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Ouestion 1

(a) Given the following information on 3 stocks:

Stock Stock Stock T- Market
AA BB CC Bills Portfolio

Expected .19 .15 .09 .07 .18
return
Variance .0200 .1196 .0205 .0000 .0064
Covariance
with market
portfolio .007 .0045 .0013 .0000 .0064

Using the CAPM, calculate the expected return for Stocks AA, BB, and CC.
Which stocks would you recommend purchasing? (5 marks)

(b) Given the opportunity to invest in one of the three bonds listed below, which one
would you purchase? Explain why. Assume an interest rate of 7Yo.

Bond tr'ace Value Annual Coupon Rate Maturitv Price
Aaron RMl,000 4% l year RM990
Baron RM1,000 7.5% 17 years RM990
Caron RMl,000 8.5% 25 years RM990

[ 10 marks ]

(c) Explain what are the implications of market efficiency for corporate finance?

[ 5 marks ]

Ouestion 2

(a) A company with a 20o/o required rate of return is expected to grow at an

accelerated rate of 30o/o per year for the next 3 years and then continue at a
constant growth rate of 8o/o per year. What would investors be willing to pay for
the common stock of this company if the most recent annual dividend was RM2.00
per share?

[ 5 marks ]
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Syarikat Perikanan Azzhar is considering a project that will boost Net Income by
RM300,000 each year for the next 8 years. The equipment associated with the
project will cost the firm RM1,000,000. This equipment will be straight line
depreciated to zero over its 8 year life and has an expected salvage value of zero at
the end of the project. Calculate the following assuming a cost of capital of l2%o:

(i) Accounting rate of return
(iD Payback
(iii) Discounted payback
(iv) Profitability Index

[ 10 marks ]

Some investors claim to observe patterns in stock market prices. Are such patterns
consistent with efficient markets hypothesis? Explain what form of market
efficiencv is violated if anv?

[ 5 marks ]

(c)

Ouestion 3

(a)

(b)

In the following scenarios, identifu the cost or cash flow and explain how the
amount will be included in the capital budgeting analysis or why it will not be
included.

(D A new machine will increase sales by RM100,000.
(iD The new project will acfually reduce sales of another existing product by

RM20,000 per year.
(iii) The firm's accounts receivable will increase by RM65,000 and accounts

payable will increase by RM60,000.
(i") The firm has done a marketing research study costing RM50,000 to

determine whether there is enough demand to expand the product market.
(v) The firm will experience reduced costs of RM50,000 per year due to the

mechanization of the production line with the new equipment.

[ 5 marks ]

Setia Jati Furniture requires an investment in machinery today of RM20 million.
Delivery and set up cost of machinery is RM2 million. That investment can be
depreciated for tax pu{poses straight-line to zero over 5 years. Starting one year
from now and ending 5 years from now, the project will generate annual revenues
of RM34 million and expenses of RM12 million, both pretax. An immediate
working capital investment of RM4 million is required, and working capital will
remain at that level each year. Also at end of year 5, the machinery will be sold for
RM7 million. The firm is taxed at 30%o. An appropriate discount rate is 8%. What
is NPV?

[ 10 marks ]
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Ouestion 4

(a)
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What are the basic corporate finance
might use the core principles of finance
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functions? Describe ways that managers
in performing these basic functions.

[ 5 marks ]

RM3,000,000

2.000.000

RM5,000,000

(b)

Fareen wants to buy a new car upon graduation at age of 24. She is now 17 years

old. She expects her new car to cost RM80,000. If she can eam 8%o interest on her
savings account, which is quarterly compounded, how much does she need to
deposit atthe end of each quarter so that upon graduation she has the money to buy
the car?

[ 5 marks ]

Utilizing the free cash flow (FCF) approach, calculate the value of a firm's
common stock given the following information:
Market value of debt:'RM7,500,000
Market value of preferred stock: RM2,500,000
Shares of common stock outstanding: 100,000
Growth rate of l5%o for 3 years, followed by a constant 9o/o annual growth rate

thereafter.
Estimated WACC (weighted average cost of capital) of 12%

Past year's FCF: RM450,000
[ 10 marks ]

The signaling model of dividends assumes that managers use dividends to convey
information to poorly informed shareholders. Explain the signaling model of
dividends and stock price reactions to dividend changes.

