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INSTRUCTIONS TO CANDIDATES

1. Please CAREFULLY read the instructions given in the question paper.

2. This question paper has information printed on both sides of the paper.

3. This question paper consists of FIVE (5) questions.

4. Answer only FOUR (4) questions.

5. Please write your answers on the answer booklet provided.

6. All.questions must be answered in English (any other language is not allowed).
7. This question paper must not be removed from the examination hall.

8. Present and future values tables has been appended for your reference.

THERE ARE NINE (9) PAGES OF QUESTIONS, INCLUDING THIS PAGE.
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INSTRUCTION: Answer ANY FOUR (4) questions.
Please use the answer booklet provided.

Question 1

a) Carefully describe the risk-return trade-off faced by all investors.
(10.marks)

b) “A risk-averse investor will not assume risk.” Agree or disagree with this statement, and
explain your reasoning.
(5 marks)

c) From an issuer’s standpoint, explain the distinction between Fannie Mae and Ginnie Mae.
(5 marks)
d) Why is the common stockholder referred to as a “residual claimant™?

(5 marks)

[Total: 25 marks]

Question 2
a) Define “open-end” with regard to an investment company’s capitalization and explain the
different between “closed-end”.
(5 marks)
b) Discuss the advantages and disadvantages of a limit order versus a market order. How
does a stop order differ from a limit order?

(5 marks)

c) Why do people say “ The losses on short selling are unlimited?”
(5 marks)

d) The following is an extract from the Statement of Financial Position of Venus Company:
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RM’000
Common Stock (RM 2 par value) RM 5,000
Premium RM 10,000
Retained Earnings RM 20,000
Total Equity RM 35,000

The company is considering giving 20 percent stock dividends to its shareholders and the

current market price of shares is RM 8. Show the effect on the Statement of Financial
Position after providing the stocks dividends.

(10 marks)

[Total:25 marks]

Question 3

a) Define dividend discount model. Write this model in equation form.
(3 marks)

b) Maxim Consulting Company is currently selling for RM30, paying RM1.20 in dividends, and

investors expect dividends to grow at constant rate of 5 percent a year.

i. If an investor requires a rate of return of 14 percent for a stock with the riskiness
of Maxim Company, is it a good buy for this investor?
(4 marks)

ii. What is the maximum an investor with a 14 percent required return should pay
for Maxim Company? What is the maximum if the required return is 15 percent?
(4 marks)

c) The Parker Dental Supply Company sells at RM36 per share, and Ray Parker, the CEO of
this well — known Research Triangle firm, estimates the latest 12-month earnings are
RM3.00 per share with a dividend payout of 50 percent. Dr. Parker's estimates are very

accurate.

What is the Parker’s current Price Earning (P/E) ratio?
(4 marks)
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il. If an investor expects earnings to grow by 10 percent a year, what is the
projected price for next year if the P/E ratio remains unchanged?
(4 marks)

iii. Dr. Parker analyzes the data and estimates that the payout ratio will remain the
same. Assume the expected growth rate of dividends is 10 percent, and an
investors has a required rate of returnof 16 percent, would this stock be a'goed
buy? Justify your answer.

(6 marks)

[Total: 25 marks]

Question 4

a) Khazanah returns to dollar bond market with US$1.5bil dual-tranche issuance

KUALA LUMPUR: Khazanah Nasional Bhd has reopened the country's US dollar sukuk
and bond market by issuing a dual-tranche .senior offering worth US$1.5 billion. The
sovereign wealth fund said the offering consists of a five-year US$750 million sukuk

maturing in 2028 and a 10-year US$750 million conventional bond maturing in 2033.

The issuance marks Khazanah's first US dollar-rated sukuk and corporate bond out of its
newly established US$5.0 billion multicurrency sukuk issuance programme and US$10.0
billion-euro medium term note programme through its wholly-owned special purpose
vehicles Khazanah Global Sukuk Bhd and Khazanah Capital Ltd.

Khazanah's last issuance was the unrated sukuk of US$1.0 billion in 2021. According to
Khazanah, the bonds were launched at an initial price guidance of 135 basis points (bps)
over the five-year US Treasury yield and 160bps over the 10-year US Treasury yield for

the five-year sukuk and 10-year conventional bond respectively.

It said the transaction had garnered strong demand, attracting over 200 investors across
Asia, Europe and the Middle East, with an oversubscription of more than seven times. The
order book reached a peak of US$12 billion which led Khazanah to revise the price
guidance tighter to 93bps and 118bps, issuing the bonds at 4.687 per cent and 4.876 per

cent respectively.
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The bonds will be listed on Bursa Malaysia (under an Exempt Regime), Labuan
International Financial Exchange Inc and the Singapore Exchange Securities Trading Ltd.
Khazanah managing director Datuk Amirul Feisal Wan Zahir said investors recognised it
as a strategic investor and an intergenerational fund capable of withstanding short-term

market volatility.

