CONFIDENTIAL

SJUITHM

<
Universiti Tun Hussein Onn Malaysia

UNIVERSITI TUN HUSSEIN ONN MALAYSIA

FINAL EXAMINATION
ONLINE
SEMESTER 2

SESSION 2020/2021
COURSE NAME :  FINANCIAL MANAGEMENT
COURSE CODE :  MPA 10703
PROGRAMME CODE . MPA
EXAMINATION DATE  :  JULY 2021
DURATION : 3 HOURS
INSTRUCTION :  ANSWER ALL QUESTIONS

CLOSE BOOK EXAMINATION

THIS QUESTION PAPER CONSISTS OF TEN (10) PAGES VILEBFB_U_IiA

CONFIDENTIAL



CONFIDENTIAL MPA 10703

Q1

Q2

Your firm is preparing to open a new retail strip mall and you have multiple businesses
that would like lease space in it. Each business will pay a fixed amount of rent each
month plus a percentage of the gross sales generated each month. The cash flows from
each of the businesses have approximately the same amount of risk. The business names,
square footage requirements, and monthly expected cash flows for each of the businesses
that would like to lease space in your strip mall are provided in Table Q1.

Table Q1: Potential business for new retail mall

Business Name Square Feet Required | Expected Monthly Cash Flow (RM)
'Videos Now 4,000 70,000
Gords Gym 3,500 52,500
IPizza Warehouse 2,500 52,500
Super Clips 1,500 25,500
30 1/2 Flavors 1,500 28,500
S-Mart 12,000 180,000
WalVerde Drugs 6,000 147,000
Multigular Wireless 1,000 22,250
(a) Assume the new strip mall will have 15,000 square feet of retail space available to be
leased.
Justify which businesses has the biggest possibility to be given the lease.
(10 marks)
(b) Assume the new strip mall will have 16,000 square feet of retail space available to be
leased.
Justify to which businesses you should lease the space in the mall.
(15 marks)
(a) Assume the market value of Fords' equity, preferred stock, and debt areRM6 billion,
RM2 billion, and RM13 billion, respectively. Ford has a beta of 1.7, the market
risk premium is 8%, and the risk-free rate of interest is 3%. Ford's preferred stock
pays a dividend of RM4 each year and trades at a price of RM30 per share.
Ford's debt trades with a yield to maturity  of 8.0%.
Calculate Ford's weighted average cost of capital if its tax rate is 30%.
(5 marks)
(b) SIROM Scientific Solutions has RM12 million of outstanding equity and RM4

million of bank debt. The bank debt costs 4% per year. The estimated equity beta is
1. The market risk premium is 8% and the risk-free rate is 4%.

Compute the weighted average cost of capital if the firm’s tax rate is 30%.
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Q3

(c)

(2)

(b)

The demand for cash flow of Bing Company is shown in Table Q2.

Table Q2: Demand for cash flow of Bing Company

Demand Cash Flow
Weak RM25,000
Expected RM35,000
Strong RM45,000

Assume Bing Company has only one project, as forecast above, and an unlevered
cost of equity of 8%.

Calculate:

(1) The value of the company if the demand is as expected.
(3 marks)

(i1) The expected return to equity holders if the company uses no leverage.
(2 marks)

(ii1))  The expected return to equity holders if the company borrows RM 10,000 at
5% to make the investment and demand is as expected.
(5 marks)

(iv)  The return to equity holders if demand is weak and the company borrows
RM10,000 at 5% to make the investment,
(5 marks)

Sinclair Pharmaceuticals, a small drug company, develops a vaccine that will protect
against Covid-19, a virus that is the cause of a number of diseases in human. It is
expected that Sinclair Pharmaceuticals will experience extremely high growth over
the next three years and will reinvest all of its earnings in expanding the company
over this time. Earnings were RM1.10 per share before the development of the
vaccine and are expected to grow by 40% per year for the next three years. After this
time, it is expected that growth will drop to 5% and stay there for the expected
future. Four years from now Sinclair will pay dividends that are 75% of its earnings.

