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INSTRUCTIONS TO CANDIDATES

1. Please read the instructions given in the question paper CAREFULLY.

2. This question paper is printed on both sides of the paper.

3. This question paper consists of FIVE (5) questions. Answer only FOUR (4) guestions. .
4. Please SHOW ALL YOE{R WORKINGS.

5. Please write your an(s)@ers on the answer booklet provided.

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

Q
7. This question quer must not be removed from the examination hall.
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THERE ARE SEVEN (7) PAGES OF QUESTIONS, EXCLUDING THIS PAGE
AND
FOUR (4) PAGES OF ATTACHMENT
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Below are the financial statements for Star5 Company: NN
&
Profit and Loss Statement for the year Ended 30 December 2014
©
RM v
Sales (60% on credit) 3,393,000
Cost of Sales 2,482,000
Gross Profit 911,000
General Expenses 492,000
Depreciation 147,000
Operating Income 272,000
Other Income 48,000
EBIT @\ 320,000
Interest ()O 75,000
Profit before tax B 245,000
Corporation Tax i 74,000
Net Profit \2.\ 171,000
&
K
Statement of Financial Positions as at 30 December 2014
Assets RM Liabilities RM
Stocks 435,000 Account Payable 321,000
Account Receivable 441,000 Accruals 80,000
Prepayments 90,000 Short Term Loan 335,000
Cash 216,000
Plant & Equipment 2,135,000 Long Term Loan 883,000
Less: Depreciation 810,000
Ordinary Shares 100,000
A Preference Shares 48,000
Q Capital Reserves 552,000
(JO Retained Earnings 563,000
Tofal Assets 2,882,000 [otalLiabilitiesand o0, 54,
.‘l Equity
&
X
R
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Industry Average Ratios:
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Current ratio 3x Debt equity ratio 50%
Inventory turnover 4x Times interest 3x
earned Ay
Average collection | 30 days | Net Profit Margin 4% OQ
period @)
Fixed assets 4 x Return on equity 10% S
turnover &
Debt ratio 40% | Price earnings ratio 25% Q"\
@Q*
v

\/
a) Given the company market price is RM20 per share and they had issued

200,000 shares, calculate the indicated ratios for Star5 Company.

(10 marks)

b) Compare and comment the performance of the ratios calculated in (a).
(10 marks)

c) Explain and illustrate Aggressive Approaoﬁ_\n working capital management

policy.

EIB 11603 FINANCE 1
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Mountain Berhad wishes to know the cash requirement for first quarter of 2016. The

actual and forecasted sales are as follows:

iii.

vi.

Month Sales (RM 000)

October 2015 2,000 Q—\
November 2015 2,500 (JO
December 2015 3,200 N
January 2016 2,000 Q;\
February 2016 3,000 ol

March 2016 2,500 ,\If\b@

April 2016 3,500 Y,

Cash sales are 50% of the monthly sales with 60% of the balance are
collected one month after the sales and remaining 40% collected two months
after sales.

Purchases of materials are representing 40% of sales and are made one
month before sales occur.

Payment of material are 50% cash and the balance is paid equally in the next
two months.

Other fixed monthly expenses are d?preciation RM300, rent RM400, selling &
administration RM200 and interegtjon long term debt of RM100.

The company also plans to~cat;quire a new machine worth RM2,300 in
January to increase its operétihg efficiency. It is agreed that 20% is on cash
payment and the balance be paid in the February and March.

The ending cash balgﬁee in December is RM500 while cash reserve
requirement is RM500.

You are required to:

E

~/

a) Prepare the cash budget for first quarter of 2016.

(20 marks)
b) Explain the benefits of preparing a cash budget.
(5 marks)
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a) Zawra have deposited RM1,000 today and the bank offers a 7% interest rate

per annum. Determine the future values if she plan to save her money for 3

3 né}ks

b) A Malaysian investor may invest in a property sector, expectin galn

years.

RMS54,000 after seven years. Based on a careful study of othe&hvestment
alternatives, he believes that a 20% annual return compound%ﬁquanerly is a
reasonable return to earn on this investment. How much shy@ihld he pay for it
foday?
(3 marks)
c) Roslan has invited in a special government bond that provides income on
investment of RM100 per annum in perpetuity. Determine the present values
of this perpetuity if you are told that the time value of money is 8% per
annum., Q
()O (3 marks)
d) Sherry borrow RM100,000 with interest chfg(\:@ed 8% per annum. She need to
repay RM146,932 after 5 years. Ca!{hll‘ate how much interest rate are
charged by the lending institution. ;@Q“
\/\ (3 marks)
e) Bakri plan to put aside RM5,000 per year so that he can make a nice down
payment on a BMW car in 6 years’ time. If he makes the payments at the end
of each year and earns 8% on his deposits, how much will he have
accumulated at the end of Year 67
(4 marks)
f) Dila want to buy a car costing RM40,000 in 5 years. She plan to save her
money by n@king equal saving (monthly) in her bank account, which pays
12% compé)nded monthly. How much must she deposit each month?
5 (4 marks)

g) Differeﬁ\ﬂate between simple interest and compound interest.

(5 marks)

&
&
N
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Mesra Permai Sdn Bhd needs to raise RM750,000 in short term loan for five months.

The company has the following alternatives: Q“L
QO
a) Compute the effective cost of financing for each alternatives. .{5
'
o
i. Forego trade credit with the credit terms of 3/15 net 60. &QJ
: AV,
(4 marks)

ii. Aline of credit of RM950,000 with 5% commitment fee on the unused fund
and a 8% stated interest rate.
(4 marks)
ii.  Issue commercial paper with a face value of RM150,000each at 15% per
annum. The issuing cost is RM4,000 per paper.
@fk (4 marks)
iv. A loan from XYZ Bank at a discounted ipjérest rate of 7% per annum and

12% compensating balance. The pres&ﬁ? account balance in the company is

RM25,000. ‘Z&
(g\“ (4 marks)
b) Which of the alternatives sh&ld Mesra Permai choose? Provide your
reasons.
(3 marks)
c) Explain the management of account payable.
(6 marks)
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Question:

Super 5 Bhd proposes to raise RM20 million funds for business expansion and is
seeking your financial advice to determine the firm’s cost of long-term financing. The
following data are available for the various alternatives of raising funds:
Q

Alternative 1: (_,O
The bond price is 8% annual coupon, 30 year maturity of bond, issued 15:years ago
is RM950. Corporate tax is 30%. Floatation cost of issuing new bond E.SE/S of the par
value. &

\lfb
AV,
Alternative 2:
The current price of its preferred stock is RM95 per share. It pays 10% dividend.

Floatation cost of new issue is 5% of its current price.

Alternative 3: A
The current price of common stock is RM25 per $Rare. The last dividend paid was
RM2.50 per share. Dividends are expected to gréw at 6% per year. Floatation cost of

issuing new common stock is 5% of the markgiﬁ'rice.

R
a) Calculate the cost of capital for fo'@}‘ving alternatives:
N

i. Alternative 1

(4 marks)
i. Alternative 2

(3 marks)
iii. Alternative 3

(3 marks)
iv. Calculate weighted average cost of capital (WACC) for the project, if

the{isompany issues RM10,000,000 bond, RM5,000,000 common
s@ks and RM5,000,000 preferred stocks.
> (7 marks)
V. ({—}f the required rate of return (IRR) is 12% should the company accept
(5‘ the project? Provide your reasons. '

A\("7)\ (2 marks)
~
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b) Identify the factors affecting cost of capital.

(6 marks)

R
END OF QUESTION PAPER (JO
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