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1. This question paper consists of FOUR (4) questions.
2. Answer ALL questions in the Answer Booklet provided.

3. Please check to make sure that this examination pack consists of:
i. The Question Paper.
ii. An Answer Booklet.
iii. Appendix 1-4.

4. Do not bring any material into the examination hall. The use of a calculator is allowed.

5. Please write your answer using permanent ink.
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QUESTION 1

a. Digital Technology Sdn. Bhd. is planning to cope with the latest technology by
changing its equipment with the latest model. The cost of new equipment is
RM500,000. Employees need to be trained to handle the equipment and the cost of
training is RM30,000. Other costs related to the new equipment are RM15,000 and
RMS5,000 for the installation and delivery cost respectively. The new equipment is
expected to have a useful life of five years and at the end of the year, the expected
salvage value is RM50,000.

The new equipment is expected to increase the production and sales of the company
by RM300,000 and reduce its operating cost by RM100,000 annually. In addition,
cost of defects can also be reduced by RM50,000 every year. However, the
maintenance cost is expected to increase by RM80,000 every year. With the new
equipment, the net working capital will increase by RM90,000.

Currently, the company is using an equipment which was bought five years ago at
the price of RM200,000. The old equipment has a remaining useful life of five years,
the equipment is expected to have a salvage value of RM40,000. If it is sold
immediately, the equipment is worth RM80,000. The company corporate tax is 25%.
Required:

Based on the information above, calculate:

i. Initial outlay.
(9 marks)
ii. Annual differential after-tax cash flow.
(11 marks)
iii. Terminal cash flow.
(3 marks)
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b. Eyes World Corporation has traditionally employed a form wide for capital budgeting
purposes. Publishing has generated cash of RM23,780 in the first 3 years, RM24,800
in year 4 and RM25,908 in the next 2 years. While entertainment has generated cash

as follow:
Year Cash Flow (RM)
1-2 19,809
3-4 24,790
5-6 28,450

The initial cost for entertainment and publishing division are RM120,809 and
RM116,570 respectively. The required rate of return for entertainment is 10% and

publishing is 7%.
Required:
Based on the information above, calculate for both division:

i. Net present value.

(7 marks) ‘
i. Internal rate of return.
(11 marks)
g. Distinguish TWO (2) types of projects with an example each.
(4 marks)

(Total: 45 marks)
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QUESTION 2

a. TechNova Berhad is planning to expand by building a new manufacturing plant
costing RMS0 million. It has two financing options:

Equity: Issue new shares, which will dilute ownership but requires no fixed
repayments,

Debt:  Issue long-term bonds at 7% annual interest, which will increase leverage
but maintain ownership control.

The company’s current capital structure is 40% debt and 60% equity. Management'’s
goal is to balance shareholder wealth maximization with risk control.

Required:

o, Describe ONE (1) advantage and ONE (1) disadvantage for each financing
options on TechNova's capital structure. :
(4 marks)

ii. Classify how the chosen financing decision could affect future investor
confidence in TechNova Berhad.
(6 marks)

b. Amirah Filzah has been hired as an assistant of financial vice president of Mega
Technology Berhad and her task is to estimate the value of securities. Mr. Mark,
financial manager has provided her the following information:

Share A:  The current price of the firm preferred share is RM113. The preferred
shares pay an annual dividend is 9 percent of RM110 par value. Mega
would incur flotation costs of RM2 per share on a new issue.

Share B:  Mega'’s share is selling for RM40 per share. Recently, dividend paid was
RM2 and expected to grow at 5 percent in year 1, 7 percent for next three
years, 9 percent for the following year and the rate of growth settles at 3.5
percent indefinitely.

Share C:  Mega's paid a dividend of RM3.20 per share yesterday. Analysts expect
the firm’s dividend to grow at 5 percent indefinitely.

The required rate of return is 12 percent.

Required:

Based on the information above, calculate the value of securities.
(15 marks)

(Total: 25 marks)
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QUESTION 3

Dato Aslam is a Chief Financial Officer (CFO) of Seri Gemilang Berhad proposed to the
- board of directors that the company distribute a non-cash dividend to its shareholders in the
form of additional ordinary shares. The company's shares are currently trading at RM7.20
per share, and the statement of shareholders' equity is as follows:

Preferred share RM3,200,000
Common share (RM3 par) RM9,000,000
Paid-in capital in excess of par RM4,500,000
Retained earnings RM22,800,000
Total shareholders’ equity RM39,500,000
Required:
a. Prepare the shareholders’ equity accounts and show the effect independently if the

CFO proposes that the company declare a 15% share dividend. Subsequently, the
company intends to distribute a cash dividend of RM1.20 per share to ordinary
shareholders.

(12 marks)

A shareholder makes the following statement:

"A 156% share dividend increases my wealth because | receive more shares from the
company.”

Justify whether a share dividend increases shareholders' wealth or not.

(3 marks)
Following the dividend proposal by Seri Gemilang Berhad, some shareholders
welcomed the cash dividend payment, while others preferred the company to retain
earnings for future growth.

Determine TWO (2) types of dividend theory.
(5 marks)

(Total: 20 marks)
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QUESTION 4

A. In Malaysia, mergers and acquisitions (M&A) involve share sales or asset sales of
the company. Private acquisitions more frequently involve in share sales and for
public M&A transactions, like takeovers of listed companies, often involve general
offers, delisting, and exit offers.

Required:
Discover THREE (3) reasons why company merge or acquire with another firm.
(6 marks)

B. Risk control measures can be grouped according to the time at which they are
applied. Azura has been appointed as an ad-hoc disaster committee member by the
Kedah state government.

Required:

Prepare the risk control measures that can be applied to manage Tsunami incident
based on the classification of pre-event and post-event.

(4 marks)

(Total: 10 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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