Amirul said the issuance, which was carried out amid volatile market conditions, would be
the benchmark for Khazanah's credit. "Proceeds will be utilised for general investments,

refinancing of borrowings, and working capital requirements of Khazanah," he said.

BofA Securities Inc, CIMB Group Holdings Bhd, DBS Bank Ltd, JP Morgan, Malayan
Banking (Maybank), Mitsubishi UFJ Financial Group Inc (MUFG) and OCBC Bank (M) Bhd

were joint lead managers and joint bookrunners for the issuance.

News Strait Times, 25 May 2023

According to News Strait Times issued on 25 May 2023 above, discuss what type
of financing have been used by Khazanah Nasional Bhd?

(2 marks)

i.  Discuss any FOUR (4) advantages obtained by Khazanah through bond issuance.

(8 marks)

iii.  In your opinion, critically explain why Khazanah Nasional Bhd would issue bonds
instead of just borrowing from a bank and issuing stocks.

(4 marks)

Victory Berhad is interested in- investing in bonds and currently evaluating Bond A and
Bond B. Bond A pays 8% coupon semiannually and matures in 12 years. Bond B pays 6%

coupon annually and has a maturity period of 15 years.

Determine the value of each bond if the current market yield for both bonds is 8%. Assume
Bond A is currently selling at RM980 while Bond B is selling at RM940. Which bond would

Victory Berhad buy? Explain your answer.

(5 marks)

A 10 % percent coupon bond with a par value of RM1,000 matured in 13 years. It is
currently sold at RM920. Despite of that, the issuer may expect to call back the bond after
8 years at RM1,100. Determine the following:
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i. Yield to maturity.

(3 marks)
i. Yield to call.
(3 marks)
[25 Marks]
Question 5

a)

The mood on MariBank was very bullish when they proposed to acquire HengBank at
RM4.26 billion. The proposed acquisition will see MariBank emerge as the single largest
shareholder in HengBank. Most analysts and stock broking firms believe that the share
price would continue to rise. To bet on this expectation, Rizal buys 1500 units of MariBank
September RM 8.00 call option for 50 cents per share. Currently the shares are traded at
RMS9.50. Calculate the profit if the holder expectation is accurate.

(5 marks)

KKM'’s shares are currently selling at RM40. Expecting that the price will drop by 40% in
three months time, an investor has decided to buy 3 months option, which enables him to
sell 5 Iots‘ of KKM shares at striking price of RM40. The total option premium is RM800. If
the investor’s price estimation is correct and he exercise the option, how much profit or
loss would he make?.

(5 marks)

AZ Berhad issued a warrant that entitles the holder to buy two units of common share at
RM10. If the current market price of the share is RM14 and the warrant is priced at RM3,

calculate:

i. The theoretical value.

(2 marks)
ii. - The warrant premium.

(2 marks)
iii.  Should the holder exercise the warrant? Why?

(2 marks)

EIB10903_FINANCE 2 Page 6 of 8



JULY 2024 CONFIDENTIAL

iv.  What will happen to the market price of the warrant if the share is traded at RM13,
and the premium remains the same?
(4 marks)
v. Differentiate between warrants and options.
(5 marks)

[25 Marks]

END OF EXAMINATION PAPER
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CONFIDENTIAL

List of formulas

1 CR X PV k k
: Vb = —(PVIFA -,n><m)+PV (PVIF —,nXm)
m m
2. CR xPV PV -—MP
YTM = m + n xm
PV + MP
2
3. CR x PV Call Price — MP
_ m n xXm
re = Call Price + MP
2
4. —_ Dy(1+ g)

A s
Profit/Loss = (MP — SP) - OP
Profit/Loss = (SP — MP) — OP
Theoretical Price (TP) = (MP,s — EP) X ER

Warrant or Speculative Premium (WP) = MPy,, — TP

e 0 N o o

cs
NOS (old) = —

NOS (D) = D (%) X NOS (old)
CS (new) = [NOS (old) + NOS(D)] x PV
10. Increase in Premium = (MP - PV) x NOS(D)
New Premium = Pre (old) + T in Premium
11.  Reduction in R/E = MP x NOS(D)
New RE = RE —= | RE

12. old PV
New PV = 7
b
PV (old)
PV (new)s —F7—
b

13. NOS (new) = NOS (old) x a/b