[ 5 marks ]

(c)

Ouestion 5

(a) Zaid Company which had 1,000,000 shares outstanding paid a stock dividend of
5o/o to the shareholders. The stock is selling for RM14 a share, while the stated par
value is RM3.00 a share. Determine the new equify accounts if Zaid's original
accounts were:

Common Stock (Par value RM3 (1,000,000 shares

outstanding)

Retained Earnings

Total Owner's Equity

[ 5 marks ]
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Global Properties Corporation has 12,000 bonds outstanding with a market price of
RMl05 per bond. The firm also has 30,000 preferred shares outstanding and
35,000 common shares outstanding. Preferred stock and common stock are both
expected to pay a year-end dividend of RM2.30 per share. The current price per
share of common stock is RM37 per share. Preferred stock is priced at RM52 per
share. Preferred dividends do not grow and common stock dividends are expected
to grow at a rate of 4 percent. The firm's tax rate is 35 percent. If the yield on the
firm's bonds is 7%o, what is the firm's weighted average cost of capital?

[ 10 marks ]

Explain the factors that determine beta and how an asset beta can differ from
equity betas.

[ 5 marks ]

Ouestion 6

(a) Assume you own 5000 shares of a corporation that pays a l0%o stock dividend
when its stock price is RM4.40 per share. Assuming no personal taxos, show and

discuss the theoretical impact on your wealth from this dividend.
[ 5 marks ]

(b) There are two firms, BW and GT. Each has expected Net Operating Income CNOD
of RM5 million each year forever, and the NOI to BW will always be exactly the
same as that to GT, whether it ends up above or below the expected amount. After
any interest payments, all income is paid out to equity holders. BW is all equity
(stock). GT has some equity, along with RM22 million (market value and face
value) in perpetual debt. GT's debt pays risk-free 5%o interest each year, while BW

has expected return on its equity of e i % . There are no taxes, and the rest of the

Modigliani-Miller assumptions hold.

(i) What is the value of BW equity?
(iD What is the value of GT equify?
(iiD What is the expected cash flow to GT equity holders eachyear?
(iv) What is the expected return on GT stock

I l0 marks ]

(c) Explain Miller's claim that capital structure should not matter, even in the presence

of corporate and personal taxes.

[ 5 marks ]
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Table A-l Presenr Value of $l Duc at rhe End of n periods:
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Table A-2 Present Value of an Annuity of $l per period for n periods:

,_ I
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5 4.8534 4.7135 4.5797

1l 10.3676 9.7tt68 9.2526 8.7605
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15 13.865r r2.8l-93 71.9379 1l.ll84
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6.6282 6.002r
6.8109 6.1422

6.9740 6.265r
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18.9139 16.9355 rJ.Z47o 13.7986
19.5235 77.4r3r 15.6221 r4.w39

3' 29.40ffi 24.99u6 21.4872 18.646 16.3742
40 32.8347 27.3555 23.rr48 rgJgz} r7.r5gr
45 36.W4' , 29J902 24.5187 20.72m D.T74l
50 32t1961 31.4236 z5.72ftt 2r.4822 rE.zsrg
55 42.1472 33.174s 26.n44 22.1086.. 18.6335

r4.4982
l5.Ol(r3
rr.4158
rr.7619
1r.y905

.. .8/_
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Table A-3 Future Value of $l at the End of n pcriods:

Period t% l0%8%4%,%2%

FVIF6=(l+k)"

