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PART A
This part consists of FIVE (5) questions.

Answer ALL questions in the Answering Booklet.
QUESTION 1
a. Mr. Lee, the financial manager of Fantasy Toys Sdn. Bhd., was given the task of

improving the cash flow of the company. The following information was gathered

for the year ended 31 January 2023:

Sales RM300,000 (60% are credit sales)
Account receivables RM30,000

Inventory conversion period 66 days

Payable deferral period 40 days

Note: Assume 360-day a year.

i.  Calculate the firm’s cash conversion cycle (CCC).
(5 marks)

ii. If the firm is able to extend its payment period to 53 days by using a new
supplier, but as a result lengthen its inventory conversion period by 7 days.
Calculate the new CCC. Should the firm switch to the new supplier?

(4 marks)

b. Levender Sdn. Bhd. has estimated that 2,500 units of facial soaps will be sold
monthly next year. The selling price per unit is RM30 and a seven-day lead time
is required for deivery. The carrying cost per unit is 25% of the selling price. In
addition, cost of placing an order is RM80. If Levender Sdn. Bhd. maintains a

safety stocks of 1,500 units, calculate:

i. The optimal EOQ level.
(4 marks)
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i. The company’s reorder point.
(3 marks)

iii. The total inventory costs per year.
(4 marks)

QUESTION 2

a. Preston Sdn Bhd. decide to purchase a new machinery for RM60,000 and pay
RM20,000 as a downpayment. The company agreed to pay the rest over the next
5 years in 5 equal end-of-year payments. The interest rate is 4% compounded on

the unpaid balance.

i. Determine the annual payments value.
(4 marks)

i. Prepare an amortization schedule for the machinery purchase loan.
(5 marks)

b. To supplement your planned retirement in exactly 35 years, you estimate that you
need to accumulate RM260,000 by the end of 35 years from today. You plan to
make equal annual end-of-year deposits into an account paying 8% annual

interest.

i.  How much must you deposit annually to accumulate this amount?
(3 marks)

ii. If you can afford to deposit only RM1,400 per year into the account, how
much will you have accumulated by the end of the 35 years?
(2 marks)

iii. How does an ‘annuity due’ differ from an ‘ordinary annuity’?
(2 marks)
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QUESTION 3

a. From the following price data for Hi-Tech Bhd:

Year Stock Price (RM)
1 11
2 14
3 12
4 16

i.  Calculate the holding period return for years 2 through 4.

(3 marks)
i. How would you interpret the meaning of a holding period return?
(1 mark)
b. Suhaila owns a portfolio consisting of the stocks below:
Stock Percentage of Beta Expected Return
Portfolio (%) (%)
1 10 1.00 12
2 25 0.75 11
3 15 1.30 15
4 30 0.60 9
5 20 1.20 14

The risk-free rate is 8% and expected return on the market portfolio is 11.6%.

Required:

i. Calculate the expected return and beta of her portfolio.
(6 marks)
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i. Draw the Security Market Line (SML) on graph paper. Plot the expected

return for each stock from her portfolio on your graph. Briefly interpret these

findings.
(8 marks)
ii.  Define the term “return”.
(2 marks)
iv. List two (2) examples of systematic risk.
(1 mark)

QUESTION 4

You a consultant of a financial company. You want to help your client, QK Company
to determine their component and average costs of capital. You have gathered the

following information:

1. The current price of the firm’'s 12-years bond, RM1,000 face value, 8% annual
coupon bonds is RM1,166. There would also be a floatation cost of RM26 per

bond. The firm is in a 34% tax bracket.

2. The price of the firm’s preferred stock is RM90 and pays dividends of RM7.50 per
stocks annually. If new issues are offered, flotation costs will be 12% of the current

price.
3. The current price of common stock is RM45 per share. The company is expected

to pay RM2.50 per share in annual dividends next year. The floatation cost is

estimated at 9% while the dividend annual growth rate is to be 7%.
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4. The market value of the sources of financing are:

RM2,500,000
RM4,500,000
RM3,000,000.

e Debt
o Common stock

e Preferred stock
Required:

a. Calculate:

i. costofdebt

ii. costof preferred stock

iii. costof newly issued of ordinary share

b. Calculate the firm's weighted average cost of capital.

QUESTION 5
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(6 marks)

(3 marks)

(3.5 marks)

(5.5 marks)

Mewah Furniture Bhd is in process of choosing the better of two-equal risk, mutually

exclusive projects, Project Cengal and Resak.

Project Cengal Project Resak
Initial investment -RM550,000 -RM550,000
Year Cash flows (RM)
1 170,000 190,000
2 160,000 190,000
3 190,000 190,000
4 180,000 190,000
5 160,000 190,000

SULIT
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If Mewah Furniture requires a minimum rate of return of 15%, calculate:

a. Payback period for both projects.

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

(7 marks)
c. Profitability index (PI) for both projects.

(3 marks)
d. Internal rate of return (IRR) for Project Resak.

(4 marks)

e. If IRR for Project Cengal is 17%, and based on ALL your answer above, which
project should be accepted? Why?
(3 marks)

f. Explain the important of capital budgeting.
(4 marks)

[100 MARKS]

END OF QUESTION PAPER
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