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Question 1

A. You are offered to buy a 4-year coupon corporate bond in the beginning of its 7th month on its third year for $963.94. Its face value is $1,000 and its coupon rate is 5.172% p.a. with coupon paid at the end of each quarter. Government bond rate now is 6.9%. 
(a)   Is $963.94 a good price for you to buy it or not? What is the fair price for the bond? 

(5 marks)

(b)   What is the yield if you buy at the price that you have been offered?

(5 marks)

(c)   If the government bond rate suddenly goes down to 4.7%, what will be the new fair value of the bond?   
(5 marks)

B. The company just paid a $1.48 annual dividend and announced the plans to pay $1.54 next year. The dividend growth rate is expected to remain constant at the current level for the following 4 years and then settle at 3 percent per year. If you are planning to buy this stock in two years’ time, how much would you expect to pay for it if the required rate of return is 7 percent at the time of your purchase? (Use two decimal rounding) 

(5 marks)
[TOTAL: 20 Marks]
Question 2
Seong Seng Coachbuilders is considering purchasing a new machine to replace an old one.

Cost of new machine:

Purchase price



$85,000

Installation & Commissioning


$10,000

The proposed new machine is to be depreciated using the straight line method over its four-year useful life with an estimated salvage value of $15,000. 

The proposed new machine is expected to increase sales and operating expenses and the amount are expected to be constant over the project’s 4 year life.

Sales  


$65,000

Operating expenses
$26,000

Seong Seng operating working capital is also expected to increase as follows:

Inventory

$12,000

Accounts receivable
  $8,000

Accruals

  $3,000

Accounts payable
  $6,000

The old, existing machine is also being depreciated using the straight line method over its 6 years useful life towards zero salvage. It was purchased 2 years ago with a total depreciable value of $60,000.  It can be sold today for $38,000.

Seong Seng tax bracket is 40% and its management uses 20% required rate of return to evaluate this replacement project. Using the NPV and IRR criteria, is the project viable? 
[20 Marks]

Question 3
Twin City Publishing is considering two financial alternatives for financing a major expansion program. Under either alternative EBIT is expected to be $15.6 million. 

Currently the firm's capital structure consists of 4 million shares of common stock and $35 million in 11% long-term bonds. 

Under the debt financing alternative $10 million in 12% long-term bonds will be sold and under the equity financing alternative the firm would sell 500,000 shares of common stock. 

The P/E (Price-earnings ratio) under the debt alternative would be 15 and the P/E under the equity alternative would be 16. The firm's tax rate is 40%. 
Required:

Which alternative would the firm choose? Show your workings and explain your findings.

[20 Marks]

Question 4

Mah Seng Company Berhad had total earnings last year of $5 million but expects total earnings to drop to $4,750,000 this year because of a slowdown in the consumer sector. There are currently 1 million shares of common stock outstanding. The company has $4 million worth of investments to undertake this year. The company finances 40% of its investments with debt and 60% with equity capital. The company paid $3 per share in dividends last year.

(a) If the company follows a pure residual dividend policy, how large a dividend will each shareholder receive this year?

(8 marks)

(b) If the company maintains a constant dividend payout ratio each year, how large a dividend will each shareholder receive this year?

(10 marks)

(c) If the company follows a constant dollar dividend policy, how large a dividend will each shareholder receive this year?

(2 mark)
[TOTAL: 20 Marks]
Question 5
A. Xerox Corporation has been an innovator in its responsibility-accounting system. In one initiative, management changed the responsibility-centre orientation of its Logistics and Distribution Department from a cost centre to a profit centre. The department manages the inventories and provides other logistical services to the company’s Business Systems Group. Formerly, the manager of the Logistics and Distribution Department was held accountable for adherence to an operating expense budget. Now the department “sells” its services to the company’s other segments, and the department’s manager is evaluated partially on the basis of the department’s profit. Xerox Corporation’s management feels that the change has been beneficial. The change has resulted in more innovative thinking in the development and has moved decision making down to lower levels in the company.

Required:

Comment on the new responsibility-centre designation for the Logistics and Distribution Department.

(8 marks)

B. As the world’s population grows, business activity expands, and the globe seemingly shrinks, millions of people the world over are ever-more aware of the critical need to preserve our environment for ourselves and our posterity.
The costs of dealing with environmental issues in one way or another are enormous.

Required:

Explain THREE (3) strategies of environmental cost management.

(12 marks)
[TOTAL: 20 Marks]
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