5% 6% 9% r2% t4% r5% r6% 24% 2A% 32% 36%

1 1.0100

2 1.0207
3 1.0303

4 1.0406
5 l.0tr0

6 1.061 5

7 7.07?1

8 1.0829

9 r.0937
l0 1.t046

1t 1.1157

72 1.1268

13 1.1381

14 1.1495

15 1.1610

1.0700 1.0800

1.7449 r.1664
1.ZZ5O 1.2597

1.3 r 08 1.3605

1.4026 1.4693

1.5007 7.5869
1.6058 1.7138

t.7182 1.8509

1.8385 1.9990

r.9672 2.7589

2.1049 2.3316
2.2522 2.5782
L4W8 2.7196
2.5785 2.9372

2.7190 3.7722

1.0900 1.1000

r.1881 1.2100

1.2950 1.3310

1.4116 1.4641
7.1386 7.6105

1200

2544

4049

5735
7623

7.6771 7.77'-t6 1.9738
1,8280 1.9487 2.2107
7.9926 2.7436 2.47.[0
2.1719 2.3519 2.7737
23674 2.5937 3,1058

2.5404 2.8531 3.4785
2.a727 3.1384 3.8960
3.0658 3.45?3 4.3635
3.3417 3.7975 4.8871

3.6425 4.1772 5.4736

6.1088 7A002 10.804
6.6586 8.1403 12.100
7.2579 8.9143 8.5527.9r1r 9.tlfr97 $.n9
8.6231 10,835 t7.ooo

9.3992 r 1.918 19.M0
ro.245 13.110 27.32'
77.167 14.427 23.8U
72.172 15.863 26.750
13.268 17.449 29.960

3r.4a9 45.259 93.057
74.358 rr7.39 289.00
776.03 304.48 897.60

1.1400 1.1500
1.2996 7.3225
1.4875 r.5209
1 .6890 |.7490
1.9254 ?.0114

2.1950 2.313't
2.5023 2.6600
2.8526 3.0590
3.2519 3.5779
3.i072 4.0456

4.2262 4.6524
4.8179 5:35O1

5.4924 6.1528
6.2613 7.0757
7.1379 8.r37r

15.668 18.822

17.861 2r.645
20.362 24.891
23.212 2a.625
26.462 32.919

30.761 37.857
34.390 43.535
39.2M 50.066
44.693 57.175
50.950 66.212

188.88 267.86
]N.23 70a3.7
2595.9 43U-O

1.1600 1.1800 1.2000
't.1456 r.3924 1.4400
7.5609 1.6430 't.7280

1.8106 1.9388 2.0736
2.1003 2_2878 2.4883

5.1173
5.9360
6.8858

7.9815

9.2655

47.4't4 73.949 714.48

55.000 87.2(fr 137.37

63.800 102.97 164.84

74.W 721.50 797.8r
85.850 143.37 237.38

r.2800 1.3200

r.6384 7.1424
7.0972 2.3000

2.6844 3.0360
1.43@ 4.$t7j

1.0200 1.0300 1.0400 1.0500 L0600
1.0404 1.0609 1.0816 r.to75 1.1236
r.0672 1.0927 1.1249 1.1576 1.1910
1.0824 1.1255 1.1699 1.2155 1.2625
1.1041 r.r593 1,2167 1.2763 1.33f'2

1.2400

1.5316
1.9066
2.3642
2.9116

l.3600
r.8496
2_5155

3.42rO
4.65?6

r.7262 1.1941 1.2653
r.1487 1.2299 1.3159
1.1117 1.2(fi8 1.3686
t.19t1 1.3048 r.4233
1.2190 1.3439 r.4802

1.2434 1.3842 1.5395
1.2682 '1.4258 1.60t0
1.2936 1.4685 1.6651

r.1195 1.5126 r.7377
1.3459 1.5580 1.8009

1.3401 1.4185

1.4071 1_5036

1.4775 1.5938

r.55r3 1.6895
r.6289 1.7908

1.7103 1.8983

1.7959 z.0fz2
1.8856 2.1329
1.9799 2.2609
2.0789 2.3966

6.1,-59 't.4301 10.657
7.2876 8.9161 11.275
8.5994 10.699 16.386
10.147 17:839 20.319
1r.974 15.407 2t.r96

