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INSTRUCTION

Please make sure that this examination paper consists of
S8EVEN (7) printed pages before you begin.

There are BEVEN (7) questions here. Answer any FIVE (5) of
them. All questions carry equal marks.
Marks : 100

1. In Ball & Brown's study of the effect of reported company
profits on prices, they concluded that " the published profit
figure was found to be of great relevance when investors were
making decisions."” How can this be reconciled with the
general view that Ball & Brown's work supports Efficient

Market Hypothesis ?
[20 marks]

2. The Managing Director of Pan Pacific Ltd has made a
request to you to compute the working capital requirements of
his company. The following data relate to Pan Pacific Ltd.,
- a manufacturing company.

Turnover for the year RM 1,500,000
Costs as percentage of sales %
Direct Materials 30
Direct Labour 25
Variable overheads 10
Fixed overheads , 15
Selling and Distribution 5
.2/~
1




AGW518

On average

a) Debtors take 2.5 months to make payment

b) Raw materials are in the stock for three months

c) Work in Progress represents two months worth of materials
one month worth of labour and one month worth of variable
overheads

d) Finished goods represents one month production

e) Credit is taken as follows:

i) Direct materials 2 months
ii) Direct Labour 1 month
iii) variable overheads 1 month
iv) Fixed overheads 1 month

v) Selling and distribution 0.5 month

Work in progress and Finished goods are valued at materials,
labour and variable expense cost.

Compute the working capital requirements of Pan Pacific Ltd
as per above details along with your comments to Managing
Director. :

{20 marks]

3. There are several alternative views on maximisation of
shareholders wealth. Some theorists suggest that shareholders
wealth will be maximised by paying out as much as possible in
the form of dividends, while others argue the retentions
should be maximised. An alternative view is that dividend
policy is irrelevant as far as shareholders wealth is
concerned. Examine these alternative views in relation to
your view on maximisation of shareholders wealth.

[20 marks]

4. a) From a majority equity shareholders' perspectives,
what are the advantages of -

i) Loan capital

ii) Preference capital

iii) Equity capital
[10 marks]

a3/
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b) Associated Manufacturers Ltd., are facing an in-
crease in demand for its product, cement. In order to meet
this demand production will have to increase, additional
overtime will have to be provided, stock levels will have to
be increased and additional credit will have to be provided
to customers.

What are the appropriate sources of finance likely to be
available to support this expansion ?
{10 marks)

5. Modern Builders Ltd., has prepared data for the appraisal
of the following four projects:

CASH FLOWS

Initial Year 1 Year 2 Year 3 Year 4 Year 5

Cost

RM RM RM RM RM RM
A (50,000) 12,000 12,000 12,000 12,000 45,000
B (100,000) 30,000 30,000 30,000 30,000 45,000
c (200,000) 60,000 60,000 60,000 60,000 60,000
D

(250,000) 60,000 60,000 60,000 60,000 180,000

a) Rank the projects in order of attractiveness under each
of the following methods.

i) Payback period, with a four year pay back criteria
ii) Net present value, with a cost of capital of 15%
iii) Internal rate of return

b) If projects A and B were mutually exclusive and projects
C and D were similarly mutually exclusive, explain which
project you would select from each pair.

¢) To what extent is it correct to analyse projects on an

individual basis using the above techniques ?
[20 marks]

.4/-
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6. United Books Ltd., is considering the acquisition of a
book binding company to expand its publishing interests. Its
chief executive has highlighted two possible targets Crail
Binding Ltd., and Seaport Publishing Ltd.

The following information has been obtained for their most
recent financial year.

Crail Seaport
Binding Publishing
RM RM RM RM
PROFIT AND LOSS ACCOUNT
Sales 68,000 51,500
Cost of asles 30,000 28,000
Gross Profit 38,000 23,500
Selling Costs 16,000 10,000
Administration Costs 10,000 6,500
——————— 26,000 ————— 16,500
Profit before tax 12,000 7,000
Taxation 3,000 1,750
Profit after tax 9,000 5,250
BALANCE SHEET
ASSETS RM RM RM RM
Fixed Assets 10,600 8,300
Current Assets :
Inventory 18,000 8,000
Debtors 28,000 10,000
Cash - 2,000
------ 46,000 ------ 20,000
TOTAL : 56,600 28,300
. 5/-
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OWNERS' EQUITY
AND LIABILITIES
Capital and Reserves
Ordinary shares
of RM 1 each 10,000 12,000
Retained profits 5,600 10,300
Cm————— 15,600 ===—=u 22,300
Long term loan 10,000 -
Current Liabilities
Creditors : 10,000 6,000
Bank overdraft 21,000 -
------ 31,000 ——=w- 6,000
TOTAL | 56,600 28,300
Market Price of the share RM 1.60 1.20
&

Dividend on par value 10% 12%

The chief executive favours Crail Binding ahead of Seaport
Publishing, since it earned higher profits and generated
higher sales in the past financial year.

