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Q1 (a) Differentiate secured and unsecured debits.

(4 marks)
(b)  Describe bond valuation relationships with
) Yield to maturity
(i)  Maturity date
(iii)  Par value
(6 marks)

(¢)  Didi Inc. has issued a 12% bond that is to mature in nine years. The bond has a
RM1,000 par value, and interest is due to be paid semi-annually.

Calculate the price of the bond if your required rate of return is 10%.
(4 marks)

(d)  Discuss TWO (2) reasons why preferred stock would be viewed as less risky than
common stock to investors.
(4 marks)

(¢)  The common stock of Mulberry Inc. is selling for RM26.75 on the open market. A
dividend of RM3.68 is expected to be distributed, and the growth rate of this
company is estimated to be 5.5%. If Din, an average investor, is considering
purchasing this stock at the market price,

Compute:

(1) The expected rate of return.
(3 marks)

(i)  The value of the stock if Din’s required rate of return is 9%.
(3 marks)

(ili)  Determine whether this stock is a desirable investment considering Din’s

required rate of return.
(2 marks)
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Q2

@

(b)

©

Define profitability index.
(2 marks)

Company A is considering two investment projects, each of which requires initial
outlay of RM25 million. The company estimates that the cost of capital is 10%
and that the investments will produce the net cash flows as shown in Table Q2
below.

Table Q2: Net Cash Flows from Investments

Year Project A (RM mil) | Project B (RM mil)
0 (25) (25)
1 5 40
2 10 35
3 15 30
4 20 25
5 30 20

Compute:

(1) The payback period for Project A and Project B.

(5 marks)
(i1)  The net present value (NPV) for Project A and Project B.
(5 marks)
(iii)  The internal rate of return (IRR) for Project A and Project B.
(5 marks)
(iv) Based on your calculations in Q2(b)(iii), choose which project will be
undertaken if:
(a)  Both projects are mutually exclusive.
(1 marks)
(b)  Both projects are independent.
(1 marks)
Explain THREE (3) problems in project ranking.
(6 marks)
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Q3

(@)

(b)

©

Last year Mocha Mocha, Inc. had RM50 million in total assets. Management
desires to increase its plant and equipment during the coming year by RM12
million. The company plans to finance 40% of the expansion with debt and the
remaining 60% with equity capital. Bond financing will be at a 9% rate and will be
sold at its par value. Common stock is currently selling for RM50 per share, and
flotation costs for new common stock will amount to RMS per share. The expected
dividend next year for Mocha Mocha is RM2.50. Furthermore, dividends are
expected to grow at a 6% rate far into the future. The marginal corporate tax rate is
34%. Internal funding available from additions to retained earnings is
RM4,000,000.

Compute:

@) The amount of new common stock that must be sold if the existing capital
structure is to be maintained?
(5 marks)

(ii)  The weighted average marginal cost of capital at an investment level of
RM12 million.
(6 marks)

Discuss THREE (3) advantages of using commercial paper as a source of credit.
(6 marks)

John Legend Enterprises has a line of credit with Floyd Bank that allows John to
borrow up to RM350,000 at an interest rate of 5%. However, John must keep a
compensating balance of 10% of any amount borrowed on deposit at Floyd. John
does not normally keep a cash balance account with Floyd.

Compute the effective annual cost of credit.

(7 marks)
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(b)
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Explain the impact of inflation has on exchanges rates and interest rates.

(5 marks)

US German Imports Ltd has agreed to purchase 15,000 of German cars for 16
million Euro at today’s spot rate. The firm’s financial manager has noted the
current spot and forward exchange rate between USD and Euro as shown in Table

Q4(a).
Table Q4(a): Spot and Forward exchange rates between USD and Euro
USD/€ €/USD
Spot 0.16933 5.9055
30 - day forward 0.16890 5.9207
90 — day forward 0.16807 5.9499
180 — day forward 0.16719 5.9812
Spot 0.16933 5.9055

() US German Imports Ltd also agrees to purchase 15,000 cars today at the
same price of 16 million Euro.

Compute the total price in USD if the cars are purchased at today’s spot

rate.

(4 marks)

(i)  Assume the firm also agrees to purchase another 15,000 cars in 3 months at
the same price of 16 million Euro.

Compute the total price in USD if the payment for the cars is made in 90

days.

(4 marks)

(iii)  Assume the exchange rate drops for Euro as shown in Table Q4(b).

Table Q4(b): Spot and Forward exchange rate between USD and Euro

USD/€ €/USD
Spot 0.203196 4.92125
30 - day forward 0.20268 4.933917
90 — day forward 0.201684 4.95825
180 — day forward 0.200628 4.984333

Compute the total price in USD if 15,000 cars are purchased for 16 million

Euro should the purchase is conducted:

(a) Today.

UM T a Y2t

(4 marks)
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(b)  In 3 months period.
(4 marks)

(c)  In 6 months period.
(4 marks)

- END OF QUESTIONS -
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