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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 FOUR (4) Questions.

4. Answer ALL guestions.

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 and formulas have been appended for your reference.
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OCTOBER 2024 CONFIDENTIAL

INSTRUCTION: Answer ALL questions.
Please use the answer booklet provided.

QUESTION 1

a. Explain THREE (3) functions of Capital Asset Pricing Model (CAPM).
(6 marks)

b. Discuss THREE (3) functions of Money Market.
(6 marks)

c. Bell is preparing for retirement and wants to ensure that she has sufficient resources to
support her needs throughout it. She predicts that she will require RM40,000 each year for
the next 20 years of her retirement. Calculate the amount of money Bell should have saved

today, given a 6% return on her assets.
(3 marks)

d. The college education of Yuyu's daughter is anticipated to cost RM50,000 in 8 years, and
Yuyu intends to put money aside for it. For Yuyu to meet her daughter's future college fees,
compute the amount of money she should put into heriinvestments right now if she can
receive a return of 14% compounded semi-annually on her investment.

(4 marks)

e. There are two different investment opportunities that Jacalyn intends to put her money into.
The first option, Option A, is a payment of RM3,000 at the beginning of each year for five
years. Meanwhile, in the seven-year investment tenure offered by Option B, a payment of
RM2,500 is made at the beginning of each year. With both choices offering a 7% annual
interest rate, Jacalyn needs to decide which option she should go with based on the
potential value of the annuity that will be payable in the future. Provide detailed calculations

to assist Jacalyn in her decision-making.

(6 marks)

[Total: 25 marks]
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QUESTION 2

Moore Company is about to issue a bond with semi-annual coupon payments, a coupon rate
of 8%, and par value of RM1,000. The yield-to-maturity for this bond is 10%.

a. Calculate the price of the bond if the bond matures in five, ten, or twenty years.
(12 marks)

b. Based on the above calculation in (a), deduce the relationship between price and
the maturity of the bond?
(4 marks)

c. Explain how the coupon rate and the yield to maturity influence the bond’s price.
(9 marks)

[Total: 25 marks]
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QUESTION 3

Your financial manager has proposed two (2) securities, Security BOND and Security

SHARES. The estimates for the two securities are given below:

State of Economy Probability Return on Bonds  Return on Shares

Boom .30 0.240 0.300

Growth 40 0.120 0.200

Stagnant .20 0.040 0.060

Recession .10 -0.100 -0.200
Required:

a. Calculate the expected return and standard deviation on bonds and shares.
(10 marks)

b. If you decides to invest 30% in shares and the remaining in bonds, determine the expected
return and the standard deviation of this portfolio.
(10 marks)

c. Do you think the weightage proposed in part (b) above, i.e. less weight in shares and more
weight in Bonds is a good decision? If this is not a good decision, suggest a possible
proportion to be invested in Bonds and Shares that will give a better expected return than
that given in (b). Justify your decision. (No calculation is required)

(5 marks)

[Total: 25 Marks]
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QUESTION 4

a. The Rapid Growth Company is expected to pay a dividend of RM1.00 at the end of this
year. Thereafter, the dividends are expected to grow at the rate of 25% per year for 2 years,
and then drop to 18% for 1 year, before settling at the industry average growth rate of 10%
indefinitely. If you require a return of 16% to invest in a stock of this risk level, how much
would you be justified in paying for this stock?

(12 marks)

b. Hong Lee Industries has RM40 million in excess cash and no debt. The firm expects to
generate additional free cash flows of RM32 million per year in subsequent years and will
pay out these future free cash flows as regular dividends. Hong Lee unlevered cost of
capital is 9% and there are 8 million shares outstanding. Hong Lee’s board is meeting to
decide whether to pay out its RM40 million in excess cash as a special dividend or to use

it to repurchase shares of the firm's stock.

i. Calculate the number of shares if Hong Less uses the entire RM40 million to
repurchase shares. Then calculate the dividend to be paid in the future.

(8 marks)

c. Under what conditions an increase in dividend payment can be interpreted as signal of

good or bad news? Please explain on both situations.
(5 marks)

[Total: 25 Marks]

END OF EXAMINATION PAPER
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