As the company's financial advisor, you have been asked for
your assessment of the two companies, from the particular
view point of:

i) Profitability Ratios
ii) Marketability Ratios
(20 marks]

7. Describe the usefulness and limitations of Capital Asset
Pricing Model in the determination of the appropriate
discount rate for use in appraising investment projects in
practice.

Describe both systematic and unsystematic risk and indicate
the importance of each type of risk to:
i) Investors
ii) Corporate financial management
[20 marks)

- 000000000 =~ .
ce 6/~

113




- 120




.vugéagggoﬁm&_o.

"saoejd [eundap unoj o) 0132 1 10152 ayy,

- - . . . 1000° £000° S000° 2000 0200 €500 £800° 440 ¥e0° 9W0t0 €890 [ANON 8961° S9EE” 828" 15y
. - . . 1000 £€000° 9000° 6000" py100° SE00° G800° ye10° g1y 6£€0 £150° TL80° Lopt 18z (1740 0809° 0s
. . . 1000 €000° 9000 €100 6100 LT00° 1900 LELO° L0T0° £1€0" U L eI TiLr WaT 4115 16€9° St
* . 1000 000" 000" €100 9200 2800 £500° L010)° [radin 81€0° 09p0° 8990 TL60® (7448 €807 990€” 6784 L1L9° or
» 1000 2000° S000° LI00° 0E00° €500 SL00° 2010° 6810° 9GS0 06¥0° 990" LEGD” 1061 £I81" 234 poge” 000S” 650" [
1000 000" 9000 9100 TH00° 0£00° 9110 1810 9610 23300 £480° ¥sL0° P660° jata 8740 FIET £80¢€° 1748 & 1zes” (1174 o€
1000" €000" 8000 0Z00° 1S00° 7800 SEI0 bLIY YTy LE0° 0£90° (248 €01 90¥1" 981" (Y474 0 (X242 {€9¢8° 9574 6Z
000" $000° 0100 vZ00" 1900° £2600° L8107 0020 §620° (44 £690° S680° 6S11° P81 956T" 186 oLEE” 188" ¥is 898L° j:14
000" 9000° £100° oe0” EL00° IO 810 0€20° 1620 6990 €920 9460 [AY4 6091° $L0T 8L9T" 9E" 06y 658G oL &Z
€000 £000" 9100 LE£00° L800" SE10° 1zo” ey 1€€0° TS0 6£80° ¥or ZSET” (2724 861T° CIsT oee LE9F 965" 0TLL 9z
S000° 0100° 1200 900 <010 0910° 5 240 yE0" 84£0° 2860 £260° 0911” 12128 [4. 10 OEET £96T" 1s2¢° ULy S609° 864L° °r4
9000" £€100° 2T00° 48007 9z10 8810° 820" 650" ¥ 65950° SI0T I LLST 1461 0LbT - 10ie [06¢" B16% JATA' 984 ¥
8000° £100° ¥e00° 1200° sy feadi 62€0° 0%0° 16¥0° 8ELO LI 861" €041 6017 8192° 96Te” LS0¥° LS 9’ ¥e6s” €T
TIoo” 700’ ¥00° 8300° 1810° 920" 80" 990" 0950 9780 a4 st 6E81" LSTT SLLT 8I¥E" ira4 2 6178° 89%9° ¥E08° t44
9100 6200° 9500° 6010 L1 600" £V90° 1€50° 890" 9760 Iser £LE9T° 4861 SIbT e 689E" 88EH” 7A 3 8659 PLIg | ¢4
12007 6€00° 2200 SE10° 1920° G9¢0° $150° 1190 8TL0° LEOT 98P 8L YT ¥8se 8LIe” 69£8° $96H° L8585 0€L9° G618° 174
