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QUESTION 1

A. Apex Logistics Ltd. is currently facing a severe cash flow shortage due to delayed
payments from clients, while simultaneously planning a major expansion into a new
regional market that requires a substantial capital investment.

Required:

Identify TWO (2) core functions under investment decision of a financial manager
that are in conflict in this scenario.
(5 marks)

B. Ah Meng Bhd is a regional wholesaler of eco-friendly packaging materials. Over the
last year, the company expanded its sales by offering very generous credit terms to
attract new corporate clients. While sales figures look excellent on paper, the
Managing Director is highly concerned about the company's shrinking bank balance
and a sudden drop in overall performance. He has instructed Yanie, the financial
manager, to analyze what is going wrong.

Ah Meng Bhd
Extract of Statement of Financial Position as of 31 December:
2024 2025
(RM) (RM)
Inventory 100,000 150,000
Accounts Receivable 120,000 450,000
Cash & Bank 80,000 5,000
Accounts Payable 90,000 210,000
Ah Meng Bhd
Extract of Statement of Profit or Loss for the year 31 December:
2024 2025
(RM) (RM)
Revenue (80% Credit) 1,200,000 1,500,000
Cost of Goods Sold (720,000) (700,000)
Gross Profit 480,000 800,000
Operating Expenses (200,000) (650,000)
Net Profit 280,000 250,000
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Notes:

I Opening inventories as at 1% January 2024 was RM200,000.
ii. The company uses a 360-day year.

Required:

As Yanie’s assistant, based on efficiency ratios (Average Collection Period and Inventory
Turnover ratio) and Profitablilty ratio (Net Profit Margin), you are required to perform an
analysis of Ah Meng Bhd's financial performance to present to the Managing Director.

(20 marks)

(Total: 25 marks)
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QUESTION 2

a. Ichi Bakery faces two major problems: they are spending too much money holding
high-value ingredients (like premium butter) in stock, while often running out of cheap
but critical items (like packaging boxes). Currently, they manage all inventory items
using the exact same method.

Required:

Compare how ABC Analysis and Just-In-Time (JIT) techniques can be applied
differently to solve their holding cost and stockout issues.
(6 marks)

b. Bagan Serai Enterprise purchases material from its main supplier and receives cash
discount as follows :

Cash discount 2%.
Cash discount period 15 days.
Credit period 40 days.

At the same time, the company also receives from other sources of financing that
would cost 20%. Do you accept this cash discount? Justify your answer.
(4 marks)

C. Zuraidah wishes to acquire loan from Remy Bank RM20,000 only for 3 months with
simple interest loan at 12% per annum, and a compensating balance of 15% of the
amount borrowed. Zuraidah has found that he has no money available for the
compensating balance. Calculate the effective annual rate in her situation?

(5 marks)

(Total: 15 marks)
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QUESTION 3

Due to rapid technological changes in the automation sector, AZ Logistics Bhd is considering
replacing its sorting conveyor belt machine with a new one.

The old conveyor belt machine, which originally cost RM1,000,000 with a 10-year useful life,
is being depreciated using the straight-line method. It can still be operated for another 6
years with an expected salvage value of RM20,000. Alternatively, the company can sell this
old machine now to a local distributor for RM650,000. Currently, the annual sales revenue
generated from the production line using this existing machine is RM500,000, while its

annual operating expenses, maintenance costs, and defect/wastage costs are RM200,000,
RM500,000, and RM230,000 respectively.

The proposed new machine has a useful life of 7 years and is vital to upgrade the company's
production capacity. The purchase price of this machine is RM800,000, which excludes an
installation cost of RM300,000 and an import duty of RM20,000. To operate this high-tech
machine, technical staff will be sent for a specialized training program costing RM140,000.
This new machine will also be depreciated on a straight-line basis. Furthermore, integrating
this new machine into the factory will require an immediate increase in net working capital of

RM30,000. At the end of its 7-year life, the new machine is expected to have a salvage value
of RM100,000.

The information with regard to new machine is as follows:

Year1-3 Year4 -7
RM RM
Annual Operating expenses 280,000 220,000
Annual Maintenance cost 450,000 480,000
Annual Defect costs 100,000 120,000
Annual Sales 600,000 700,000

At present, the existing machine requires two operators, with each receiving an annual
salary of RM13,000. If the new machine is acquired, the company plans to retrench one
operator to optimize labor efficiency. This restructuring will require an immediate, one-off
termination compensation payment of RM40,000.

The tax rate is 25%, and the required return is 10%.

Required:
a. Determine the following:
i Initial outlay.
(8 marks)
ii. After tax annual differential cash flow.
(11 marks)
iii. Terminal cash flow.
(1 mark)
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iv. Net present value.
(2 marks)
V. Internal rate of return.
(3 marks)
b. Based on above techniques that you have calculated, do you agree to
replace the asset? Explain.
(5 marks)

(Total:30 marks)
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QUESTION 4

A. Delima Biotech Bhd has established the following optimal capital structure to fund its
long-term commercial operations:
Source of Capital RM
Ordinary Shares 450,000
Retained Earnings 350,000
8% Preference Shares (Par value RM100) 250,000
7% Redeemable Debentures (Par value RM1,000) 200,000
Total Capital Structure 1,250,000

Additional Information:

Redeemable Debentures: The company's debentures are currently trading at a
market price of RM1,050 each. If new debentures are issued, the firm will incur
flotation costs of RM120 per debenture. These debentures will mature and be
redeemed at RM1,200 after 15 years.

Preference Shares: The preference shares currently sell at RM280 each. The
company faces a flotation cost equivalent to 6% of the current market price.

Ordinary Shares & Retained Earnings: The current market price of an ordinary

share is RM125.00, and issuing new shares will incur a flotation cost of RM2.50 per
share.

Management expects to pay a dividend of RM5.50 next year. Dividends have been
growing at a constant annual rate of 15%. The total retained earnings internally
available for reinvestment are capped at RM245,000.

Corporate Tax Rate: The company is subject to a corporate tax rate of 24%.
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Required:

a. Determine the following:

i. After tax cost of debt.

(9 marks)
ii. Cost of preference shares.

(2 marks)
iii. Cost of retained earnings.

(2 marks)
iv. Cost of new common shares.

(2 marks)

b. Determine the maximum capital expenditure that the firm can invest without
issuing new shares.

(5 marks)
c. Calculate the marginal cost of capital of company.

(5 marks)

B. Differentiate between the Degree of Operating Leverage (DOL) and the Degree of
Financial Leverage (DFL) in terms of the types of costs involved and their position in
the financial statement

(5 marks)
(Total: 30 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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