CONFIDENTIAL

UTHMW

Universiti Tun Hussein Onn Malaysia

UNIVERSITI TUN HUSSEIN ONN MALAYSIA

FINAL EXAMINATION
SEMESTER I

SESSION 2015/2016

COURSE NAME : FINANCIAL AND INVESTMENT
MANAGEMENT

COURSE CODE . BPB 23403
PROGRAMME . 3BPA
EXAMINATION DATE ~ : DECEMBER 2015/JANUARY 2016
DURATION : 3 HOURS
INSTRUCTION : ANSWER ALL QUESTIONS

THIS QUESTION PAPER CONSISTS OF TEN (10) PAGES

CONFIDENTIAL



CONFIDENTIAL BPB 23403

Q1

Q2

(a) Differentiate between current yield and yield to maturity.

(4 marks)
(b) Define the following value terms:

(i) Liquidation value

(2 marks)
(ii) Market value

(2 marks)
(iii) Intrinsic value

(2 marks)

© Daya Berhad has bonds outstanding that mature in 10 years. The bonds have
RM1,000 par value, pay interest annually at a rate of 9%, and have a current
selling price of RM1,125.

@) Determine the yield to maturity.
(6 marks)

(ii) Calculate the value of the bonds if investor’s required rate of return is

9.5%.
(4 marks)

Your firm have been asked to analyze a capital investment proposal. The project’s cost
is RM2,775,000. Cash inflows are projected to be RM 925,000 in Year 1; RM1,000,000
in Year 2; RM1,000,000 in Year 3; RM1,000,000 in Year 4; and RM1,225,000 in Year
5. Assume that your firm discounts capital projects at 15.5%.

Compute the followings:

(a) Payback period.

(3 marks)
(b) Discounted payback period.

(5 marks)
(c) Net Present Value (NPV).

(3 marks)
(d) Profitability Index (PI).

(3 marks)
(e) Internal Rate of Return (IRR).

(6 marks)
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Q3

(@)

(b)

(©

List THREE (3) important factors in selecting a source of short-term credit.
(3 marks)

Differentiate between pledging and factoring of account receivables.
(4 marks)

Richenstein Enterprises is in the business of selling dishwashers. The firm needs
RM192,000 to finance an anticipated expansion in receivables due to increased
sales. Richenstein’s credit terms are net 40, and its average monthly credit sales
are RM180,000. In general, the firm’s customers pay within the credit period;
thus, the firm’s average accounts receivable balance is RM240,000.

The comptroller of Richenstein Enterprises, Mr. Harris, approached their bank
for the needed capital, placing the accounts receivable as collateral. The bank
offered to make the loan at a rate of 2% over prime plus a 1% processing charge
on all receivables pledged. The bank agreed to loan up to 80% of the face value
of the receivables pledged.

(1) Estimate the cost of the receivables loan to Richenstein where the firm
borrows the RM192,000. The prime rate is currently 13%.
(6 marks)

(ii) Richenstein also requested a line of credit for RM 192,000 from the bank.
The bank agreed to grant the necessary line of credit at a rate of 4% over
prime and required a 12% compensating balance. The company currently
maintains an average demand deposit of RM40,000.

Estimate the cost of the line of credit to Richenstein.
(6 marks)

(iii)  Determine the source of credit that Richenstein Enterprises should select.
(1 mark)
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Q4 (a)

(b)

Explain TWO (2) objectives of determining company’s cost of capital.
(4 marks)

As a consultant to GBH Skiwear, you have been asked to compute the
appropriate discount rate to use evaluate the purchase of a new warehouse
facility. The market value of the firm’s capital structure are presented in the
following Table Q4 (b).

Table Q4 (b): Market Value of Firm’s Capital Structure

Source of Capital Market value
Bonds 500,000
Preferred stock 100,000
Common stock 400,000

To finance the purchase, GBH will sell 20-year bonds, paying 8 percent, at the
market price of RM850. Floatation costs for issuing the bonds are 6 percent of
the market price.

Preferred stock paying a RM2.50 dividend can be sold for RM35, the cost
issuing these shares is RMS5 per share.

Common stock for GBH is currently selling for RM50 per share. The firm paid
a RM2 dividend last year and expects dividends to continue growing at a rate of
8 percent per year. Floatation costs for issuing new common stock will be 10
percent of the market price.

The firm’s marginal tax rate is 34 percent.

Calculate;

)] After tax Cost of debt

(5 marks)
(ii)  Cost of Preferred Stock

(3 marks)
(iii)  Cost of Common Stock

(4 marks)
(iv)  Weighted Average Cost of Capital (WACC)

(4 marks)
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Q5

(2)

(b)

©

Define the followings:

(i) Asked rate

(2 marks)
(ii) Bid rate

(2 marks)
(iiiy  Spread

(2 marks)
Differentiate between exchange and political risk.

(4 marks)

The following Table Q5(c) contains information on Selling Quotes for Foreign
Currencies in New York.

Table Q5(c): Selling Quotes for Foreign Currencies in New York.

Country-Currency Contract USD/Foreign

Canada — Dollar Spot 0.8437
30-day 0.8417
90-day 0.8395

Japan — Yen Spot 0.004684
30-day 0.004717
90-day 0.004781

Switzerland — Franc Spot 0.5139
30-day 0.5169
90-day 0.5315

(i) Compute the indirect quote for the spot and forward Canadian Dollar,

Yen, and Swiss Franc contracts.
(3 marks)

(ii) The spreads on the contracts as a percent of the asked rates are 2 percent
for Yen, 3 percent for Canadian Dollars, and 5 percent for Swiss Francs.

Determine the bid rates for the different spot and forward rates.
(3 marks)

(iii)  You own USD10,000. The USD rate in Tokyo is 216.6743. The Yen rate
in New York is given in the Table Q5(c).

Calculate the gain (loss) for the arbitrage scheme with your capital.
(4 marks)

- END OF QUESTIONS -
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