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

1. a) Melinda wishes to have RM120,000 in her account 8 years from now. She can earn 
an interest of 5% per annum compounded annually on her investment. Compute the 
amount that Melinda must deposit today so that her wish could be fulfilled.     (5 marks) 

     
     
     
 b)  Andy deposits RM40,000 into a fixed deposit account and he plans to withdraw all the 

monies in his account after 6 years. Compute how much will Andy have in his account 
after 6 years if the bank gives him 4% interest per annum compounded annually. 

   (5 marks) 
     
     
     
 c) Suppose you are an investor and given a choice of daily, monthly or quarterly 

compounding investment, explain which you would prefer to maximise your return.      
    (2 marks) 
     
     
     
 d) Differentiate between simple interest and compound interest.                          (4 marks) 
   
    
     
 e) List FOUR (4) different financial applications of the time value of money.        (4 marks) 
     
   
     
 f) Explain why profit maximisation may not be a good measurement of the objective of 

a company.                                                                                                        (5 marks) 
   Total: [25 marks] 
     
     
     
2. a) Discuss FOUR (4) benefits of financial intermediation.                             (12 marks) 
    
     
     
 b)  Explain THREE (3) motives for a business to hold cash. (9 marks) 
   
    
     
 c) Differentiate between debt markets and equity markets. (4 marks) 
   Total: [25 marks] 
     
     
     
3. a) Distinguish between secured loans and unsecured loans with an example of each. 
   (9 marks) 
     
     
 b) Discuss FOUR (4) advantages of factoring to a company. (8 marks) 
   
    
     
 c) Discuss FOUR (4) disadvantages of bonds to issuing firm.                              (8 marks) 
    Total: [25 marks] 
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4. a) Yin Bhd. has identified two new projects which are mutually exclusive to improve its 
profitability. As the financial manager of Yin Bhd., you have been requested to perform 
a financial evaluation on the two projects. 
 
Expected cash flows of the two projects are as follows: 
 

 Project 1 
RM 

Project 2 
RM 

Initial cost (230,000) (300,000) 
Year 1 50,000 50,000 
Year 2 80,000 95,000 
Year 3 90,000 135,000 
Year 4 150,000 160,000 

 
The firm’s cost of capital is 8%. 
 
Required: 
  

  i) Calculate the net present values of project 1 and project 2.   (12 marks) 
     
   ii) Based on your answer in part (i) above, explain which project should be invested 

in.                                                                                                               (2 marks) 
  

   
   
 b) Discuss TWO (2) advantages and TWO (2) disadvantages of using the net present 

value technique for project appraisal.                                                               (8 marks) 
    
     
     
 c) Other than net present value, recommend THREE (3) capital budgeting techniques 

that can be used for investment appraisal.                                                        (3 marks) 
   Total: [25 marks] 
     
     
     

- END OF QUESTIONS - 
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