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Q1

Q2

(@)

(b)

(©)

Define the following terminologies for bond valuation.

(i) Par Value (M)

(2 marks)
(i1) Coupon Interest Rate (I)

(2 marks)
(i)  Maturity (n)

(2 marks)

IAM Berhad has issued a 12.5% bond that is to mature in nine years. The bond
had a RM1,000 par value, and interest is due to be paid semiannually. Your
required rate of return is 11.5%.

Calculate the price that you would be willing to pay for the bond.
(6 marks)

MaxTone Berhad plans to issue bonds to expand its operations. The bonds will
have a par value of RM1,000, a 10-year maturity, and a coupon interest rate of
9%. In the current market conditions, the bonds will be sold to net RM937.79.

Determine the followings:

(1) Current yield

(3 marks)
(ii) Yield-to-maturity

(5 marks)

Carter Paving plans to purchase a new grader. The one under consideration costs
RM250,000 and has a depreciable life of five years. After-tax cash flows are expected
to be RM67,124 in each of the five years and nothing thereafter. The firm’s cost of
capital is 9.5%.

Calculate the followings:

(a)
(b)
(©)
(d)
(e)

Payback period.

(3 marks)
Discounted payback period.

(5 marks)
Net Present Value (NPV).

(3 marks)
Profitability Index (PI).

(3 marks)
Internal Rate of Return (IRR).

(6 marks)
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Q3

(a)

(b)

(©

(d)

The common stock for IDG Berhad currently sells for RM40 per share. If a new
issue is sold, the flotation cost is estimated to be RM7 per share. The company
had earnings of RM2.00 per share four years ago. Next year, the company
expects to have earnings of RM3.22 per share. The company maintains a
constant dividend payout ratio of 40%. Earnings per share are anticipated to
grow at the same rate in the future. The firm’s marginal tax rate is 30%.

(1) Determine the growth rate.

(2 marks)
(i1) Compute the cost of internal equity capital.

(3 marks)
(iii)  Calculate the cost of external equity capital.

(3 marks)

MDG Berhad’s preferred stock is selling for RM19.20 a share. The firm nets
RM18.40 after issuance costs. The stock pays an annual dividend of RM2.21 per
share.

Determine the cost of preferred stock to the company.
(3 marks)

GameX Berhad is issuing a RM1,000 par value bond with an 8% annual interest
coupon rate and that matures in 11 years. Investors are willing to pay RM972,
and flotation costs will be 9%. Gibson is in the 34% tax bracket.

Calculate the after-tax cost of debt of the bond.
(4 marks)

Dynasty Steel Berhad has RM2,575,000 of debt, RM550,000 of preferred stock,
and RM18,125,000 of common equity. Dynasty Steel’s after-tax cost of debt is
5.25%, preferred stock has a cost of 6.35%, and newly issued common stock has
a cost of 14.05%.

Determine the firm weighted average cost of capital.
(5 marks)
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Q4

(@)

(b)

(c)

Explain THREE (3) advantages of commercial paper.
(6 marks)

DynaMax Berhad is planning to issue RMS5 million in 180-day maturity notes
earning a rate of 12% per annum. The company expects to incur costs of
approximately RM20,000 in dealer placement fees and other expenses of issuing
the commercial paper. The company plans to back up their commercial paper
offering with a line of credit from a bank for RMS million. The compensating
balance requirement is 10% of the line of credit. The company normally
maintains RM450,000 in its accounts with the bank.

Determine the effective cost of the commercial paper.
(4 marks)

Milestone Berhad called for credit at the MyNet Bank Berhad. The terms
included a RM35,000 maximum loan with interest of 1% over prime, and the
agreement also requires a 15% compensating balance throughout the year. The
prime rate is currently 12%.

(1) Calculate the effective rate of interest on the loan.
(4 marks)

(ii) Recalculate the effective rate of interest on the loan if the company will
have to borrow the compensating balance and the maximum amount

possible under the agreement.
(3 marks)

(iii) In addition to the compensating balance requirement in (c)(ii), the
company are told that interest will be discounted.

Calculate the effective rate of interest on the loan.
(3 marks)
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Q5

(a)

(b)

(©)

Define the followings:

(1) Forward exchange rates.

(i1) Spot exchange rates.

(iii)  Exchange rate risk.

Differentiate between direct and indirect quote.

BPB 23403

(2 marks)
(2 marks)

(2 marks)

(4 marks)

The following Table Q5(c) contains information on Selling Quotes for Foreign

Currencies in New York.

Table Q5(c¢) Selling Quotes for Foreign Currencies in New York.

Country-Currency Contract USD/Foreign
Canada — Dollar Spot 0.8437
30-day 0.8417
90-day 0.8395
Japan — Yen Spot 0.004684
30-day 0.004717
90-day 0.004781
Switzerland — Franc Spot 0.5139
30-day 0.5169
90-day 0.5315
(1) Compute the indirect quote for the spot and forward Canadian Dollar,
Yen, and Swiss Franc contracts.
(3 marks)

(ii) The spreads on the contracts as a percent of the asked rates are 2 percent
for Yen, 3 percent for Canadian Dollars, and 5 percent for Swiss Francs.

Determine the bid rates for the different spot and forward rates.

(3 marks)

(iii)  You own USD10,000. The USD rate in Tokyo is 216.6743. The Yen rate

in New York is given in the Table Q5(c).

Calculate the gain (loss) for the arbitrage scheme with your capital.

- END OF QUESTIONS -
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