4.3980 5.2899 6.3275

5.6295 6.9826 8.6054
7.2058 9.2170 11.703

9.2234 r2.t66 r5.9r7
11.806 16:060 2r.647

15.t 12 21.199 29.439
19.343 2i.983 40.037
24.759 36.937 54.451
31.697 48,757 74.053
40.565 64.359 100.?1

778.41 340.45 637.26
228.36 449:p fj66.67
292.30 593.i0 1178.7

374.14 783.02 1603.0
478.n 1033.6 2180.1

613,00 1364.3 2964.9
784.64 1800.9 4032.3

1W4-3 2377.2 54839
1285.6 3137.9 7158.1

1645.5 4142.1 10143.

19427. 66521.

2.4364 2,6996 2.9860 3.6352
2.8262 5.1855 3.5832 4.5077
3.2784 3.7589 4.2998 5.5895
3.8030 4.4355 5.1598 6.9310
4-4rr4 5.2338 6.7977 8.5944

l6
t7
l8
19

20

\.1-t26 1.3128 \n 1 $rU z.\A29 z-qy 2.9522 3.1252 !9703 19!o 6.r30,i 8.D7, 93576 1O7€ l,t.r29 la{8a ar.z4a ,r.gza s4.9y 116.9Jr.ra,rl r.{002 t.6j2a ttl'g 2l9m z,69za l.r5ss !.7000 1.3z:,6 5ar1, 6,ffi 9z76, 1tr761 12160 16672 22,16 rs:ri ir..u, 1lar4 186,28t,t96l r 428a rml ?ozfr 2,4066 2.a58 1i799 19](o 4.7171 5.559 7.6W 1A575 r4E 11.463 19i13 :l('64 laorc sr.0r, t{&02 2'.3i1r.26r r.{563 l.75jj 2.1@ 2-tzo 3.o2s6 t6r65 13L7 j.rrt1 6.1\g $6t2a 7Lw 11232 r6jn iB:ur r.g<i :r.:is ;nu9 \9rjD a11,r1um2 r'1a52 r,ffir 2.rrrr z-6taa 7.zoi1 a.6n a.6ro ,@11 6rz15 s.6&tt ra.74a r6.$t 19461 27.b3 *J* iiNt ,igg 217.92 4@.57

21 1.2324
22 1.2447

23 1.2572

24 r.2697
25 t.Z8Z4

1.2953
1.3082

1.3213

1.3345
7.3478

1.4889

1 6446
1.8167

r.5757 1.8603 2.2788 2.7tKO 3.3996
r.5460 1.9761 2.3699 2.9253 J.6O35
1.5769 ).9736 2,4647 3.0715 3.8197't.6ffi4 2-0328 2.5633 3.2251 4.0489
7.6406 2.0938 2.6658 3.3864 4.2979

1.6714 2:1566 2.n25 3.5557 4.5494
1.7069 2.2213 2.8834 3.7315 4.8223
1.7410 2.2879 2.9987 3.9201 5.1117
1.7758 2.3566 3.1181 4.1161 5.1184
1.8114 2.4273 3.2434 4.1279 5.7435

4.1406 5.0338
4.4304 5.4365
4.7405 

'.87155.0724 6.34t2
5.4214 6.8485

5.8074 7.3964
6.2139 7.9881

6.6488 8.6271
7.7143 9.3173
7.6123 10.063

74.974 2r.725
29.457 46.902

57.946 70t.26

22..t74 32.324 46.m5 91.592
26.186 38.142 55.2(fr 113.5,-

30.376 45.008 66.247 140.83

35.236 53.109 19.497 174.63
40.814 62.669 9r.396 216.54

26
27

28

.29

30

40

50
60

268,51

332.95
412.86

577.95
634.82

2.2080
2.6916

3.2470

3.2620 4.8010 7.0400 70.z16
4.3839 7.t067 11.467 18-420
5.8916 10.520 18.679 32.988

378.72 750.3a 14(9.8 5455.9
1670.7 3927.4 9100.4 46890.
7370.2 20555_ 56348.
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Table A-4 Sum of an Annuity of $1 per Period for n Periods:

