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Answer ALL the questions on the separate sheet provided.          [100 marks] 

1. a) Find FIVE (5) advantages of short-term financing. (10 marks) 
    
    
     
 b) Diana Company Ltd sells construction equipment to contractors on a net 60 credit 

term. The monthly sales average is RM200, 000. The credit provided is for two months 
(60 days). 
 
The account receivable average is RM400, 000. The company secures all accounts 
receivable to the bank. The bank advances 70 percent of the face value. Commission 
charges is at 3 percent over prime and 1 percent processing fee on account 
receivable secured.  
 
Diana Company borrows at a rate of 10 percent annually and they borrow at 
maximum. The number of days in a year is 360 days. Calculate the annual effective 
cost of interest of the loan.                                                                               (5 marks) 

   
   
     
 c) There are two types of short-term credits which are unsecured financing and secured 

financing. Examine FIVE (5) difference between unsecured financing and secured 
financing.                                                                                                     (10 marks) 

   Total: [25 marks] 
     
     
     
2. a) Green Joes Co Ltd is a pipe manufacturing company. Its production cycle 

indicates that materials are introduced in the beginning of the production cycle, 
wages and overheads accrue evenly throughout the period of the cycle. Below is 
the cost sheet of Green Joes Co Ltd. 
 
Element of Cost  
Raw materials : 40% 
Labour            : 10% 
Overheads      : 30% 
 
The following particulars are also available: 

i) Raw materials remain in stock for 6 weeks 
ii) The processing time is 4 weeks 
iii) Finished goods are in stock for 5 weeks 
iv) The period of credit allowed to debtors is 10 weeks 
v) Lagging in payment of wages is 2 weeks 
vi) Period of credit allowed by creditors is 4 weeks 
vii) The selling price per unit is RM50.00 
viii) Production in unit per annum is 13000 pieces 

*52 weeks in a year 
  Determine an estimate of working capital (20 marks) 
    
     
     
 b) Determine the effective rate of interest corresponding to a nominal rate of 6 percent 

per annum compounded  
     
    i) Annually (1 mark) 
     
  ii) Semi-annually (1 mark) 
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  iii) Quarterly (1 mark) 
     
  iv) Monthly (1 mark) 
     
  v) Daily (1 mark) 
   Total: [25 marks] 
     
     
     
3. a) There are many different types of bonds in the market. Examine THREE (3) 

types of bonds which is commonly being traded in the financial market.          
(6 marks) 

   
   
   
 b) Breakdown FOUR (4) features of preferred stock. (4 marks) 
    
    
   
 c) Examine TWO (2) types of leasing. (4 marks) 
    
    
     
 d) Analyse THREE (3) important factors to be considered went you are planning to take  
  a long-term loan. (6 marks) 
    
    
    
 e) Navina sells 165400 sets of suits a year. The optimal safety inventory which is on 

hand initially is 700 sets. Each set purchase price is RM5, which inventory carrying 
costs are 23 percent of purchase price, and the cost of placing an order with its 
supplier is RM 12.90.  

  Illustrate the economic order quantity (EOQ). (5 mark) 
   Total: [25 marks] 
     
     
     
4.  Mumy Bakery Co. is considering buying a baking machine as their business is 

expanding and taking more manpower will be less profiting. Hence, they plan to 
invest to buy either PAN01 machine or MED2 machines for their upcoming 
projects. The following information shows income and net cash flow for the 
machines.  
 

  Years PAN01 Machines (RM) MED2 Machines (RM) 
0 (450000) (450000) 
1 86000 91000 
2 102000 101000 
3 115000 118500 
4 115700 118500 
5 115700 119000 

 

 

  At the end of their useful lives, the PAN01 machines are expected to have a scrap 
value of RM8200 and the MED2 machines RM 7500. The tax rate is 26 percent 
per annum. The required rate of return is 15 percent. Compute: 

     
 a) The payback period (4 marks) 
    
    
     
 b) The Net Present Value (NPV) (10 marks) 
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 c) The Profitability Index (PI) (3 marks) 
    
    
     
 d) If the two machines should be repaired in year 4 at 6 percent of its original price,  
  calculate the new NPV. (8 marks) 
   Total: [25 marks] 
     
     
     

- END OF QUESTIONS - 
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Formula 

CCC (in days) = Inventory conversion period + receivable collection period - payable 

deferral period 
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