Calculate the value of a share of Sinclair Pharmaceuticals today if its equity cost of
capital is 12%.
(5 marks)

Bean Enterprises will have earnings per share of RM2 for the coming year. Bean
plans to retain all of its earnings for the next three years. For the subsequent two
years, the firm plans on retaining 50% of its earnings. It will then retain only 25% of
its earnings from that point forward. Retained earnings will be invested in projects

with an expected return of 20% per year.
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3
Calculate the price of a share of Bean's stock if Bean's equity cost of capital is 10%.

(8 marks)

The Centennial Company has a bond outstanding with a face value of RM1000 that
reaches maturity in 15 years. The bond certificate indicates that the stated coupon
rate for this bond is 8% and that the coupon payments are to be made semiannually.

Calculate:
(1) The amount of each of the semiannual coupon payments assuming the
appropriate YTM on the Centennial bond is 8.8%.
(2 marks)
(i)  The price should this bond trade for.
(5 marks)
(ii1))  The YTM for this bond assuming that this bond trades for RM1,035.44
(5 marks)
Q4 The information on selected shares is shown in Table Q4.
Table Q4: Information on selected shares
Expected | Standard | Correlation with | Correlation with | Correlation with
Stock Return |Deviation| Duke Energy Microsoft Wal-Mart
Duke Energy 14% 6% 1.0 -1.0 0.0
Microsoft 44% 24% -1.0 1.0 0.7
'Wal-Mart 23% 14% 0.0 0.7 1.0
(a) Calculate:
(1) The risk associated with a portfolio that is equally invested in Duke Energy
and Microsoft.
(3 marks)
(i1) The expected return of a portfolio that is equally invested in Duke Energy
and Microsoft.
(2 marks)
(b) Analyse:
(1) The volatility of a portfolio that is equally invested in Wal-Mart and Duke
Energy.
(3 marks)
(i1) The combinations of two stocks would give you the biggest reduction in risk.
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(©)

(d)

The price of Microsoft is RM30 pgr share and that of Apple is RM58 per share. The
price of Microsoft increases to RM39 per share after one year and to RM42 after two
years. Also, shares of Apple increase to RM66 after one year and to RM71 after two
years. Your portfolio comprises 100 shares of each security. Assume no dividends
are paid.

Calculate the portfolio return in year 1 and year 2.
(5 marks)

A stock market comprises of 4600 shares of stock A and 1600 shares of stock B.
Assume the share prices for stocks A and B are RM15 and RM30, respectively.
Assume an investor has RM15,000 to invest and want to hold the market portfolio.

(1) Decide on the amount of money the investor will invest in Stock A and Stock
B.
(5 marks)

(i1) Assume the investor has RM 15,000 in cash and decide to borrow RM10,000
at 6% interest rate to invest in the stock market. The total investment worth
RM25,000 is invested in an exchange-traded fund (ETF) with a 10%
expected return and a 20% volatility. Assume that the traded fund returns is -
10%.

Calculate the expected and realized return on the investment.
(5 marks)
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*FVu= AMT (1+i)" or AMT (FVIF,,) Par— NetPrice

*You may use this formula to find growth rate (g) as well i.e. finding i. . k . C + n

4= Par+ NetPrice
PV= AMT (1+i)" or AMT (PVIF;,) >
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* Bondholder’s Expected Rate of Return

Preferred Stockholder’s Expected Return
=D/MP
= Annual dividend/market price

Common Stockholder’s Expected Return

= Dividend yield + Dividend growth rate
=(D;/MP) + g

= (Dividend in year 1/market price)+Dividend growi

After-tax cost of debt = k(, a-7)

D
P NP
- D
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APR = __Interest or Interest x__ |
Principle x Time Principle Time
i m
APY = 1 + £
n = 1

PV (annuity due) = PMT 1-# A+i) FVn(annuitydue):PMT{W}(HI)
i
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