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QUESTION 1

a. Investors often face different financial goals, investment horizons, and risk
preferences when constructing their portfolios. A financial planner is advising three
clients regarding their investment decisions.

Mr. Adam, aged 26, has recently started his career and intends to accumulate
wealth for retirement over the next 30 years. Ms. Farah, aged 45, wishes to balance
capital growth with a steady stream of income to support her children's future
education expenses. Meanwhile, Mr. Kumar, aged 67, is a retiree who depends on
his investments to generate stable income while preserving his capital.

Required:

i Evaluate ONE (1) suitable investment instrument for each investor by
discussing the relationship between risk and return.

(6 marks)
ii. Explain how investment horizon influences portfolio construction.
(2 marks)
b. Farhan has recently inherited RM200,000 and intends to invest the entire amount in

Bursa Malaysia. After conducting his own research, he plans to allocate the funds
across four investments with different expected returns. The investments are as

follows:
Asset Class Amount Invested Expected Return
(RM) (%)
Equity fund 70,000 18
Bond fund 50,000 12
Reit fund 40,000 9
Money market fund 40,000 6

At the end of the year, the actual return achieved by the portfolio was 10%.
Required:
i Based on the information above:

a. Evaluate the expected return of the portfolio.
(4 marks)

b. Assume that the portfolio has a beta of 1.10. The risk-free rate is 4%,
and the expected market return is 11%. Determine the required rate
of retun of the portfolio using the Capital Asset Pricing Model
(CAPM).

(2 marks)

2 CONFIDENTIAL



CONFIDENTIAL MAY 2026/SET B/FIN4243

c.  Assess the actual return with the expected return and the portfolio's
performance

(3 marks)

ii. Explain TWO (2) reasons why actual portfolio returns may differ from
expected returns.

(2 marks)

c. The Malaysian stock market is exposed to numerous economic, political, and
financial developments that may influence investors' returns. While diversification
can reduce certain risks, some risks remain unavoidable. Evaluate on THREE (3)
systematic risks that may affect investment portfolios and how each risk could
influence portfolio performance.

(6 marks)

(Total: 25 marks)
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QUESTION 2

A,

Investors commonly rely on both fundamental analysis and technical analysis when
evaluating investment opportunities. While fundamental analysis focuses on the
intrinsic value of a company, technical analysis attempts to predict future price
movements based on historical market data.

Required:

Explain FOUR (4) differences between fundamental analysis and technical analysis.
(8 marks)

Nexus Manufacturing Berhad is a well-established company listed on Bursa
Malaysia. The company has recently expanded its operations into several ASEAN
countries, and management expects this strategic expansion to contribute positively
to future earnings and dividend growth. As a result, many investors have shown
interest in the company's shares.

Hakimah, an individual investor, is currently evaluating whether the shares of Nexus
Manufacturing Berhad are fairly valued. She has gathered several pieces of
information from the company's latest annual report and market data. The
company's shares are currently valued by the market at a Price-Earnings (P/E) ratio
of 11 times. The company has 18 million ordinary shares outstanding and reported
earnings after interest and tax of RM81 million for the most recent financial year.
Nexus Manufacturing Berhad recently paid a dividend of RM2.80 per share, and
Hakimah's required rate of return for investments with similar risk characteristics is
14%.

Required:

a. Evaluate the intrinsic value of the stock under each of the following
assumptions:

i Dividends remain constant indefinitely.
(1 mark)

ii. Earnings are expected to increase by 10% next year.
(4 marks)

ii. Dividends are expected to grow at a constant rate of 8% per annum
indefinitely.
(2 marks)

iv. Dividends are expected to grow at 16% annually for the first two years,
followed by 10% annually for the next three years, before stabilising at

6% indefinitely.
(7 marks)
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b.  Based on your answer in (a)(iv), determine the expected stock price at the
beginning of Year 9.
(5 marks)

c. If the stock is currently trading at RM105 per share, advise Hakimah whether
she should invest in the stock or not. Justify your answer.
(3 marks)

(Total: 30 marks)
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QUESTION 3

A Fixed-income securities are popular among investors seeking stable income and
lower levels of risk. However, the market value of bonds can. fluctuate significantly
due to changes in economic and financial conditions.

Required:
Explain THREE (3) factors that influence bond prices and discuss how each factor
affects bond investors.

(6 marks)

B. Six years ago, Alpha Energy Berhad issued a 12-year callable bond with a face value
of RM1,000 and an annual coupon rate of 8%, payable semi-annually. The bond is
currently traded at RM1,070. The prevailing market interest rate is 6%.

The bond contains a call provision that allows the issuer to redeem the bond after
three years at a call price of RM1,100.

Required:
a. Evaluate the following:

i. Value of the bond based on current market interest rates.

(3 marks)
ii. Value of the bond if it is called in three years.

(3 marks)
iii. Current yield of the bond.

(1 mark)
iv. Yield-to-Maturity (YTM).

(2 marks)
V. Yield-to-Call (YTC).

(3 marks)

b. From the issuer's perspective, evaluate whether Alpha Energy Berhad is likely

to exercise the call provision.

(2 marks)

(Total: 20 marks)
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QUESTION 4

A. Convertible bonds are frequently used by companies as a financing instrument
because they combine characteristics of both debt and equity securities.

Required:
a. Describe with an example why convertible bonds are considered hybrid
securities.
(2 marks)
b. Elaborate on THREE (3) disadvantages of investing in convertible bonds
compared with ordinary shares and straight bonds.
(6 marks)
B. SolarTech Berhad, a company involved in the renewable energy industry, recently

issued RM100 million worth of convertible callable bonds to finance the development
of several large-scale solar energy projects throughout Malaysia. The bonds have a
face value of RM1,000 each and carry an annual coupon rate of 5%. The bonds will
mature in 10 years and are currently traded in the market at RM950 per bond.

Under the terms of the issue, each bond may be converted into 20 ordinary shares of
SolarTech Berhad. The company’s shares are currently traded at RM48 per share.
The prevailing market interest rate for similar-risk bonds 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)
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b. Explain the minimum value of the convertible bond.
(2 marks)

£ Assume that SolarTech Berhad intends to force the conversion of the bonds

and offers bondholders a call compensation equivalent to one year's coupon

payment, Based on the information provided, explain whether investors

should convert the bonds into ordinary shares or accept the call
compensation.

(2 marks)

(Total: 25 marks)

(TOTAL: 100 MARKS)

END OF QUESTION PAPER
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