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QUESTION 1

a. i. Critically contrast THREE (3) differences between an offer for sale and a rights
issue as methods of raising equity capital. In your answer, consider the
implications for both the issuing company and existing shareholders.

(6 marks)

i. As afinancial manager of a not-for-profit organization, determine TWO (2) financial
goals that would be appropriate to guide your organization decision-making.
(4 marks)

b. Eirwan, aged 40, is a senior consultant with two key financial objectives: funding her
child’'s higher education and preparing for retirement. She currently has RM800,000 in
savings and expects an annual portfolio return of 8%. However, she has a low risk
tolerance and prefers to avoid equity market volatility.

Education Goal: Requires RM1,500,000 in 8 years.
Retirement Goal: Requires RM500,000 annually for 25 years starting at age 65.

Required:
i. Determine the present value (PV) required today to satisfy the education goal,
assuming an 8% discount rate.
(2.5 marks)
i. Determine the capital amount needed at age 65 to sustain the retirement
withdrawals.

(2.5 marks)

ii. Calculate the Present Value (PV) of that retirement amount at Eirwan’s current.
(3 marks)

iv. Evaluate whether Eirwan’s current savings are sufficient to meet both her financial
goals. Provide financial reasoning and assumptions to support your evaluation.
(7 marks)

(Total: 25 marks)

2 CONFIDENTIAL



CONFIDENTIAL MAY 2026/SET B/FIN4263

QUESTION 2

Red Rose Sdn Bhd is evaluating two mutually exclusive investments in Project Road and

Project Pump. Both projects have a lifespan of 4 years and are expected to generate the
following cash inflows:

Year Project Road (RM) Project Pump(RM)
0 (1,300,000) (1,200,000)
1 400,000 300,000
2 450,000 450,000
3 500,000 350,000
4 800,000 400,000

Additional Information:

The company’s required rate of return is 12%. Ignore the effects of taxation, depreciation, and
inflation.
Required:

a. For both projects, calculate the following:

i. Payback Period (PP).
(7 marks)

ii. NetPresent Value (NPV).
(6 marks)

iii. ~Internal Rate of Return (IRR) using the interpolation method between 12% and
24%.

(8 marks)

b. Based on your analysis, identify which project Red Rose Sdn Bhd should undertake.
(Show using at least three capital budgeting criteria.)

(4 marks)

(Total: 25 marks)
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QUESTION 3

Gerhana Sdn Bhd a boutique investment advisory firm, recently secured an endowment fund
of RM3,500,000 from a high-net-worth institutional client. The client expects Gerhana to
design a portfolio that not only aligns with long-term wealth maximisation but also considers
risk-adjusted returns. The board of directors has identified five strategic projects with differing
levels of market risk and potential capital appreciation.

The directors are particularly interested in how systematic risk (beta) will affect the overall
portfolio performance and wish to evaluate the decision using risk-adjusted metrics.
The risk-free rate is currently 4%.

Economic Condition | Probability  Market return (R.)
Recession | 025 7%
Normal 0.50 10%
Boom 0.25 4%
The proposed projects are as follows:
Investment (RM) i Project ' Beta Coefficient (B)
600,000 Cakui 1.2
700,000 Lintah 1.5
850,000 Sumi 1
750,000 Selendang 0.8
600,000 Serambi 1.4
Required:
a. Evaluate the expected market return using the probability model.
(3 marks)
b.  Determine the portfolio beta using investment weights in your calculation.
(5 marks)
c. Find the Capital Asset Pricing Model (CAPM) to compute the required rate of return for
each project.
(9 marks)
d. Examine the overall required rate of return for the portfolio.
(5 marks)
e. If the company aims to reduce the overall risk of its investment portfolio, identify one

project that should be removed or scaled down. Support your recommendation using the
project's beta value as justification.

(3 marks)
(Total: 25 marks)
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QUESTION 4

MAY 2026/SET B/FIN4263

Dwirekto Bhd, a Nusajaya-based technology firm, is planning a capital expansion valued at
RM120 million. The company seeks to optimize its capital structure before committing to the
investment. As of 31 May 2025, Dwirekto's capital structure consists of RM400,000 in 9%
debentures (with five years to maturity), RM150,000 in 5% preference shares, RM300,000 in

ordinary share capital at par value of RM1, RM50,000 in sha

re premium, and RM100,000 in

retained earnings, bringing the total capital base to RM1,000,000.

The market prices and payouts for the instruments are:

Instrument Market Price | Face Value | Annual Payout
(RM) (RM) (RM)

9% Debentures (Redeemable) 970 1,000 90

5% Preference shares (Irredeemable) 88 100 5

Ordinary shares 20 1 1

Additional Information:

* The company recently paid a dividend of RM1.00 per
by 7% annually

share and expects this to grow

» Flotation cost for new ordinary shares is 6% of the market price, while for preference
shares it is 5% of face value and a flotation cost about 5% of the face value, will be

incurred for debentures.
e The company has RM40 million in retained earnings
e The applicable corporate tax rate is 24%.