6200° 1500° 600" 8910 ¢Ie0” IEv0" 9650° €020 6280° 911" SE9L” S¥el” LIET ST (203 LG6E" Wiy €048° 989" [724:3 61 )
6€00° 900" 8110° 8020° e 8080" 1690° 8080° 9%60° 00ET” 6641 [vav4 05T 656T° £08E” 98 2 {7419 WL 09¢8° 21
600" 6800° 0510 860 19%0° 0090° 080" 6260° 8401° L4 8461 e €042 991E" b £9eh” PElS” 009 [42V4 e JA 2 _
€007 8I10° €610 Gzeo 1950 80L0" 0£60° 6901 62T 1891 91T 61SZ° 66T L8€C° T 9gee” 186y 6££G" faxal ¥8TL 8758° Gleef . i
6600° 9e10° Faziry LBEO” 6¥90° SE80° 6010 . ezZl” 14,48 LT8T° besT” Pi744 asle $T9¢" [¥AS & 018%° £65¢° 6199 [1%74 £198° St
SEI0° €0T0° 91€0" 690" 6LL0° G860 fAr4N eIt L6ST° wOT £€97° 66T Sope” 848¢° [ X4, 4 180" §LLST 199" 6L8L° 0048 41
¥810° 420" Yo%) 0190° S€60° 911" [4528 'r4'l 1Z81° [ L68T (& 14 L49¢° 0s1% 889% £0€s” 9009° 0189 0€LL” L4848 €1
0820 L860° L1807 LSL0° f743 % UL 9891 6981° 940" 96T 981¢" geeg” 146€° [ 0L6% 8968" 979" j210A G884 b288° 41
10310 ¥ 7990° BE60" 9L 6191° $G61” 6%1C 99¢€T” GL8T <ose” €48¢” 68T 16¢%° 8928 L¥8S” 96¥9° YTz £308° £968° 1T
0" £290° L¥80" YL S191° 111" L9 [7A 74 69T 17445 ce8e” {7442 e9p £805° 836° 6£19° 9549’ 8474 £078° £506° o1
8790 80 8oL 13428 8E61" S8TC 0€9T" £V8C° SL0E” 909¢” 87428 pOo¥” 008" (3% 28 6165 99 90 ¥99.° 89¢8° [320:) 6
580 S801° 881" 6841° 9zZeL” 099T” 0s0€” 69Z¢" 906¢” 6€0%° 599%° 610" {312 078s" .29 8949° LOEL Pe8L” GES8” GET6 2
911 EPT 9LLr 81T 64T 6EIE” 8E9E” 66LE° 966¢° £25%° €18 [$74 29 5£8%° LTy 1899° 01L [ elg 90L8° [443.3 4
o8st’ 0681 vz 16£¢ 6hEE” ¥0LE” oLy [¥43 2 965y 908 Sh95° £966° 089" £999° 0504 (4174 £064° 7A% 2 0888° 74 .8 9
[G4¢t4 S6¥T otz 8% 610% 1745 oy 2L6P° LI ¥L95° 6029° 66V9° 9089° ogiL £LvL SE8L 6178 9798" L8506 SI1S6° S
€267 . TAN SUE” [Lxd €288 #s18° £26¢° 8148° - 1ges” G6E9” 0£89° ¥80L° 05€L” 679L° 1Z64° L8 8p58° G888" 8ET6” 0196° 4
cL6g” ey 89L%° [ 248 £848° 9809° L0%9° G289' 0649° 8itL’ g18L’ L 8€6L° £€918° 96¢£8° B8€98° 0688 1816° a5 90L6° €
LO¥S” 6€L5° 019" ¥099° ¥¥69° 8L (4% 74 1984 694" t4/54 jo74' 4198 £458° peL8” 0068° 0£06° e 9Tv6” 196" €086° 4
£5eL 9L’ £18L° 908" €EER” GLp8 1298" 5698° [474:3 668" 1606 P16 6626 96’ ¥ebe” 286" §196° 6046 o6’ 1066° 1
%9t %€ %8T BT %07 %81 %N %St k341 %Cl %01 %6 %8 %L %9 %S k34 %€ %T %1 pouag
INTVA
qigv)
W.o o'l 0 ! u 1 =
M 1349y so1EiNO1ED {e1>uEUlY ‘uonenbg
2