FvlFAkn = >t, * ul"-'- (l + k)'- I

rEI k

-9-

8% 9% r0% t2% 14%

Number
of

Periods l% 6%5%4%1% r5% r6% l8% 20% 24% 2A% 3Z% 36%

I

3
4

)

6
7
8
9

10

ll
12

t3
r4
l5

l6

l8
l9
20

21

22
)4
24

26

28

29

30

1.0000

2.0100

3.0301
4.(flA
5.1010

6.1520
7.2135
8.2857
9.3685
10.162

11.567

t2.683
13.809

1.4.947

16.097

r7.258
18.430

19.615

20.811

22.019

23.239
24.472

25.716
26.913
28.243

1.0000 1,0000 1.0000 
- 

1.0000
2.0200 2.0300 2.04ffi 2.0500
3.0604 3.o9o9 3.1216 3.1525
4.1216 4,r,836 4.2465 4.3101
5.2o4o 5.3091 5.4163 5.5256

1.0000 1.0000 1.0000
2.06ffi 2.0700 2.0800

3.1836 3.2149 3.2464
4.3746 4.4399 4.5061
5.6371 5.7507 5.8666

6.9753 7.1533 7.3359
8.3938 8.6540 8.9228
9.8975 10.260 10.637
11.49r 11.978 12.48a
13.181 13.816 14.487

1,4.972 ts.tgc 76.645
16.A70 17.8dS fi.g77
t 8.882 20.741 21.495
27.015 22.550 24.215
23.276 25-129 27.rr2

25.673 27.888 30.324
28.273 30.840 33.750
30.906 33.999 3?.450
33.760 37.379 41.446

36.786 40.95 45.762

39.993 44.t]65 50.423
43.392 49.006 55.451
46.996 53.436 60.893
50.816 58.171 66J65
54.865 63.249 73.106

1.0000 1.0000 1.0000
2.0900 2.1000 z.tzoo
3.2781 3.3100 3.3744
4.5731 4.6470 4.n93
5.9817 6.1051 6.3528

7.5233 7,7156 8.1 152
9.2@4 9.4872 10.089
l l.028 11.436 tz.30o
ta.02r 73.579 14.776
15.193 1t.937 17.549

77.560 18.531 20.655
20.741 Zr.3U 24.133
22.953 24.523 28.029
26.019 27.975 32.393
29.361 3r.772 3j.ztio

6.3081 6.4684
7.4343 7.6625
8.5830 8.8923
9.7546 10.159

10.950 1r.464

18.639 20.157

20.012 21.762

2r.4r2 23.414
22.841 25.117
24.297 26.810

60.402 75.401

4.579 11280
r14.o5 | 63.05

6.6330 6.8019

7.8983 8.1420
9.214?, 9.549r
10.583 11.027
t2.oo6 12.578

95.026 120.80
152.67 20935
237.99 353.58

33.001 35.950
36.974 40.t41
4r.301 45.599
46.018 51.759
51.160 57.275

337.88 442.59
815.08 7163.9
1944.8 3034.8

1.0000

2.14w
3.4396
4.921)
6.6101

8.5355

10.730

13.233

16.085

19.337

23.M5

32.O89

37.581
43.842

42.753 50.980
48.884 59.1 l8
55.750 68,394
63.440 78.969
72.052 97.025

767.09 7342.0
24WA 4994.5
7471.6 18535.