Required:
a. Calculate the following:
i.  After-tax cost of debt (Kg).
ii. Cost of preference shares (K,).
iii. Cost of retained earnings (Ke).

iv. Cost of new ordinary shares (Kpe).

b. Weighted Average Cost (WACC).

END OF QUESTION PAPER

available for reinvestment.

(7 marks)
(1.5 marks)
(2 marks)

(2.5 marks)

(12 marks)
(Total: 25 marks)

(TOTAL: 100 MARKS)
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APPENDIX 5 (1)

FORMULA

Time Value of Money

1;

Present value

a.

e.

PVn=FV (PVIF i, n) (using PVIF table) or
PVn=EV (formula)

(1+)
(Discounting interest)

PV,= FV (formula)
(1+) (nxm)

m

(Non-annual periods)

PVAR =PMT (PVIFA | n) (using PVIFA table) or
PVAn =PMT (1 - (1/1+i) ") (formula)
(PV Ordinary annuity)

PVAn = PMT (PVIFAI, n) (1+i) (using PVIFA table)
(PV Annuity due)

PVP= = PMT x (1/i)
(PV Perpetuity)

Future Value

a.

FVn =PV (FVIF i, n) (using FVIF table) or
FVn =PV (1+i)n  (formula)
(Compounding interest)

FVn =PV (FVIF ym,nxm) (using FVIF table) or
FVn=PV (1+j)0xm

(non-annual periods)

FVAn=PMT (FVIFA |, n) (using FVIFA table) or
FVAR = PMT((1+i)" — 1)/ i) (formula)
(FV Ordinary annuity)

FVAn =PMT (FVIFA], n) (1+i) (using FVIFA table)
(FV Annuity due)

FIN4263



APPENDIX 5 (2)

Capital Budgeting Techniques
1. Payback period (PP)
PP = Initial Outlay/ Annual cash flow
(The cash flow amount is same every year)

2. NetPresent Value (NPV)
NPV =CF,+CF; +CF, CFy

(14r) (1+r) (1+r)

3. Internal Rate of Return (IRR)

NPV,

N———— (rh 1)
NPV, - NPV,
r,  =lowerdiscount rate chosen
t, = higher discount rate chosen

N, =NPVatr,
N, =NPVatr,

IRR =T+

Risk and Return
1. Holding Period Return (HPR)

HPR = Current income + Capital gain
Beginning Investment

HPR = (Pu1/Py) -1
2. Expected Retum (ER)

ER = XiP(X1) + XaP(X2) * ...+ Xo P(Xn)
3. Variance %Jz) .

2 _ (xi — %) 2
0 = N

4.  Standard Deviation (o)
0 = Vo?
3. Required rate of retumn by using the Capital Asset Pricing Model (CAPM)

Required rate of return = Risk-free rate (Ry + Beta (B) (Market Risk Premium)
Risk Premium = Expected Market Return (Rm) - Risk-free rate (Rp

FIN4263



APPENDIX 5 (3)

Cost of capital

il

Cost of Debt (Kd)

Kd = 1+{1000 — Nd™
n
Nd + 1000~

2 )

I = annual interest b’4 tax.
Nd = net proceeds from the sale of debt (bond).
n = number of years to the bonds maturity.

After tax;

Ki=Kdx(1-T)

OR

Po = I(PVIFA ki) + M(PVIF iq)

Where:

Po = market price of debt;

| = annual dollar of interest paid,;

M = maturity value of debt;

kd = required rate of return (before-tax cost of debt);
n = number of years to maturity

Cost of Preferred Stock (Kp)

Kp= Dividend
Market Price
Kp= D

Po

Po = mkt value of preferred stock
D = annuals dividend
Kp = required rate of return for preferred stock

Cost of Common Stocks Retained Earnings (internal) (Ke)

**D1=Do (1+g)

Po = price of the stock today

D1 = dividend at the end of the first year
Ke = required rate of return on equity

g = constant growth rate of dividends

FIN4263



APPENDIX 5 (4) FIN4263

4. Cost of Common Stocks Issuing new shares of common stock (external) (Kne)
Kne=D1+g
5. Weighted Average Cost of Capital (WACC)

WACC = (The cost of each X (Percentage of the financing
source of financing) provided by that sources)

WACC (ka) = (WTd X AT kd ) + (WTp x kp ) + (WTs x ks)

6. Breakpoint

Available Retained Earnings
Percentage of Total







