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

Answer ALL questions in the Answering Booklet.

QUESTION 1

a. Dahlia Bhd. collects its account receivables in 55 days after credit sales are made
and pays its account payables obligations in 40 days after credit purchases are
placed. The firm's cost of goods sold (COGS) for the year is RM600,000 and its
closing inventory amounts to RM40,000. (Assume 360-day in a year).

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

ii. The firm is able to extend its payment period to 55 days by using new
supplier; due to this its inventory conversion period will be lengthened by 6
days. Calculate the new CCC. Should the firm change to the new supplier?

(4 marks)

b. Digital Products is involved in the production of television parts and has the

following information:

Annual unit usage is 500,000. (Assume a 50-week year in your calculation).
The carrying cost is 20% of the purchase price.

The purchase price is RM2 per unit,

The ordering cost is RM90 per order.

oA W

The desired safety stock is 15,000 units. (This does not include delivery-
time stock.)

6. The delivery time is one week.

SULIT : 2
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Given the preceding information:

i. Determine the optimal EOQ level.

(3.5 marks)
ii. How many orders will be placed annually?
(2 marks)
iii. What is the inventory order point?
(3.5 marks)

QUESTION 2

a. The financial manager at Suri Company is considering an investment that requires
an initial outlay of RM50,000 and is expected to result in cash inflows of RM10,000
at the end of year 1, RM12,000 at the end of each year 2 and 3, RM15,000 at the
end of year 4, RM9,000 at the end of year 5, and RM8,000 at the end of year 6.

Required:

i Draw and label a time line depicting the cash flows associated with Suri
Company proposed investment. (Use arrows fo demonstrate how
compounding is used to find future value and how discounting is used to find

present value by considering all of the cash flows.)

(10 marks)

ii. Which approach (future value or present value) do financial managers rely
on most often for investment decision making? Why?

(2 marks)

b. In 15 years, you plan to retire and buy a house in Langkawi Island. The house you
are looking at currently costs RM225,000 and is expected fo increase in value
each year at a rate of 5%. Assuming you can earn 10% annually on your
investment, how much must you invest at the end of each of the next 15 years to

be able to buy your dream home when you retire?

(6 marks)

SULIT 3
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Gemilang Publishers is considering the purchase of one of two microfilm cameras,
Pixon and Qanon. Both should provide benefits over a 10-year period, and each
requires an initial investment of RM4,000. Management has constructed the following

table of estimates of rates of return and probabilities for pessimistic, moderate and

optimistic results.

Pixon Qanon
Probability Return Probability Return
Pessimistic 0.25 20% 0.30 15%
Moderate 0.50 25% 0.50 25%
Optimistic 0.25 30% 0.20 35%
Required:

a. Calculate the expected return for each camera.

b. Calculate the standard deviation for each camera.

(7.5 marks)

(7.5 marks)

c. Given your answer in (2) and (b), which investment is better? Why?

SULIT

(2 marks)



SULIT SPSS/DISEMBER2022/DAC2053

QUESTION 4

Philips Company has asked a group of financial consultants to help them determine
their component and average cost of capital. The consultants have been able to gather
the following information:

1. The current price of the firm's 10-year, RM1000 face value, 10% annual coupon
honds is RM1,150. There would also be a floatation cost of RM25 per bond.
The marginal tax rate is 34%.

2. The price of the firm preferred stock has a current price of RM80 and pays
dividends of RM8 per year.

3. The common stock has a current price of RM30 per share; however, floatation
cost of 5% per share are expected. The company expects to pay RM2 per share
in annual dividends next year, and has an expected annual growth rate in
dividends of 6%.

4. The market value of the sources of financing are debt at RM2,000,000, common
stock at RM5,600,000, and preferred stock at RM2,400,000.

Required:
a. Determine the following:
i. costof debt
(10 marks)
ii. cost of preferred stock
(2 marks)
iii, costof newly issued of ordinary share
(3.5 marks)
h. Calculate the firm's weighted average cost of capital.
(5.5 marks)
c. Explain briefly why firms need to calculate the firm’s WACC?
(2 marks)

SULIT 5
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Eltrax Company has two projects under consideration. The cash flows for each of

them are shown in the following table. The firm has a 12% cost of capital.

Project A Project B
Initial investment -RM110,000 -RM110,000
Year Cash flows (RM)
1 20,000 35,000
2 30,000 35,000
3 40,000 35,000
4 45,000 35,000
5 46,000 35,000

Required:

a. Determine the payback period for each project.

b. Calculate the net present value (NPV) for each project.

c. Calculate the profitability index (Pl) for each project.

d. Calculate the internal rate of return (IRR) for project B.

(5 marks)

(7 marks)

(3 marks)

(4 marks)

e. Given IRR for project A is 16.7% and provided both projects are mutually

exclusive, which project should be accepted? Explain.

(3 marks)

f. Identify two (2) disadvantages of utilising the payback period method in capital

budgeting.

END OF QUESTICN PAPER

SULIT
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