SPOHAd W JO PUF 41 1 a0 14 JO INMEA JUISIIG 3 [y 2192




PRI ST TV 5591d USPAIQ L £661 O i

oszLe PLiSE 9991°¢ 89666 6¥SS°S 8¥T9 9€99°9 9LETL 0Lie’8 1L%6°6 ovIO0'LL I 66£6°€1 S066°S1 Se€9°81 980172 il 9t SPLUEE ULy s ]
“08T1°¢ PLLSE 991°¥ G666°Y 1¥66°6 €99 S099°9 LIETL SH0E'8 8p16'6 £196°01 SEETT £L008°€1 619461 656T°81 a4 T4 867L°S7 9ETY'IE 1961°6€ 0s ]
0szi'e yiise Y991y 9866V €755°G 199 £¥59°9 ETLL 8T8 8798°6 28801 80121 §S09°¢1 856P°G1 877474} 06240 £L816°¥T Z06%°6Z SP60°9¢ 54 i
[1,rA S FAVAN Y 6591°% 9966 |yss SELT9 81¥9°9 0s01°2 8EHT'8 1644°6 ¥LS4°01 926’11 LI1EEEL £9%0°S1 1651°£1 8764761 8Pl SGSE°LT FA2%: Y ot § ‘,
1748 80LS°€ Wy Sl66y 98€S°S €51Z°9 99199 00£0°4 GSL1'8 96 8995°01 96911 2496771 86%°pL [47A %01 9¥99°81 ° WUBPIT 9866 ¥ 980y 6T Q€ ]
wee €699 1091°% 68L6°F 8916°G L9 099679 420072 2950°'8 69286 JAVAA ) 8£5T°11 060%°Z1 8¥9L°€1 STLESH 0262 L1 $009°61 S96€°72 £L08°SC o€
o¥Le nw,om.m S8y Lvi6'v 8606°C 9691°9 60569 0£86°9 81708 969t'6 €861°01 PesL 1l LLUTTTL L06SEL 1ylel ££86'91 S881°61 8 Iz 8590°SZ 6 ,
FATA Y 6495°¢ 9951°Y £696°Y 9108°S 0est9 GEES°9 40969 ¥86°L R0E"6 19it°01 18011 e 90P€lL 1868°%1 1€99°91 1#9£°81 [15: 748 CANNNE 3 {8 74 :14
[ax4 % 6995°€ (418 9£96°¥ 616¥°S PEL9 SEIs’9 75€69 9Z6°L LD 9970°01 ¢Se6°01 £986°11 SO1T'el 122 41 967€°91 0£Z€°81 6902°02 9656°€¢ x4
QZere 9596°€ LSy £966°F Y08¥°S 8119 906¥%°9 19069 £868°L 6091°6 0626°6 0018701 8678711 . TE0O'EL T6LEFL 878661 8948°L1 a4 786472 9z
ozre or9s°€ |74 4% 4 9Lb6Y 699%°S 1260°9 #9999 6748°9 1€98°24 0449°6 9T86 89£9°01 9€s9° 11 ¥e8LT 6£60°¥1 i7z9st €1 Ll SETS'61 UT0TT ord :
01Z1°e 6195°¢ :rd 488 4 12660 605P°S 9274079 8EEP'S 15689 €¥8L°L LV86'8 990L°6 882601 £69%°11 0SS 986L €1 0LpT Sl S5€6°91 6£16'81 |23 ZABY4 ¥
L611°¢ 266S'€ VAN & 4 SHT6'Y 1eev's V09 986£°9 1Z6L'9 ¥81LL FAN: RS 2085°6 1ie°01 [4444a8! P02t 988 €1 8968°¢1 9EHt 91 6T 8L G502 X4 :
08t1't 8668°¢ 00EL'Y b606'Y 660%°S £1109 £88E°9 6IvL9 9L GlLL8 [ 2424 £00T7°01 Zi90'11 9trozt 09l €t 1Sy 4l 69¢6°S1 0899°L1 ¥099°61 [ 4
geIl'E pisse Iy €168y LEBE'S 1€26'S Tie9 04899 0295724 L8V9°8 Z6T°6 8910°01 €SE8°01 1992711 [4%4: 4 6e0°v1 0s1v'6l [43%1 A} 0458°81 1z
6CI1°E 8SPEE €oLL'¥y omwmv L2SE°S 8876°S £652°9 1€29°9 69y L 9£15°8 8Tl'6 18186 ~ 0V6S01 669%°11 ' £€065°€1 SLL8 Y1 PISe 9l 954+0°81 0z :
0601°¢ 98ES°E £4960°% I1X2:8 4 791€°S (Y772 8619 Y0689 869¢°L 69£°8 10668 9£09°6 96¢E°01 181711 £S80°T1 6EET €L AN 41 S8L9°S1 1274 4FA 61
6£01°€ [ AR 66L0°V sy LTS 8L18°¢ 08Z1'9 ¥L9%°9 L6VT L pioz's 956L°8 61/£°6 1650°01 94Z8°01 9689°11 £659°21 GESL7EL 0266°¢1 £86€°91 81
