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QUESTION 1

A.

Vanguard Manufacturing Corp. has historically relied entirely on retained earnings
and equity to fund its operations. The Board of Directors is now pushing the financial
manager to secure a massive long-term bank loan to fund a high-risk automation
project. The project promises high returns but introduces a substantial fixed interest
obligation.

Required:

From the above scenario, determine TWO (2) financial management decisions.

(5 marks)
The financial manager Azura, is being instructed by the managing director to
undertake an analysis of the firm's financial position. Below are the financial
statements for the company:
Naas Sdn Bhd
Statement of Financial Position as at 315t December 2025
RM
Inventories 5,000
Account receivables 20,000
Accrual rental received 4,000
Bank 10,000
Prepaid expenses 500
Goodwill 10,000
Property, Plant and Equipment 100,000
Account payables 17,000
Short term loan 20,000
Accruals expenses 7,500
Long term loan 50,000
Share capital 43,000
Retained earnings 12,000
Naas Sdn Bhd
Statement of Profit or Loss for the year ended 315t December 2025
RM
Net Sales 350,000
Gross Profit 250,000
Less: Operating expenses 100,000
Interest expense 28,000
Taxation (25%) 25,500
Earnings after interest and tax 96,500
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Notes:

1. Three quarter of net sales are on credit term.

2. The company uses a 360-day year.

3. The opening inventory for this year is RM7,000.

Below are the most recent industry average ratios:

Industry Average Ratios 2025

Debt ratio 40.0%
Times interest earned 6.0 x
Inventory turnover 15.0%
Required:
a. Find the relevant ratios from the financial statements provided above.
(10 marks)
b. Based on your answer in (a), explain the performance of the company based on its
categories.
(10 marks)

(Total: 25 marks)
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QUESTION 2

a. Synergy Trading Bhd. currently keeps a very high cash balance of RM2,000,000 in
its bank account. The management holds this cash for two reasons:

e To pay for sudden, unexpected repairs of their delivery trucks.

¢ To immediately buy raw materials from suppliers if prices drop unexpectedly
in the market.

Required:

Explain the TWO (2) motives for holding cash demonstrated by the management of
Synergy Trading Bhd.
(4 marks)

b. GPK is a wholesale machine tool broker that has gone through a recent expansion of
its activities resulting in a doubling of its sales. The company has determined that it
needs an additional RM250,000 in short-term funds to finance peak season sales
during roughly 6 months of the year. Below are the options available:

i. One of treasurer, Ah Lam has recommended that the firm use a commercial
paper offering to raise the needed funds. Specifically, he has determined that
a RM250,000 offering would require 12% interest (paid in advance) plus a
RM2,000 placement fee. The paper would carry a 6-month maturity.

ii. Jeeha Bank is willing to grant a 6-month loan at 6% annual discounted
interest rate, and the bank requires the company to maintain a compensating
balance of 12%, and GPK has balance in Jeeha Bank RM5,000.

Which option should GPK choose? Why?
(11 marks)

(Total: 15 marks)
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QUESTION 3

Apex Motors Inc. develops and manufactures electric vehicles and smart mobility solutions,
including electric sedans, sports SUVs, commercial delivery vans, lithium-ion battery packs,
and vehicle-to-grid charging stations. Most vehicle platforms are designed in-house at their
regional headquarters, but specific models hold exclusive engineering designs relevant to
local terrain and regulatory markets.

The company is considering introducing a new product to add to its line-up of existing
products. The machine is priced at RM900,000 but would require RM25,000 in transportation
costs and RM43,000 for installation. The transportation cost will be covered by supplier.
The machine will require the company to increase its investment in accounts receivable by
RM77,000 and will also require an additional investment in inventory of RM80,000. The
machine will have a useful life of 10 years, with an expected scrap value of RM40,000.

The company plans to buy the machine on credit from its main supplier. This will incur
interest charges of RM25,000 annually. The chief finance officer has estimated that the sales
for the first four years will be RM250,000 and then to RM330,000 in 3 years after that, and
for the last three years until its useful life is RM410,000. The purchase of the new machine
will also reduce the labour costs by RM150,000 per year. Introduction of the product will also
require a RM210,000 expenditure per year for advertising.

The company’s cost of capital is 10%. The company pays tax rate is 25%.

Required:
a. Determine the following:
i. Initial outlay.
(3 marks)
i. After tax annual differential cash flow.
(10 marks)
iii. Terminal cash flow.
(2 marks)
iv. Net present value.
(7 marks)
V. Payback period.
(5 marks)
b. Based on techniques that you have calculated above, which techniques do you
prefer the most and why?
(3 marks)

(Total:30 marks)
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QUESTION 4

A. The Chief Financial Officer (CFQO) of Zirconium Group Bhd has instructed you, the
Senior Financial Analyst, to compute the costs of individual capital components and
the overall cost of capital to assess an upcoming infrastructure expansion project.
The audited capital structure of the company is as follows:

Source of Capital RM

8% Preference Shares 500,000

Retained Earnings 650,000

Ordinary Shares 800,000
0

kit

Total Capital Structure 2,400,000

Ordinary Shares: The company’s ordinary shares are currently trading at RM180.00
each. Issuing new ordinary shares will incur a flotation cost of RM4.50 per share. The
company recently paid a dividend of RM6.50 per share, and dividends are projected
to grow at a constant annual rate of 15% indefinitely. The total retained earnings
internally available for reinvestment are capped at RM550,000.

Redeemable Debentures: The 10% debentures have a nominal (par) value of
RM1,000 and currently sell in the market for RM1,050 each. Flotation costs for
issuing new debentures are RM150 per debenture. These debentures carry a
maturity period of 10 years and will be redeemed at par.

Preference Shares: The company's preference shares are currently selling at
RM420.00 per share. The flotation cost is estimated to be 4% of the current market
price. The fixed annual dividend paid on these preference shares is RM18.90 per
share.

Corporate Tax Rate: The company is subject to a corporate tax rate of 25%.
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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 company can invest
without issuing new shares.

(5 marks)

c. Calculate the company’s current weighted average cost of capital of the
company if the company decides to take investments worth RM1 million.

(5 marks)

B. VeloBike Industries sells premium bicycles for RM1,500 each. The variable

production cost to produce each bicycle is RM400 while variable seling cost is

RM200, and the company incurs RM180,000 in fixed operating costs annually.
Currently, VeloBike sells 300 bicycles per year.

Required:

Calculate the company's Degree of Operating Leverage (DOL) at the current sales
volume of 300 units.

(5 marks)

(Total: 30 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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