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2. This question paper has information printed on both sides of the paper.

3. This question paper consist of ONE (1) section.

4. There are FOUR (4) questions, answer ALL questions.
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7. This question paper must not be removed from the examination hall.
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SECTION A: (TOTAL 100 MARKS)

INSTRUCTION: Answer All questions.

Please use the answer booklet provided.

Question 1

Al Mari recently leased space in the North Klang Gate Mall and opened a new wholesales
sport attire business named No One Come (NOC). A sport attire business for the elite.
Business has been good, but Al Mari has frequently run out of cash. They have necessitated
late payment on certain orders, which is beginning to cause a problem with suppliers. Ms Run,
the owner of Al Mari plans to borrow from the bank to have cash ready as needed, but first he

needs a forecast of just how much she should borrow.

Accordingly, she has asked you to prepare a cash budget for the critical period, which is the
last quarter of each year where all the sport activities where usually being organize. The
purchase is 50 percent of the sales and Ms. Run usually makes purchases a month before
the sale occurs. Meanwhile for the payment, it is fully paid and made a month after the
purchases. The staff salaries are RM 1,700 per person each month and currently they have
5 staff.

Previously the rent was charged RM 2,500, Ms. Run is being informed that the rent will be
increase by 10 percent for the last quarter for that year. Manwhile, Ms Run is being charged
RM 2,500 per month for the rent. In addition, Ms Run must make a tax payment consisting of
RM 4,000 at the end of December. The current cash on hand (on 1 October) is RM 30,000,
but Ms Run agreed to maintain a minimum bank balance of RM 15,000 — this is his target cash

balance. The estimate of sales is as foliows.

 Month |- Expected Sales (RM)
August — 710,000 '
September 2025 15,000
October 2025 20,000
November 2025 35,000
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December 2025 25,000
January 2026 10,000

As for the collection of credit sales, it is based on the following policy:
e 70%: 1 — month after sales
e 30%: 2 — months after sales

Other budgeted expenses are as follows:

tems October | November December
(RM) (RM) (RM)
Utilities 1,000 1000 1000
Insurance 600 600 600
Depreciation (equipments) 3,000 3,000 3,000
Interest 800 800 800

Additional information
» Rent, utilities, other operating costs, and interest are paid in the month incurred.
e Loans for equipment’s are paid at RM 2.000 every month.
e Semiannual bonus of RM 500 for each member of staff is scheduled to be paid in

December.
Additional borrowing is necessary to maintain that minimum batance. Interest in the borrowed
funds equals 12% per annum, or 1 percent per month, and is paid in the month following the

one in which funds are borrowed.

You are required to prepare the cash budgst for the month of October, November and

December.

[TOTAL MARKS: 30 MARKS]
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Question 2

Clean Corporation, a leader in the beauty and skincare industry, has always prided itself on
innovation and forward-thinking strategies. As part of their long-term growth plan, the
company’s financial advisory team has proposed exploring investment opportunities to

diversify their portfolio and create additional revenue streams.

Among the proposed options is a Stock Estee Lauder (EL) and Bond Berjaya Care (BC),
known for their potentia! to deliver varying rates of return. In their monthly department meeting,
the Chief Financial Officer (CFO) presented the details of two potential investments, Stock EL
and Bond BC, and requested you as her subordinates to carefully analyse the probabilities
associated with their potential returns. The detailed report showcasing the probability of

distribution of returns is as follows:

State of _ o Stock EL " Bond BC

1 Probability {(p} : — ‘ :

Economy : Return (r) | Return (r)
Expansion 0.25 %% 7%
Stable 0.55 8% 6%
Recession 0.20 - 10% 6%

(a) Calculate the expected rate of return and the standard deviation on the investment of
security KK and security BB.

(14 marks)

(b) Help the CFO by suggesting the most suitable investment for Clean Corporation.

Justify your reasoning.

(5 marks)

(c) The CFO intends to combine both of the stock into 2 single portfolio. He requires you

to come up with data on whether his action is wise or not for diversification and risk
management.

{6 marks)

[TOTAL MARKS: 25 MARKS]
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Question 3

Feda Inc. has the following capital siructure, which it considers to be optimal:

Bond RM500,000
Preferred stock RM300,00
Common equity RM1,200,000

Feda Inc. expected net income this year is RM34,285.72. Its established dividend payout ratio
is 30 percent; tax rate is 40 percent; and investors expect future earnings and dividends to
grow at a constant rate of 9 percent. Feda Inc. paid a dividend of RM3.60 per share last year,
and its stock currently seils for RM54.00 per share. Feda Ine. also obtain new capital in the
following ways:

o New preferred stock with a dividend of RM11.00 can be sold to the public ata price of

RM95.00 per share
e Bond coupon rate is 12 percent selling at par and the maturity is 20 years.
(a) Calculate the dividend for Years 1,2and 3.

(6 marks)
(b) Determine the cost of capital for each component.
(8 marks)
(c) Calculate the Weighted average cost of capital (WACC) of Feda Inc.
(6 marks)

[TOTAL MARKS: 20 MARKS]
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Question 4

Solaris Solutions Bhd is considering a project to manufacture a new type of high-efficiency
solar panel. The initial investment required for the production equipment is RM2,200,000. The

project has a lifespan of 5 years. The expected after-tax operating cash inflows are as follows:

Year After-Tax Operating Cash Inflows {RM)
1 500,000
2 600,000
3 800,000
4 900,000
5 700,000

You are requested to evaluate the project using the suggested tools and advise Solaris
Solution Bhd. on the feasibility of this project. Before you start calculating the data, Mr. Kamal,
the CFO, mentioned that the company had a policy regarding payback beriod of a project. The
company only will approve projecis that have payback periods of less than 4 years. This is 1o
reduce any risk in the future. Furthermore, Mr. Kamal also added that the company only will
accept if the return from the project is more than 12 percent.

(a) Payback Period

(2 marks)
(b} Net Present Value
(4 marks)
(c) Considering all your findings from parts (a) and (b), provide a final, well-reasoned
recommendation to the management of Solaris Solutions Ltd.
{6 marks)

{d) Based on the findings in (c), Mr. Kamal requests you calculate the approximate retumn
from the project using Internal Rate or Return. {Please use Interpolation Technique)
(7 marks)

(e) Mr Kamal decided to proceed with the project and again requests your advice on
borrowing money from the public using bonds. Advise Mr Kamal TWO (2) benefit in
issuing bond.

(6 marks)
[TOTAL MARKS: 25 MARKS]

END OF QUESTION PAPER
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FORMULA

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

)

=
e FVA=PMT ((—”—?—n'—l)

e ER)=3 (PxR)
« 0=/SPR-E(R)Y
e Cov(RyR;) = P[(R; — E[R:]) (R; — E[R;])]

= Cov(a,b}
Tah

e E(R)p = wiE(Rbox + WrvE(R)vv

e Pxxyr= COVixyy/ (oxx)(ovv)

o D1=Do(1+09)

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

e WACC = Sum of ([w] x cost of capital)
e NPV=TPV-CFO

NPV,

o PV=PMTX

e [RR=1,+ MNPVQ—NPVb (Tb - T'a)
e Ki=kd

For
o k= om-

2

o Ky =ki(1-tax)

e Kps=D/{MP-FC)

o Kre=[D1/(MP)+g

o Kus=[D1/(MP-FC)+g
s Vp/s=Dividend /k

s Vc/s =D4/(k-g)

o Kns=[D1/(MP-FC)+g
o Vp/s =Dividend / k

e Vc/s = Di/(k-9)
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