1460°€ LSe 1650°% LLY £LT’S L8VLS yo9 62489 9%611°L 9170'8 9eps 8 91ZI'6 T€9L°6 £LLY 01 Wi L891°2 191°€1 616291 £295°61 JA
7880°¢€ 9205°¢ X308 4 96ZLY ¥oorUs $899°G [42% 19929 ovL6°9 LET8L 9zIe’8 p1s8'8 99%¥°6 6501701 84£8°01 £269°11 1eszt LLLSEL [(YAvA4t 91 ,.
¥9L0°€ esk'e - €100°¥ SSL9°Y 9160°S §6L6°8 L7448 wr9 60189 1909°L £090'8 56668 6016 [44¥ 4 L62€°01 pRILTT [FAY Y1 £6v8°¢C1 1699°€1 Gl
6090°€ AT Y 9196°¢ 9019°% 1800°G SL9Y°S LS 12009 8799 £99€°L T98LL rvTe SSPL8 0s6T'6 9868°6 1€95°61 196Z°11 501°T1 LE00°CT 1 43 )
rooc (724 2% ¥Zi6’e LZESY G606°% €T¥E'S 1£85°S ¥Zrs's SE€Th9 yeors 698Y'L 8E06°L L4588 LTS8'8 9E6L°6 95866 05€9°01L ¥8vE L1 LEETTL £t :
£E10°¢ §98¢°€ p168°¢ Z6€F°y FAX YA 4 1Z61°S 90TY'S £099°S ¥P61°9 LE1879 L0991 L 19€6°L LTY6'L 8E8E'8 £298'8 188¢°6 ors6'6 £545°01 1667°11 1 . 4
9LL6T 166¢°¢ L8LLE [¥A4 % 4 0959°% 9820°S LEET'S LZ8Y'S LL£6°S 156v°9 75089 06L1°L £86V'L 69882 $0E'8 S09.°8 9zeT’6 898L°6 949€°01 1t ’ |
$0E6'T 6897°¢ 6189°C sT6Ld 6y . 2668'% 8810°G 1912°S 2059°S P19 LL1%9 101£°9 9€70°L 109€°2 LizLL 6011’8 20ES'8 9286’8 R VA 4 01 _
1898°C Zpel'e £696°¢ 01€0°¥ 0CoE'y S909°% LY Y6 8zes 06SL°S 7866°S 69%C9 61579 L1089 8L01°L £€SEY°L 198472 9g 0996°8 6 :
098L°C 89£0°€ aLe TLEB'E 9LL0Y 2 2 2 cL8Y'Y 68£9'F 9296'% 6¥EE’S 8FES'S 99bL'S €168 8607°9 €999 LIELY L610°L SGTEL L1894 8 .
SLL9T 0L£6°C £VTE H09°€ STIS'E 99€0'Y $091'% £88TY 8E9S¥ $898°'¥ 133189 ¥0L's £68E°S $Z89°S PI8LS 12009 €0£T'9 0TLr9 89 p4 it
44304 ¥6SL°C S0zZ0'E G6TEE 96V LVRI'E Sr8LE L8BS°E PULY £65E°F 698V ¥ 6329°'% 899L'Y €L16'Y £840°S s UIr's ?109°¢ 6G6L°S 9 i
e 0Zes'e 25 744 9066°'C e % 7AA N seee IEEvE 8¥09°¢ 806L°€ L688°€ £266°¢ T001°d Iy PYAN 4 8ISty LBLSY SELLY 123584 g
£860°C (1§ 74r4 €¥0¥°C 48867 1069°C 864°T 0568°C LEL6T €LE0°E 6691°¢€ L6€T°E 1ZI€E TLBEE 1S9v°¢ 9rse 6679°¢ |7AYAY LL08°E 0706°¢ ¥ i
£99L°1 ¥898°1 £I86°1 S901°T £¥L1°T 65¥T°T °e8TT 91ZET 810¥°¢ 698%°T €1€5°C 1£4457T [324° 04 0€£9°C 78T 164472 9878°C 6£88°C 01v6°T € ‘
SIEE’1 916¢°1 896%°1 842671 959571 25091 L829°1 29%9°1 1069°1 A YA 16841 €EBLL 0808°1 21301 $6S8°1 1988°1 SE16°1 91b6°1 0L6'1 z
94640 €184°0 S98°0 £EE8°0 SL¥R0 1298°0 9698°0 (4743 6768°0 1606°0 Y4160 6526°0 9E6’0 Y60 $256°0 §196°0 6046’0 0860 10660 L
%€ %82 £ 374 %02 %81 %91 %S1 %¥1 %T1 %01 %6 %8 %L %9 %S %Y %E % Hl Spoua |
jo
Pes 13quInN
» !
2 T |
0 : ! L+ 1 0+ ans ,
M 0 ot ! u - g
'SA23 JOIBIRIED [RIdURUL :uonenbgy

'SPOLIad U 30§ polad 33d 1§ Jo ANUUY UE JO INEA WU & 2V AqEL




