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QUESTION 1

a. In modern corporations, managers are entrusted to run the company on behalf of the
shareholders. However, differences in objectives and information gaps may lead to
conflicts of interest between the two parties.

Required:
Describe TWO (2) methods used by companies to reduce agency conflicts.

{4 marks)

b. A company's board of directors is currently reviewing its corporate objectives. While
some members argue that maximizing annual accounting profit should remain the
primary goal, others insist that long-term shareholder wealth maximization provides a
more appropriate framework for financial decision-making.

Required:

Explain THREE (3) reasons why shareholder wealth maximization is considered more
appropriate than profit maximization in corporate financial decision making.

(6 marks)

(Total: 10 marks)
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QUESTION 2

SegarBite Foods Berhad produces frozen ready-to-eat meals. The company uses a key raw
material with annual usage of 420,000 units, and the plant operates 280 days per year. The
cost of placing and receiving an order is RM410 per order, and the annual carrying cost is
RM1.05 per unit per year. The selling price of the final product is RM2.10 per unit.

To expand production, the company plans to purchase two assets and is also negotiating
supplier credit terms. The details are as follows:

» Packaging Machine: RM28,000 on terms 3/15, net 75
» Blast Freezer: RM14,500 on terms 2/10, net 50

Assume the company uses a 360-day year, and any cash discount is paid exactly on the
discount day; otherwise, payment is made exactly on the net day. Assume 55% of suppliers
expect the company to take the discount when offered.

Required:

a. Compute the following:

l.  EOQ and total annual inventory cost.
(7 marks)

ii. Reorder point if the raw material lead time is 5 working days.
(4 marks)

i. Annual percentége rate and annual percentage yield of not taking the cash discount
for both assets.
(6 marks)

b. ‘The company expects all sales to be on credit and follow one form of credit policy, 2/15,
net 45, with 60% of customers taking the discount. Calculate the company’s average
accounts receivable.

(8 marks)

(Total: 25 marks)
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QUESTION 3

a.

Neo Media Advertising Sdn. Bhd. is considering replacing its existing digital printing
equipment with a newer, more efficient model.

The new equipment costs RM520,000 and requires RM18,000 for delivery and
RM22,000 for installation and calibration. It has a useful life of 5 years and an estimated
residual value of 10% of its purchase price at the end of Year 5.

The existing equipment was purchased 5 years ago for RM260,000 and is being
depreciated using the straight-line method over 10 years with zero salvage value. If
sold today, the old equipment can be disposed for RM95,000. If kept for another 5
years, it can be sold as scrap for RM15,000.

With the new equipment:

s Annual sales are expected to increase by RM240,000.

+ Annual operating costs are expected to decrease by RM120,000.

» The annual maintenance cost is RM35,000.

The replacement requires an increase in net working capital of RM80,000 recoverable
at the end of Year 5. A feasibility study has already been conducted at a cost
of RM25,000. Training cost for staff is estimated at RM40,000.

The company’s required rate of return is 12%, and the corporate tax rate is 24%.
Required:

Calculate:

i, Initial cash outlay.

(8 marks)

ii.  Annual incremental after-tax cash flows.
(11 marks)

iil.  Terminal cash flow at the end of Year 5.
(1 mark)
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b. Kilang RekaGrafik Berhad operates through two divisions with different business risk
profiles. Management has historically applied a single corporate hurdle rate for all
investment decisions. However, the finance department now argues that projects
should be evaluated using division-specific required returns that reflect their systematic

risk.

Division A is considering a project requiring an initial investment of RM140,000, which
is expected to generate RM38,000 annually for 5 years.

Division B is evaluating a project requiring an initial investment of RM160,000, with the

following expected cash inflows:

Year Cash Flow (RM)
1-2 30,000
3-4 42,000

5 55,000

Required:

Calculate for both divisions:

i. Net Present Value (NPV) using a discount rate of 10%.

il. Intemnal Rate of Return (IRR) and payback period.

(7 marks)

(13 marks)

(Total: 40 marks)
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QUESTION 4

A public listed company has maintained a stable dividend payout over the past several
years, even though its annual profits have fluctuated significantly. Some shareholders
argue that dividend payments should vary according to earnings, while others believe
that maintaining dividend stability enhances investor confidence and firm value.

Required:
Explain THREE {3) reasons why companies distribute dividends to shareholders.
(3 marks)
Identify THREE (3) dividend theories that explain the company's decision to
maintain a stable dividend payout.
(6 marks)
Classify TWO (2) effects of stock dividend and stock split on the firm's equity

structure and shareholders’ wealth.
(6 marks)

Two manufacturing companies operating in the same industry but at different stages.
A retail company intends to merge with its main supplier in order to strengthen its
supply chain and gain better control over production costs.
Required:
Identify the type of merger involved and TWO (2) potential benefits arising from the
merger.

{4 marks)

A Malaysian investor plans to invest in technology stocks listed in the United States
and Europe.

Required:
Analyse THREE (3) specific risks that may affect the returns on these overseas
investments.
{6 marks)
(Total: 25 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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