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This question paper comprises of ONE (1) section. Answer ALL questions in the space
provided. [60 MARKS]

Selama Berhad is exploring a new gold exploration project, estimated cost to be RM5.6 million.
The company’s existing capital structure comprises of:

Table 1: Company's Existing Capital Structure
Capital Details
Bonds 20-year semi-annual bond, sold for RM920.00, with coupon rate of 8%.

Outstanding:5,000 units
Business loan RM3 million for 10 years with monthly instalment of RM20,700.00.

Common stocks | The company's dividend paid at the end of financial year of 2023 was
RMO0.16 per unit, and price was RM2.54 per unit. The dividend’s growth
rate is constant at 5%.

Outstanding: 7,000,000 units at par vaiue of RiMi1.00
Mortgage Loan for a property, RM2.2 million, paid through monthly instalment of
RM9,500.00. for 30 years.

Motor  Vehicle | Loan of RM250,000.00 for 9 years, monthly instalment of RM900.00.
loan
Preferred stocks | The dividend rate is 7% on par value of RM100.00 and was priced at
RMS5.00 upon issuance.

Qutstanding: 40,000 uniis

The followings are the details of the project:

i.  The purchase of machinery and equipment will add another RM1.3 million and the
depreciation is based on MACRS, 7-year convention and to be sold at the termination
of the project for 30% of the machinery and equipment cost.

ii. The company will need to keep additional working capital amounting to 10% of the
estimated cost. The working capital is recoverable at the end of the project of 6 years.

iii. The B6-year project’s estimated sales revenue is RM7 million in the first year and
increases by 5%, year on year, and declines in the final year by 3% from the previous
year.

iv. The fixed cost of the project is RM1 million annually, and the manufacturing and
operation cost will be 40% of the sales revenues. The company's current interest
expenses* for the projects are estimated as follows: (*Not including additional interest
expense/ dividend/ coupon payment on the proposed financing.)

Table 2: Interest Expenses
Interest Expenses (in RM)

1 2 3 2 5 5|
794.0320.45 | 722.649.25 | 721.014.80| 719.327.44 | 717.685.46 | 715,787.09
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v.  The financing of the project will be through issuance of callable bonds, 6,000 units, for
a tenure of 15 years, semi-annual coupon of 6% and maturity value of RM1,200 per
unit. The current yield to maturity is 5.75%. The floatation cost of the issuance is 1.5%
of the selling price of the bond.
vi. The corporate tax is 24%, and the project will be assessed based on Capital Budgeting
Techniques.
vii.  The cost of capital of the project is based on the wacc of the proposed capital structure.

Additional information;

Capital Asset Pricing Model (CAPM)
The company’s beta is 2.3. The cost of risk-free rate instrument is 3.75% and the average
market cost of borrowing is 8.14%.
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Required:

CONFIDENTIAL

1. Prepare MACRS 7-year convention for the machineries and determine the after-tax gain
or loss on disposal cash flow/ tax savings.

(5 marks)

Year Depn
Rate

Dep Exp

Acc Dep

Book Value

14%

24%

17.49%

12.49%

8.93%

8.92%

8.93%

0 =~ O O Bl o N

4.46%

2. Construct a 6-year Pro-Forma Income Statement for the new project and determine the

projected operating cash flows. (10 marks})
Pro-forma Income Statement
Year 1 Year 2 Year3 Year 4 Year 5 Year 6




Financial Management (RFIN4213)(Set A)
Novermnber 2023 Final Examination

3. Calculate the annual cost of capital of bonds.

4. Calculate the annual cost of capital of the business loan.

CONFIDENTIAL

(2 marks)

(2 marks)

5. Calculate the annual cost of capital of the common stocks based on Constant Dividend

Growth Model (CDGM).

6. Calculate the annual cost of capital for the morigage.

7. Calculate the annual cost of capital of the motor vehicle.

8. Calculate the annual cost of capital of the preferred stocks.

9. Calculate the net proceed of the new bond’s issuance.

(2 marks)

{2 marks)

(2 marks)

(2 marks)

(2 marks)
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10. Complete the following template to assess the company’s weighted average cost of capital
(wacc) and adjusted weighted average cost of capital (adj-wacc) of the existing capital
structure. {6 marks)

wace Adjwace
Capital Structure Value K W Adik

11. Complete the following template to assess the company’s weighted average cost of capital
(wacc) and adjusted weighted average cost of capital (adj-wacc) with the additional capital

through bond's issuance. (5 marks)
wace Adjwacc
Capital Structure Value K W Adjk
12. Calculate the project’s Initial Outlay and Terminal Value. (2 marks)
[nitial Cutlay:

Terminal Value:
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CONFIDENTIAL

13. Complete the following template to assess the project based on Capital Budgeting

Methods. Assess the viability of the new project.

Year

OCF

PV

Fv

OOl WNI=O

14. The Discounted Payback Period is

15. The NPV of the project is RM

16. The Profitability Index (Pi) of the project is

17. The IRR of the project is

18. The MIRR of the project is

(5 marks)

(2 marks)

(2 marks)

(2 marks)

(1 mark)

(1 mark)
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19. Based on Capital Asset Pricing Model (CAPM), calculate the expected required rate of
return on the company. (2 marks)

20. As an investor, would you invest in the company? Explain. (3 marks)

** END OF QUESTION PAPER ***
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P

CONFIDENTIAL

FORMULA SHEET

Security Valuation

Current yield = annual interest payment
market price of bonds.

Basic Security Valuation Equation: Value (V)= CF1+ CF2
. JON—. + CFy + My

(1+k)’ (1+k)?
(1+K)" (1+k)"

VB = PMT (PVIFAi,n) + PV (PVIFi,n)

YIM= C+PV-MP
. | S
PV + MP
2
Valuing Preferred Stock: Vs = annual dividend
D

required rate of return  Kps
Valuing Common Stock:

Common Stock Value With Zero Growth. “A zero growth stock
is perpetuity”
Po= D where: D dividend the investor
expect
Ks ks required rate of return

Common Stock with Single Holding (one year holding)
Ves= Dy + Py
(14ks)! (1+ks) !
Common Stock : Multiple Holding Periods
Vs= Dof(1+g)!

Cost of Capital

ks—g

Cost of Common Equity

DCF Approach: ks = D1 +
g

Po

The CAPM Approach: ks = ket + (km-k)B

The Risk-Premium Approach: ks = Ke +
(RPm)B

Aftertax cost of debt = kg(1-Tax rate).
Cost of New Common Equity
ks = D; +d
Po (1-fc)

Cost of Retained Earning, ks = (D1 /Po} + g

Weighted Average Cost of Capital (WACC)
Eynee =Wk, =T )+ w ik, +w k. +w, k

wace 8™ s HCS T HCS

10
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Capital Budgeting Payback Pericd= BY + UC
CF
BY = the year before full recovery
uc = the unrecovered cost at start of year

CF = the cash flow during the year

Net Present Value
NPV = ¥ Annual Cash Flow - Initial

Investment
(1+K) !

Internal Rate of Return: IRR

IRR=A +{ a x (B-A)}
a—b

A = one of the discounting rate

B = the other discounting rate

a = the NPV at discounting rate A
b = the NPV at discounting rate B

Modified Internal Rate of Return (MIRR):
MIRR = (__TetaLFv )‘1/" B

Initial Outiay.

Profitability Index (PI)
Pl = Present value of Future Net Cash Inflows
Initial Outlays

11
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