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QUESTION 1

A. a. Investment risk and return are closely related and play an important role in
portfolio construction.

' Required:

Explain how an investor's time horizon and risk tolerance influence asset
allocation decisions.

(4 marks)
b. Elaborate on the differences between systematic risk and unsystematic risk.
Support your answer with suitable examples.
(4 marks)
B. Aiman plans to construct a portfolio using four stocks listed on Bursa
Malaysia. He collects the following information before making his investment
decision:
Stock Weight Beta Expected Return
A 0.30 1.20 ‘ 16%
B 0.25 0.85 13%
C 0.20 : 1.50 19%
D 0.25 _ 0.95 14%
The risk-free rate is 3.5%, and the market return is 11%.
Required:
a. Assess:
i. Expected return of Aiman's portfolio. (6 marks) -
ii. Portfolio’s beta. (2 marks)
iii. Required rate of return using the CAPM maodel. (2 marks)
b. Based on answer (a), explain whether Aiman should review his investment
portfolio or not. (3 marks)
c. Based on your analysis, evaluate whether this portfolio is financially attractive
or not by company compare the porifolio’s expected return with its required
return. :
. (4 marks)

(Total: 25 marks)
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QUESTION 2

A. Investors are often influenced by emotions, personal beliefs, and past
experiences when making investment decisions, especially during periods of
market volatility.

Aisyah recently invested a large portion of her savings in a company that had
shown strong past performance. Despite receiving negative financial reports
and warnings from analysts, she refused to seli the shares because she
believed that the company would eventually recover. At the same time, she
avoided investing in other potentially profitable stocks due to fear of making
losses.

Required:

Explain FOUR (4) behavioral biases that- may influence Aisyah’s investment
decisions and relate each bias to the situation described above.

(8 marks)

B. a Hazigq Berhad is a listed company operating in the consumer products sector.
In the most recent financial year, the company reported earnings per share of
RM3.20. The management has adopted a stable dividend policy by distributing
60% of its earnings to shareholders as dividends. ,

Based 01:\ recent performance and future business prospects, the company
expects its dividends to grow at a constant rate of 7% per year in the
foreseeable future.

Investors in the market require a minimum rate of retumn of 13% for
investments with similar risk characteristics. At present, Haziq Berhad’s shares
are trading at RM36 per share.

Required:

As an investment analyst, you are required to:

i,  Estimate the expected dividend for the next year.

(2 marks)
i Determine the intrinsic value of the share.
(2 marks)
iii. Evaluate whether the share should be bought, held or sold.
(3 marks)
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b. Nurin Berhad is a listed company operating in the consumer electronics
industry and has shown strong growth in recent years. The company has just
paid a dividend of RM2.40 per share to its shareholders.

Due to successful expansion strategies and increasing market demand, the
company's dividends are expected to grow at a high rate of 12% per year for
the next two years. However, as the company reaches a more mature stage of
development, the dividend growth rate is expected to moderate and stabilize at
7% per year thereafter.

Investors in the market require a minimum rate of return of 11% for investments
with similar risk characteristics. Currently, Nurin Berhad’s shares are trading at
RM150 per share.

Required:

i.  Estimate the expected dividends each year for Nurin Berhad.
(3 marks)

ii Determine the intrinsic value of the share based on the estimated
dividend stream.
(B marks)

iii. Assess whether investors should buy, hold, or sell the share.
{4 marks)

(Total: 30 marks)
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QUESTION 3

a.

Bonds are widely used by investors as income-generating instruments and by
companies as a source of long-term financing. However, the value and performance
of bonds are affected by various. economic conditions, market developments, and
bond-specific characteristics. Changes in interest rates, inflation expectations, and

credit quality may significantly influence the risk and return profile of bond
investments, :

Explain THREE (3) major factors that influence the risk and return characteristics of
bonds and how its affects bond prices and investor returns.

(6 marks)

Arjuna Berhad is currently reviewing its financing structure as part of a refinancing
exercise. The company Is considering two alternative bonds, namely Bond R and
Bond S, with the following characteristics:

Bond R carries an annual coupon rate of 8.5% and has 10 years remaining to
maturity. Bond S carries a coupon rate of 10% per annum, payable semi-annually,
and has 6 years remaining to maturity. Both bonds have a par value of RM1,000. The
prevailing market interest rate for bonds with similar risk characteristics is 12% per
annum, ‘

In addition, Bond S contains a call provision that allows the issuer to redeem the
bond after 3 years at a call price of RM1,040. Assume that all coupon payments are
made on time and that market conditions remain stable unless stated otherwise.
Required:

Determine the following:

i. Infrinsic value of both bonds based on the current market interest rate.
(6 marks)

il Yield to maturity (YTM) of Bond R and Bond S.
(5 marks)

iif. Yield to call (YTC) of Bond S, assuming that the bond is redeemed at the first
call date.

(3 marks)

(Total: 20 marks)
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QUESTION 4

a. Convertible bonds are often described as hybrid securities because they combine the
features of fixed-income instruments with the potential for equity participation. They
are commonly used by companies as a strategic financing tool, particularly when
firms are seeking to balance financing costs, growth opportunities, and shareholder
interests. From both the issuer’s and investor’s perspectives, convertible bonds serve
as a bridge between debt and equity financing.

Required:

With reference to relevant theories and examples, elaborate on FOUR (4) major
reasons the companies issue convertible bonds instead of issuing straight bonds or
ordinary shares.

(8 marks)

b. Mega Tech Berhad, a company engaged in digital fransformation and technology-
driven services, has recently issued 180,000 convertible bonds to finance its long-
term expansion programme. Each convertible bond has a par value of RM1,000 and
carries @ coupon rate of 6% per annum, with a maturity period of 10 years. At
present, the company’'s ordinary shares are trading at RM45 per share in the stock
market. '

The convertible bonds may be converted into ordinary shares at a conversion ratio of
- 22:1. The prevailing market interest rate for simitar non-convertible bonds is 8% per
annum. Currently, the convertible bonds are trading at RM890 per unit. Assume that

all coupon payments are made as scheduled and that market conditions remain
stable unless stated otherwise.

Required:
i Calculate 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)
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e. Conversion parity if the convertible bond is currently trading at RM800 per
unit.
{2 marks)

f. Minimum theoretical value of the convertible bond.
(4 marks)

il Analyse whether investors should convert their bonds or retain the bonds until
maturity if Mega Tech Berhad announces a forced conversion when the share
price rises to RME0.

(3 marks)

(Total: 25 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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