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SECTION A (Total: 100 marks)

Answer FOUR (4) questions.

Please use the answer booklet provided.

Question 1

Mengkome Corporation is considering a new project that requires an initial investment of $1
million. The project is expected to generate cash flows of $300,000 annually for 5 years.
Mengkome Corporation has a target capital structure of 80% equity and 40% debt. The cost
of equity is estimated at 10%, and the cost of debtis 6%. The taxrate is 30%.

(a) Calculate the WACC for Mengkome Corporation.
(4 marks)

(b) Explain the significance of WACC in investment decisions.
(3 marks)

(c) Should Mengkome Corporation proceed with the new project based on the
calculated WACC? Use the Net Present Value (NPV) method to support your
answer.

(5 marks)

(d)  Discuss THREE (3) factors could affect the cost of capital for Mengkome Corporation.

(6 marks)
(e) How does a change in the cost of debt to 8% affect the WACC?
(4 marks)
M Discuss the implications of a higher cost of capital on project viability.
(3 marks)
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Question 2

Keyla, a junior financial analyst at Brainee Corporation, has been tasked with evaluating two
capital investment projects: Project AA and Project BB. Each project requires an initial
ivestment of RM 140,000 and has a cost of capital of 12%. As a senior financial analyst at
Brainee Corporation, you are expected to support Keyla in analyzing these proposed capital

investment projects. Belo the expected cash flows for each project:

i
0 140,000 140,000
1 80,000 71,800
2 70.000 76,000
3 51,000 72,000
i 50,600 54,400
Calculate :

(a) Payback period for both projects.

(6 marks)
(b) Net present value (NPV) for both projects.

(8 marks)

(¢) Internal rate of retum (IRR) for both projects.
(12 marks)
{d) if the projects are mutually exclusive, recommend the best project for Keyla

Corporation. Furthermore, briefly describe the reason for the recommendation.

(1 marks)
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Question 3

Bellinda recently has RM200,000, which she has invested entirely in Stock Helok because
she believes it carmies minimal risk. However, it's important to explore the advantages of
diversification. Although Stock Helok is relatively safe, spreading her investments could
improve her portfolio’s overall risk management, After reviewing Stock Kayoo's performance
data, Bellinda recommend a revised investment strategy: allocate RM 120,000 to continue
with Stock Helok and invest the remaining RM80,000 in Stock Kayoo. This strategy aims o
create a more balanced portfolio, potentially lowering overall risk and increasing the
chances of achieving stable retums.

] Economy Probability Stock Helok, | Stock Kayoo

{%) (%) i

i Recession_ - 0.2 7 15 |

CAVerage e S0 T TR | NN R— LAs
Boom 0.2 i 30 40

(a) Compute standard deviations of retums on Stocks Helok and Kayoo.

(12 marks)

(b) Calculate expected retum for Bellinda’s portfolio.
(3 marks)

{c) Calculate the risk of portfolio after diversification.
(8 marks)

(d) Compare the risk of portfolio after diversification with stand-alone risk of stock
Helok or stock Kayoo only.

(1 marks)

(e) Explain how the Coefficient of Variation be a better measure of risk than Standard
Deviation when comparing two investments with vastly different expected retums.

(3 marks)
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Question 4

Tomandjerry wants to borrow RM200,000 for a period of 10 years. The lenders offer her
three options of payment structures:

OPTION 1
Tomandjerry pays all of the interest (6% per annum) and principal in one lump sum at the
end of 10 years.

OPTION 2
Tomandjerry pays interest at the rate of 6% per year for 1years and then a final payment of
interest and principal atthe end of the 10" year.

OPTION 3
Tomandjerry pays 10 equal payments at the end of each year inclusive of interest (8% per
annum) and part of the principal.

(2) Calculate the total amount of interest paid and the total amount of payments under
each option.

(13 marks)

(b) Explain which aiternative should Tomandjerry choose between these TH REE (3)
options.

(2 marks)

(c) Draw the table (only for first 5 equal payments) to show the equal payments,
interest paid and balance that Tomandjerry should pay for Option 3.

(10 marks)
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Given are the financial statements of Ghaso-Ghaso Corporation.
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GHASO-GHASO CORPORATICN
Balance Sheet as at December 2025

- ey

{Current Liabilties:

Cash

112,500.00;

Account Payable

56,250.00

" Marketable

Securities

Alc Receivables

i

337,500.00

Notes Payable

Accruals

900,000.00

" Building

i
T

T iLong-term Debt:

"1237,50000 |

" Bond

inventories i 843,750.00
T G heaets T 2.643,750.00] jTolal Curfent Liabiliies | 1,856,250.00

!
Y R R

""2,250,000.00

Equipment

2,306,250.00

!

[

Furniture QOO,OOOAOOE ;%Equities: i
Total Fixed Assets 4,443,750.00 J Commen Shares 1,293,750.00
Depreciation (1,462 ,500.00) 1 Retained Earnings 225,000.00
Net Fixed Assets 2.981,250.00 {Tota! Equities 1,518,750.00

Total Assets

1

Total Liabilities &

5§,625,000.00

§,625,000.00. [Equities

Sales for 2025 were RM 2,500,000 and it was expected to increase fo RM 3,000,000 in year
2025. Net income for 2025 was RM515,000 and cash dividend for shareholders in 2025
amounted to RM 250,000.

RBased on the information above:

Determine the growth rate that the company can grow without relying on additional
financing.

(@)

{5 marks)
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(b) Prepare a Pro forma Balance Sheet of Ghaso-Ghaso Corporation for year 2026.
{20 marks)

END OF EXAMINATION PAPER
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FORMULA

e FV=PV(FVIFn)
e PV=FV(PVIFin)
e FV=CFa(FVIFAIn)
» PV=CFa(PVIFAn)
. n:ln[PMTI(PMT-Per)]IIn(1+r)
e i=(FV/PV)'M-1
e PB= 10
Ann CF
e PBP=[(n-1)] + [(IO-sumof cash flow before n)/ (cash flow of the year n)]
e NPV =CF (PVIFAIN)-I0
e NPV=F[CF(PVIFin) -10
« Pl =PV of future cash flow / Initial Investment
e d1=do(1+g)
e ke=(d1/po)+g
e kp=dipo
s rd=Ki(l-t)
e WACC = WeKe +WpKp + WdKd
o E(Rp)= (WA x E(RA)) + (WB x E(RB))
e op =V{ WA20A2) + (WB20B2) + (2WAWBpOACB)
e ERi= Rf+ Bi{(ERm-Rf)
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