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Answer any five questions including Question No. 1 which is compulsory. All
questions carry equal marks.

°
1. M & N Sdn Bhd has requested a loan from your bank. The loan is to be
used to finance current assests, and will be repaid within three years.
The company has supplied the bank with its financial statements as
follows.
M & N SDN BHD
Balance Sheet as at December 31, 1986
$
Cash 750
° Trade debtors 24,000
Stocks 68,250
Total Current Assets 93,000
Land 39,000
Building and equipment, net 93,000
{depreciation -~ $57,000) ‘
Total Fixed Assets 132,000
225,000
. e o o .
Trade creditors 33,000
Short-term loans 70,500
Total Current Liabilities 103,500
2/~
®
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Long-term loans
Shares
Unappropriated profits

Sales

Trading and Profit and Loss Account

December 31, 1986

for year ended

Cost of goods sold

Gross profit

Less:

Fixed operating expenses

Variable operating expenses

Depreciation
Interest

Total Expenses

Profit before tax
Income Tax

Net profit

(a)

$

240,000
144,000

96,000

31,500
24,000
15,000

9,150

79,650

16,350
8,175

Based on the financial statements, complete the following table:

Current ratio

Quick ratio

Average collection
period (use 360 days)
Stock turnover (use

360 days)

Total debt to total asset
Long-term debt to total
capitalization

Interest coverage ratio
Gross profit margin
Profit margin before tax

28

1985

1.84
0.78

36 days
2.59
times
50%

33.8%
4.0 times
40%

9.6%

1986

Industry
Average

1.80 times
0.70 times

37 days

2.5 times
50%

3%
3.8 times
38%
10%
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10. Net profit margin 3.6% : - 3.5%
11. Total assetl turnover 1.11 times - 1.14 times
12. Fixed asset turnover 2.02 times - 1.40 times
13. Return on total assets 10.6% - 4.0%
14. Return on shareholders’ 8.0% - 9.5%

funds

(b) Wwhat are the factors you would consider in assessing M & N’s loan
request?

(c) Based on the information available, should the bank grant the loan
to M & N? Explain.

The directors of Maju Bhd. have asked you to analyse the following
information in the context of working capital management.

Year ended December 31, 19X4 19X5
$ $
Sales 300,000 360,000
Cost of sales 255,000 306,000
Total materials purchased 150,000 180,000
Stocks: Materials 36,000 54,000
Finished goods 22,500 27,000
Trade creditors 30,000 18,000
Trade debtors 37,500 60,000
Exercise:

(a) Calculate the operating cycle of the company for each year and
suggest possible reasons for any change in the length of the
operating cycle.

{b) Analyse the change in working capital due solely to:
(i) the increase in sales and the cost of sales
(ii) a change in the turnover periods.
Comment briefly on the effect of the above on the cash position of
Maju Berhad.

.o /-
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Chemical Company Berhad

The management of Chemical Company Berhad is considering replacing one
of its machines used in trimming moulded plastic. The old machine was
purchased five years ago at a cost of $75,000. The machine had an
expected life of fifteen years at the time it was purchased, and it was
estimated then that its salvage value would be zero at the end of the
fifteen years. The machine is being depreciated on a straight-line
basis and it present book value is $50,000.

The production manager reports that a new machine can be purchased
at the following costs:

Invoiced price of new machine $100,000
Installation cost 10,000
Shipping cost 6,000
Freight insurance 4,000

$120,000

The new machine has an expected useful life of tenm years. It will
reduce labour and raw material usage sufficiently to cut operating costs
from $70,000 to $40,000 per annum. [t is estimated that the new machine
can be sold for $20,000 at the end of ten years. The old machine’s
actual current market value is $15,000 and the estimated cost of
disposing this machine is $5,000.

An investment tax credit of 25 per cent can be claimed on the
total outlay if the new machine is acquired. Working capital would
increase by $10,000.

The company uses discounted cash flow techniques to evaluate
capital replacement decisions. Assume that company’s tax rate is at 45%
depreciation is on a straight-line method, accounting and tax rates for
depreciation of assets to be equal and tax expense is paid in the year
it is incurred.

Exercise:

(a) Establish the cash flows of the replacement decision.

(b) If the company’s cost of capital is 10%, calculate the following:

1. the payback period;

2. the net present value;

3. the profitability index; and
4. the internal rate of return

Should the company proceed with its plan? Explain.
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°

4, ’Cash is no different from any other asset - if it is not being utilised

properly it is going to result in lower profits.’

Discuss this statement, in particular referring to the wmotives for

holding cash.

5. {(a) The term ’financial intermediaries’ can be applied to those
financial institutions which assist in overcoming the difficulties
of ensuring that savings are chamnelled into economically
desirable projects.

- You are required to describe:

(1) the nature of these difficulties

(ii) four main ways in which financial institutions help to
overcome the difficulties

(iii) why growth in size of such financial institutions can be
advantageous.

(b) In relation to financial markets, you are required to:

(i) distinguish between the nature and functions of ’primary’
and ’'secondary’ markets.

. (ii) comment briefly on the suggestion that inadequate investment
in industry is caused by diversion of funds into speculation
in secondary markets.

6 (a) For what purposes might a company consider making a rights issue
of ordinary shares?
why under particular circumstances might this be preferable to
other means of raising long-term capital?

™ .

(b) Do you consider that a dilution in net earnings per share as the
result of a rights issue would ever be acceptable to the
shareholders?

7. Comment on the desirability of using a bank overdraft instead of a long-

term debt to finance investment projects. :

. 6/-

°
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