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QUESTION 1

A.

a.

Elaborate how diversification across different asset classes can help investors
manage risk during economic uncertainty.
(4 marks)

An investor, Amir, holds shares in several Malaysian companies. Recently,
the stock market declined after Bank Negara increased interest rates, and a
global economic slowdown occurred. At the same time, one of the companies
in his portfolic experienced a factory fire, which disrupted its production.

i. Based on the situation above, categorize the types of risks involved
and provide one example for each type of risk.
(2 marks)

ii. Explain how economic recession and political instability may affect
investment returns and why these risks are difficult for investors to
avoid.

(2 marks)

Farid has RM200,000 to invest in the Malaysian stock market. He plans to divide his
investment among four companies from different sectors.

His investment plans are as follows:

Sector Investment (%) Expected Return {%) Beta
Banking 30 18 1.20
Plantation o " 25 - 15 ' 090
Technology’ _ 20 22 150
Consumer Products 25 - 18 1.00
During the same period, the risk-free rate is 4%, and the average market return is
12%.
Required:
a. Assess the:
i. Expected return of Farid’s portfolio. (4 marks)
ii. Portfolio’s average beta (B). (2 marks)
iii. Portfolio’s required rate of return. (2 marks)
b. Based on answer (a), elaborate whether Farid should review his investment or

not.
{3 marks)
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C. Explain THREE (3) advantages and disadvantages of investing in unit trusts and
individual stocks.

(6 marks)

(Total: 25 marks)
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QUESTION 2

A.

Aiman continues buying a stock even though its price keeps falling because he
believes it will eventually recover. At the same time, he follows his friends’
investment decisions without proper research.

Required:

Elaborate FOUR (4) behavioral biases that may influence Aiman’s decisions.
(8 marks)

a. Zamir Bhd recorded earnings per share of RM2.50 last year. The company

plans to retain 35% of its earnings for future expansion, while the rest is
distributed as dividends. It is expected that both earnings and dividends will
grow at a constant rate of 8% per year. The required rate of return for investors
is 14%, and the company’s current market price is RM28 per share.

Required:
i.  Assess the expected dividend for next year.
. (2 marks)
ii Estimate the intrinsic value of Zamir Bhd's.
(2 marks)

iii. Based on your analysis, recommend whether the investor should buy,
hold, or selt the share and whether it is overvalued or undervalued.
(2 marks)

b. Aqil Berhad has just paid a dividend of RM2.80 per share. The company's

dividends are expected to grow at 15% per year for the next three years. After
that, the growth rate is expected to decline and stabilize at 8% per year.
The required rate of return for investors is 12%.

The company’s current market price is RM185 per share.

Required:
i.  Assess for Agil Berhad dividends for each year.
(4 marks)
i  Determine the intrinsic value of Aqil Berhad.
(8 marks)

ii. Determine expected share price at the end of year § and whether the
share should be bought, heid or sold.
(4 marks)

(Total: 30 marks)
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QUESTION 3

a.

Bond prices are influenced by various macroeconomic conditions, financial market
developments, and bond-specific characteristics. Changes in interest rates, inflation
expectations, and credit conditions often result in fluctuations in bond values in the
secondary market.

Required:

Explain THREE (3) factors that influence the sensitivity of bond prices to interest rate
movements.

(6 marks)

Zamrud Berhad is currently reviewing its outstanding debt instruments as part of its
long-term financing strategy. The company has issued two bonds, namely Bond P
and Bond Q, with the following characteristics:

Bond P Q

Par value -RM1,000 RM1,000
Coupon rate 8% 11%

Coupon payment Annually Semi annually
Years to maturity 12 years 7 years

The prevailing market interest rate is 10% per annum. In addition, Bond Q is
embedded with a call option that allows the issuer to redeem the bond after 4 years
at a call price of RM1,050. Assume that all coupon payments are made on time and
that the market interest rate remains constant unless stated otherwise.

Required:

Assess the following:

i Intrinsic value of Bond P and Bond Q based on the current market interest
rate.
(6 marks)

ii. Current yield for Bond P and Q using intrinsic values obtained in part (i).

{3 marks)

iii. Yield to maturity (YTM) for Bond Q if it is priced at the intrinsic value
calculated in part (i).

(2 marks)

iv. Yield to call for Bond Q, assuming that the bond is redeemed after 4 years at
the stated call price.

(3 marks)

(Total: 20 marks)
5 CONFIDENTIAL



CONFIDENTIAL DECEMBER 2025/SET A/FIN4243

QUESTION 4

a. Convertible bonds are hybrid securities that combine the characteristics of both debt
and equity instruments. They provide investors with fixed income in the form of
coupon payments, while also offering the opportunity to participate in the issuing
company's equity growth through conversion.

Required:

Elaborate FOUR (4) advantages and FOUR (4) potential risks associated with
investing in convertible bonds.
(8 marks)

b. Nova Tech Berhad, a company involved in the development of smart manufacturing
systems, has recently issued 200,000 convertible bonds to finance its automation
project. Each bond has a par value of RM1,000 and carries an annual coupon rate of
6.5%, with a maturity period of 12 years. At present, the company's ordinary shares
are trading at RM40 per share in the stock market. The convertible bonds may be
converted info ordinary shares at a conversion ratio of 20:1. The prevailing market
interest rate is 9% per annum, and the current market price of the convertible bond is
RM920 per unit. '

Required:
i, Determine the following:

a. Conversion price.

(2 marks)
b. Conversion value.

(2 marks)
c. Conversion premium in RM and percentage.

{2 marks)
d. Current yield of the convertible bond.

(2 marks)

e. Conversion parity if the convertible bond is currently trading at RM800 per

unit.
(2 marks)
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ii. Estimate the minimum theoretical value of the convertible bond.
(4 marks)

ii. Analyse whether investors should convert their bonds into ordinary shares or
not if Nova Tech Berhad announces a forced conversion when its share price
increases to RM58 per share.

(3 marks)

(Total: 25 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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