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Q1

(a)

(b)

BPB 32403
Differentiate between systematic risk and unsystematic risk with an appropriate
example.
(5 marks)

You own a portfolio consisting of the following stocks as shown in the
following Table Q1.

Table Q1: Portfolio’s Information

Percentage Expected
Stock ot Portfolio (%)  P®  Return (%)
1 10 1.00 12
2 23 0.75 11
3 15 1.30 15
4 30 0.60 9
5 20 1.20 14

In addition, the risk-free rate is 8 percent while the expected return on the
market portfolio is 11.6 percent.

(1) Calculate the expected return of your portfolio.
(4 marks)

(i1) Calculate the portfolio beta.
(4 marks)

(iii))  Given the information above, plot the security market line on paper.
Plot the stocks from your portfolio on your graph.
(5 marks)

(iv)  Determine which stocks appear to be your winners and which ones

appear to be losers.
(2 marks)



Q2

Q3

BPB 32403

DigiMax Berhad is considering a major expansion of its product line and has estimated
the following cash flows associated with such an expansion. The initial outlay
associated with the expansion would be RM2,250,000 and the project would generate
incremental after-tax cash flows of RM755,000 per year for 5 years. The appropriate
required rate of return is 11.5%.

(a)

(b)

(c)

(d)

(©)

(2)

Determine the project’s payback period.

(3 marks)
Calculate the project’s net present value.

(6 marks)
Calculate the project’s profitability index.

(3 marks)
Calculate the project’s internal rate of return.

(7 marks)
Determine whether this project should be accepted or rejected.

(1 marks)

Compute the cost for the following sources of financing:

(1)

(i)

(iii)

A new common stock issue that paid a RM1.25 dividend last year. The
par value of the stock is RM2, and the earnings per share have grown at
a rate of 6% per year. This growth rate is expected to continue into the
foreseeable future. The company also maintains a constant
dividend/earnings ratio of 40%. The price of this stock is now RM30,
but 9% flotation costs are anticipated.

(4 marks)

A bond that has a RM1,000 par value (face value) and a coupon interest
rate of 13%. A new issue would net the company 90% of the RM1,125
market value. The bonds mature in 20 years, and the firm’s average tax

rate is 30% and its marginal tax rate is 34%.
(4 marks)

A preferred stock paying a 7% dividend on a RM125 par value. If a
new issue is offered, the company can expect to net RM90 per share.
(4 marks)



Q4

(b)

(2)

(b)

(©)

BPB 32403

(iv)  Internal common equity where the current market price of the common

stock is RM38. The expected dividend this coming year should be

RM4, increasing thereafter at a 5% annual growth rate. This
corporation’s tax rate is 34%.

(4 marks)

The capital structure for the DigiCom Corporation is provided in Table Q3(b).
The company plans to maintain its debt structure in the future. The firm has a
7% after-tax cost of debt, a 12.5% cost of preferred stock, and a 15% cost of
common stock.

Table Q3(b): Bias Corporation’s Capital Structure

Capital Structure (RM’000)
Bonds RM1,400
Preferred stock 550
Common stock 3,600

Calculate the firm’s weighted average cost of capital (WACC).

(4 marks)
Define Hedging Principle.

(2 marks)
List TWO (2) advantages and disadvantages of current liabilities.

(4 marks)

You are considering a loan of RM45,000 to finance inventories for a janitorial
supply store that you plan to open. The bank offers to lend you the money at 12%
annual interest for the six months the funds will be needed.

) Calculate the effective rate of interest on the loan.
(4 marks)

(i1) In addition, the bank requires you to maintain a 12% compensating balance
in the bank. Because you are just opening your business, you do not have a
demand deposit at the bank that can be used to meet the compensating
balance requirement. This means that you will have to put 12% of the loan
amount from your own personal money (which you had planned to use to
help finance the business) in a checking account.

Calculate the cost of the loan.
(6 marks)



Q5

(a)

(b)

(©)

BPB 32403

(iii)  In addition to the compensating balance requirement in (b) (ii), you are told
that interest will be discounted.

Calculate the effective rate of interest on the loan.

(4 marks)

Define the following terms:
) Asked rate

(2 marks)
(ii)  Bidrate

(2 marks)
(iii))  Spread

(2 marks)
Describe THREE (3) levels of Foreign Exchange (FOREX) market.

(6 marks)

The following Table Q5(c) contains information of the quoted foreign
exchange on 28 December 2013.

Table Q5(c): Selected Foreign Exchange Rate on 28 December 2013

Country Direct rate Indirect rate
Britain (Pound) 1.6228 0.6162
China (Yuan) 0.1555 6.4311
Euro 1.4241 0.7022
Japan (Yen) 0.0130 77.1550

Determine the cross rates for the following:

(i)  Britain (Pound) to Japanese (Yen).
(4 marks)

(i) Euro to Chinese (Yuan).
(4 marks)

- END OF QUESTION -
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FINAL EXAMINATION

3 BPA

PROGRAMME

SEM 1/2104/2015
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FINAL EXAMINATION

3 BPA
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SEM 1/2104/2015
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