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

1. a) 
 

The finance director of GMG Berhad (GMG) has been looking to improve the 
company’s working capital management. 
 
GMG has revenue from credit sales of RM 28,352,000 per year and, although its 
terms and trade require all credit customers to settle outstanding invoices within 35 
days, on average customers have been taking longer. 
 
Approximately 1% of credit sales turn into bad debts which are not recovered. 
 
Trade receivables currently stand at RM 5,585,000 and GMG has a cost of short-
term finance of 6% per year. 
 
The finance director is considering a proposal from a factoring company MAX Sdn 
Bhd (MAX), which was invited to tender to manage the sales ledger of GMG on a 
with-recourse basis.  
 
MAX believes that it can use its expertise to reduce average trade receivables days 
to 30 days, while cutting bad debts by 65% and reducing administration costs by 
RM50,000 per year. 
 
A condition of the factoring agreement is that the company would also advance GMG, 
82% of the value of invoices raised at an interest rate of 8% per year. 
 
MAX would charge an annual fee of 0.65% of credit sales. 
 
Assume that there are 365 days in each year. 

    
  i)  Advise whether the factor’s offer is financially acceptable to GMG Berhad. 

                                                                                                 (12 marks) 
   
  ii) Briefly explain how the creditworthiness of potential customers can be assessed                                                                                                
   (3 marks) 
    
  iii) Critically discuss how risks arising from granting credit to foreign customers can 

be managed and reduced.                                                                   (10 marks) 
   Total: [25 marks] 
     
     
     
2. a) You have recently joined the finance team of a growing company that is planning to 

expand its operations. The company is currently experiencing significant growth and 
is looking to raise capital to finance the expansion. However, the company is highly 
geared, meaning it already has a substantial amount of debt on its balance sheet. 
The Board of Directors has asked you to provide a comprehensive analysis and 
recommendation on how the company should approach its capital structure for the 
expansion, taking into account various theories of capital structure and practical 
considerations.                                                                                             (25 marks) 

  Total: [25 marks] 
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3. a) Anderson plc is looking forward to acquire with other potential firm and they have 
few firm in the list. After the management board meeting , Anderson plc have 
targeted Matilda plc as a possible acquisition firm.Financial information relating 
to both the firm is given below. 

Profit and Loss account for the year ended  31 December 2023. 

 Anderson plc Matilda plc 
 RM  (m) RM  (m) 
Turnover 840 320 
Profit before tax  87 42 
Taxation 32 10   
Profit after tax 55 32 
Dividends 15   5 
Retained profit for the year 40 27 

Balance sheet (extract) as at 31 December 2023 

 

 Anderson plc Matilda plc 
 RM (m) RM  (m) 
Capital and reserves   
RM1 ordinary shares  80 30 
Retained profits 195 124   
 275 154 
   
Pre - bid- price earnings ratio   18   12 

 

As per the discussion, Anderson plc will give two share of its for every three 
shares of Matilda plc. Its estimated that there will be after tax cost with the 
merging of the firms, and the total administrative cost for both the firms will be 
RM4 million.Due to the poor performance of the Matilda plc, earning per shares 
of the firm is depressed. However, with the combination of both the firm , the 
directors believe that the firm able to achieve 18p. However, the finance manager 
disagree with this statement and he believe that the price earning ratio can only 
reach 14p.  

     
  i) Presume that the market value of their shareholdings is the only factor of 

concern, Calculate whether the shareholders of each firm would welcome the 
takeover. You should consider each of the views expressed by the directors. 
                                                                                                             (15 marks) 

   
  ii) Quite number of studies indicate that many firms which acquires fail, in the sense 

that the shareholders of the opposite firms do not benefit. Discuss the factors 
that may lead to such failure.                                                               (10 marks) 

   Total: [25 marks] 
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- END OF QUESTIONS - 

 

 

 

 

4. a) Ginevera Corp is in the plan of investing into new project which they name it as Maya 
Project. If a decision is made to go ahead with the project, production would start 
immediately and continue for four years. Ginevera has already spent RM380,000 on 
developing the technology for the Maya plus a further RM28,000 on market research. 
If the company decides not to go ahead with full production, the research and 
development work could be sold to another company immediately for RM75,000 (after 
tax). 

If the company proceeds with production of the Maya, machinery costing RM650,000 
would need to be purchased and paid for at the start of production.  The equipment 
would be sold for RM135,000 at the end of the four years. Capital allowances for the 
equipment are available on an 16 per cent reducing balance basis, to be claimed from 
year 1.  

Production would take place in premises already owned by Ginevera. If the company 
were to decide not to produce the Maya, it is estimated that these premises could be 
sold immediately for RM235,000 (after tax).  The premises will not be sold if the Maya 
is produced. 

Sales of the Maya would generate annual revenues of RM745,000 for each of the 
four years. Incremental fixed costs (excluding depreciation) of producing the Maya 
would be RM120,000 per year. The variable costs of production would be RM295,000 
per year. 

Working capital would increase by RM100,000 at the start of production and then 
remain constant until the start of year 3 when the total working capital will reduce to 
RM80,000.  Working capital will then remain constant throughout the remaining period 
of sales before being recovered at the end of year 4. 

Corporation tax is payable at the rate of 20 per cent of net cash flows and tax 
payments are made one year in arrears.  Ginevera uses a cost of capital of 13 percent 
per annum as the discount factor for investment appraisals. 

   i) Calculate the net present value of producing the Maya and recommend whether 
the company should proceed with production.  

Work to the nearest whole RM.                                                            (19 marks) 
     
  ii) Calculate the IRR of the proposed project and advise Ginevera on whether this 

changes your recommendation.                                                             (6 marks)                 
   Total: [25 marks] 
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