1.0000 1.0000

2.1500 2.1600

3.4725 3.5056
4.9934 5.0665
6.7424 6.8771

8.753-i 8.91]5
11.067 71.414
73.727 r4.24D
16.786 17.519
20.304 2r.321

24.349 25.733

29.002 30.850
34.352 36.786
40.505 43.672
47.580 5r.660

55.711 @.925
65.075 71.673
15.836 84.141

8.212 98.603
702.44 115.38

r 18.81 134.84

137.63 rt7.41
159.28 183.60
184.17 213.98
212.79 249.2r

1.0000 1.0000

2,1800 2.2000

3.5724 3.64W
5.2154 5.36ffi
7.1542 7.,1416

9.412D 9.9299
t2.142 12.916
75.327 16.499
19.086 20.799
23.521 25.959

28.715 32.t50
34.931 39.581
42.219 4a.497

50.818 59.196
60.965 72.035

72.939 87.442

87.068 105.93

103.74 128.12

123.41 t54.74
146.63 186.69

774.02 225.03

206.34 271.03

244.49 326.24
289.49 392.48

342.60 471.9u

1.0000 1.0000

z.z4ut 2.2800

3.1776 3.9184
5.(fr42 6.0156
8.0484 8.6999

10.980 12.736
74.615 16.534
19.723 22.763
24.712 29.369
3r.64i 38.593

40.238 50.398
50.895 65.510
64.1to 84.85.1

80.496 109.6l
100.82 141.30

126,01 181.87

157.25 23t.79
191.99 300^25
244.0' 

'85.32303,60 494.2r

311.46 633.19

469.06 812.00
582.63 1040.4

723.46 1332.7

898.09 1706.8

1.0000 l.Oc(n
2.32c0 2.3600
4.0624 4.2w6
6.3624 6.7251
9.3981 10. | 46

13.406 r4.7D
18.696 zt"t26
25.678 29.7t2
34.495 4t.435
4'7.0('2 ?.552

63.122 78.n8
84.320 108J4
r l z.lo 148.47

149_24 202.93

198.00 276.98

262.36 3n.69
34'7.31 514.6
459.45 700.94

607.47 954.28
802.86 1298.8

1060.8 1767.4

1401-2 240t.-7

1850.6 327r.3
2443_8 4450.0

3226.8 6053.0

12.169 12-808 13.186 14.2O-l

13.412 t4.192 15.026 r5.9r7
14.680 15.618 16.627 17.7r3
15.974 17.086 78.292 19.599
11.29' 18.59 20.024 27.579

2r.825 23.657

23.698 25.840
25,U5 28.732
27.677 30.539
29.n8 n.n6

25.783 2s.676 31.;69 3j.719
27.299 30.537 34.248 38.505
28.84t 32.453 36.678 41.430
30.422 34,426 39.083 44.502
32.030 36.459 41.646 47;/27

56.765 . 64.002 8r.699 104.71
62.873 't7.403 92.503 120.44
69.532 79.543 104.60 13s.30
76.790 88.497 I18.16 , 158.66
84.101 98j47 83.33 181.87

?9:1\ 11!.t. tait 11.a12 it.r1a f.rs @676 
'9.9y ,lj2l ro9.1s rr.al 2o&tl 21r.jr 29(D to5.2j 

'j1ila 
flu.6 2t|''.j 126-6 a2r.r33,a21 t5v1 1o7to 471,,1 y!r9 6a t6 74.1ta a?:'tr 1@l2 t2r.7o r6|t;;.':ro at l:r'.to 1i922 6a1.ai f6l zrrdT ,62{.a ,rr&o3214 37051 12931 499tr r&.03 6&524 @6s 95;9 trz.st tiji 6; ;.6; tz7-10 y,L,o 5(a.4 a\9.22 1-tr6.t t*3 742r-/ trz:ro.a.3rtu 9.192 41219 r29t6 62323 ;ltu o31j to:.q rzl.t tA6a r:!,.i tt;1,6 a.,.,-17 4fi_?u 6f,r, q,4o1 2rz9.o lra' cJ,2.9 m,l.23l8i &.fi 17.5tt ftcrt 6as :,9.u* 9,!.{6r rre2s .,:,et *t.ti tii 1tc;.; 4y.7, ,ro3t 790.9, I rgl.9 261s9 ,a8,2 1:,94. 7a.\123

40 48.886

50 64,463

60 8t.670

154.76 19-64 2t9.M
zg{).y 4M.t3 ,73}7
533.13 81.3.52 1253.2

1779.7 23.cf,8
7217.7 1046.
29220. 46058.

4163.2 7343.9

21813. 45491.
22729. 69377.
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