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QUESTION 1

a. Investment risks can arise from various economic, political, and company-specific
events. Consider the following situations:

ii.

The United States Federal Reserve unexpectedly increases interest rates,
causing stock markets around the world to decline simultaneously.

BioHealth Bhd announces that one of its key pharmaceutical products has
failed regulatory approval, resulting in a sharp decline in its share price while
competitors remain unaffected.

A major flood affects several agricultural companies in Malaysia, causing
losses within the plantation sector but having little impact on other industries.

iv. A global recession causes consumer spending to weaken significantly,
reducing corporate earnings across most industries.
Required:
Explain the type of risk associated with each situation.
(8 marks)
b. An investor has allocated RM200,000 among four stocks listed on Bursa Malaysia.
At the beginning of the year, the investments and their expected returns were as
follows:
Stock Investment Expected Return
(RM) (%)
Solartech Bhd 60,000 14
GreenEnergy Bhd 50,000 10
DigitalNet Bhd 40,000 18
TechPlus Bhd 50,000 12
Required:
i. Based on the information above:
a. Evaluate the expected return of the portfolio.
(4 marks)

b. Assume the portfolio has a beta of 1.20. The real risk-free rate is 2.5%,
and the expected market return is 11%. Determine the required rate of
return of the portfolio using the Capital Asset Pricing Model (CAPM).

(2 marks)
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. The actual portfolio return at the end of the year was 11%, assess the
expected return portfolio above with the actual return.

(3 marks)

i Explain TWO (2) factors that may cause the actual return of a portfolio to
differ from its expected return.

(2 marks)

G Many investors choose to invest in Real Estate Investment Trusts (REITs) rather
than individual stocks. Describe THREE (3) advantages of investing in REITs from
the perspective of a long-term investor.

(6 marks)

(Total: 25 marks)

3 CONFIDENTIAL



CONFIDENTIAL MAY 2026/SET A/FIN4243

QUESTION 2

A. An investor is interested in purchasing shares of an artificial intelligence (Al)
technology company listed on Bursa Malaysia. Before making the investment
decision, the investor intends to apply both fundamental analysis and technical
analysis.

Required:

Explain FOUR (4) ways that fundamental analysis and technical analysis can be
applied together to improve investment decision-making.

(8 marks)
B. Hakim is evaluating the shares of a manufacturing company and wishes to
determine whether the stock is undervalued or overvalued. The following information
is available:
Price-Earnings (P/E) ratio 12 times
Shares outstanding 20 million units
Earning after interest and tax RM90 million
Required rate of return 15%
Recent dividend RM3.20 per share
Required:
a. Evaluate the intrinsic value of the stock in the following assumptions:
I Dividend remains at RM3.2 indefinitely.
(1 mark)
ii. Earnings are expected to increase by 8% next year.
(4 marks)

iii. Dividends are expected to grow at a constant rate of 7% per annum
indefinitely.

(2 marks)

iv. Dividends are expected to grow at 18% for the first two years, followed
by 12% annually for the next three years, before stabilising at 7%
indefinitely.

(7 marks)

b. Based on your answer in (a)(iv), evaluate the expected stock price at the
beginning of Year 9.

(5 marks)

c. If the stock is currently trading at RM145 per share, advise Hakim whether he
should invest in the stock or not. Justify your answer.

(3 marks)

(Total: 30 marks)
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The Malaysian bond market provides an important source of financing for both

corporations and governments. Investors often consider bonds as a relatively stable
investment instrument.

Required:
a. Compose TWO (2) key characteristics of bonds that differ from ordinary
shares.
(2 marks)
b. Explain TWO (2) risks commonly faced by bond investors with a suitable
example for each risk.
(4 marks)
B. Seven years ago, Delta Energy Bhd issued a 15-year callable bond with a face value

of RM1,000 and a coupon rate of 7%, payable semi-annually. The bond is currently
trading at RM1,060. The prevailing market interest rate is 6%. The bond may be
called in five years at a call price equal to RM1,080.

Required:
a. Evaluate the following:
i Value of the bond based on current market interest rates.
(3 marks)
i, Value of the bond if it is called in four years.
(3 marks)
iii. Current yield of the bond.
(1 mark)
iv. Yield-to-Maturity (YTM) of the bond.
(2 marks)
V. Yield-to-Call (YTC) of the bond if called in 5 years with a call premium.
(3 marks)
b. From the issuer’s perspective, decide whether Delta Energy Bhd is likely to
exercise the call provision.
(2 marks)

(Total: 20 marks)
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QUESTION 4

A. Many companies issue convertible bonds to attract investors who seek both fixed
income returns and potential capital appreciation.

Required:

a. Explain, with an example, why convertible bonds are considered hybrid
securities.

(2 marks)

b. Elaborate THREE (3) benefits of investing in convertible bonds compared with
investing solely in ordinary bonds or common shares.
(6 marks)

B. EcoFuture Bhd has issued RM80 million worth of convertible callable bonds. Each
bond has a face value of RM1,000 and carries an annual coupon rate of 6%. The
bonds mature in 10 years and are currently trading at RM980. Each bond may be
converted into 25 ordinary shares of the company. The company's current share
price is RM42, while the prevailing market interest rate is 8%.

Required:
a. Evaluate the following:
i Conversion price.
(2 marks)
ii. Conversion value.
(2 marks)
iii. Conversion parity.
(2 marks)
iv. Conversion premium in ringgit and percentage terms.
(2 marks)
V. Theoretical value of the convertible bond using the market interest
rate.
(4 marks)
Vi. Total number of ordinary shares that would be created if all bonds
were converted.
(1 mark)
b. Explain the minimum value of the convertible bond.
(2 marks)
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C. If EcoFuture Bhd announces a forced conversion and offers a call

compensation equal to one year of coupon payments. Evaluate whether you
should convert the bond into shares or not.

(2 marks)
(Total: 25 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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