of payment for the 90% financing taken with SME Bank for 10
years at 5% interest per annum
(13 marks)

Question 4

Jolly Bee Fried Chicken, a franchise of the largest Philippines fast food chain is considering
expanding the existing restaurant in Kuala Lumpur. Among the initiatives of the expansion is to

replace the deep fryer equipment to meet the demand for its expansion.

The existing equipment was bought 5 years ago for RM120,000. It is estimated that the equipment
can be used for another 5 years with zero salvage value. The market value of the equipment is
RM50,000.

The maintenance expenses and repair expenses of the equipment are RM8,000 and RM&,000
per annum respectively. The equipment is currently handled by three employees. Each employee
is paid RM15,000 per annum of salary and other benefits. Unfortunately, only two employees are
required to operate the new equipment if it is bought and the management decided to terminate
one of the three employees. In return, the terminated employee will be compensated with

RM60,000 one-off payment upon termination.
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The price of the new equipment is RM200,000. The additional costs to be incurred is shipping
and import tax of RM5,000 and RM15,000 respectively. Training cost to operate the new
equipment amount of RM20,000. At the end of the useful life of 5 years, the salvage value of the
equipment is expected to be RM20,000. 7

Jolly Bee requires to borrow RM100,000 at 10% interest per annum from SME Bank. The

financing will increase the cost of interest expense of RM1 0,000 annually.

The equipment will increase the production and efficiency. Due to that, RM30,000 of additional
inventories will be purchased to meet the demand. RM20,000 of the inventories will be bought in
cash and the balance will be on credit. On the other hand, the annual maintenance and defect

cost of the new equipment are expected to be RM10,000 and RM3,000 respectively.

The sales of the foods will increase by RM60,000 per annum if the new equipment is fully utilized.

The fixed cost incurred is RM30,000 annually.

The deprecations of non-current assets of the business will be on straight line method. The cost

of capital is 14% while the tax rate is 25%. The maximum desired payback period is 5 years.
Required:
Calculate the followings for Jolly Bee's Kuala Lumpur franchise:

a) Initial outlay

b)  Differential cash flow
c) Terminal cash flow
d) Payback period

e) NPV

(15 marks)

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

2. EOQ =42 X S X O/H

3. Order Cost=0 X (%)

4. Holding Cost = H X (%)

5. Total Cost = (0 x S/Q) + (HX 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[3 60/(c-b)]

Management of Current Liabilities
a

. 360
Li=a3 " ©w
2. EAR= Interest

N oS
AmountReceived

Time Value of Money

1. FU, =PV (1 +1)"
iy
2. PV =T

_ (1+r)"-1
3. FV, = CA X 0§

4. FV, = PMEXFVIFA in

5. PV, = (Ef—l) x {1 —

1
{1+r)“}
6PV, = PMT X PVIFA in

(1+7r)*-1

TOEVA, = CFy % {5 }x@+n

8. FVA, = PMT(FVIFA £ JE A7)

CFy

9. PV, = (—;—)X{l-— d—rw}x (1+71)
10.PVA,, = PMT x (PVIFA in WL +5)
11.CF, = (PVpx7) = {1- (—15—1,);}

12.PVIFA; o = PMT X3
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