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INSTRUCTION: Answer FOUR (4) questions.

Please use the answer booklet provided.

Question 1

Investment Planning at Zenith Financials

Zenith Financials, a financial advisory firm in Malaysia, is assisting a client in evaluating

investment options. The client has RM50,000 to invest and is considering the following:

e A fixed deposit account offering a 5% annual simple interest.
e A corporate bond with a 6% annual compounding interest.

e A stock portfolio with expected returns of 10% per year but subject to market risks.

The client wants to understand the return and risk associated with these investments and

determine the best option based on financial principles.

Required:
(a) Calculate the total return after 5 years for both the fixed deposit and corporate bond
investment.
(5 marks)
(b) Compute the present value of receiving RM100,000 in 10 years if the discount rate of
8%.
(5 marks)
(c) Given the stock portfolio's expected return of 10% and a standard deviation of 25%,
discuss the risk-return trade-off.
(5 marks)
(d) Ifthe client chooses to invest in an annuity that provides RM5,000 annually for 10 years
at a 7% interest rate, calculate the future value of this annuity.
(5 marks)
(e) Explain the concept of return and risk and how they impact investment decisions.
(5 marks)
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Question 2
(a) Bintang Berhad generates RM9 million in net income from RM50 million in sales. The
company has total assets worth RM20 million and total equity amounting to RM12 million.
There are 300,000 common shares outstanding. Calculate the following:
i. Total asset turnover
ii. Net profit margin
iii. Return on Asset
iv. Return on Equity

v. Book value per share

(10 marks)
(b) Discuss four (4) types of common stocks.
(8 marks)
(c) Briefly explain the primary role of stockbrokers in the investment process.
(3 marks)

(d) Investment products are many and varied and-each comes with their own level of risk.

Briefly define systematic and unsystematic risk.
(4 marks)
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Question 3
(a) Explain two (2) reasons the importance of portfolio diversification in investment

(2 marks)

(b) Briefly explain the concept of beta as a measure of systematic risk.
(3 marks)

(c) The following table gives the price of Andromeda Company stock, and the annual dividend

paid at the end of each year.

YEAR INITIAL PRICE FINAL PRICE DIVIDEND
2020 40 41 1.50
2021 41 44 1.50
2022 44 85 1.50
2023 55 59 1.75
2024 59 70 1.75

Calculate the return for each year.
(5 marks)

(d) Dornish is contemplating an investment in a rental property. He anticipates the property
will yield the following annual rental income: Year 1: RM8,000, Year 2: RM9,000, Year 3:
RM10,000, Year 4: RM11,000, Year 5; RM12,000. Calculate the net present value of
Dornish's rental property investment by considering both rental income and maintenance

costs at a discount rate of 10%.

(7 marks)

(e) Six'companies have a different beta coefficient:
e Company Alexander has 0.89.
e Company Baldwin has 1.2.
e Company Constantine has 1.67.

¢ Company Daigo has 2.2.
Employ the CAPM model to estimate the cost of common stock. Assume the risk-free rate

is 2.75% and the expected market return rate is 14.7%.

(8 marks)
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Question 4
(a) Discuss five (5) disadvantages of investing in common shares.

(5 marks)

(b) Given a real interest rate of 3.5% and expected inflation of 2%, along with a risk premium
of 6% for Investment A and 9% for Investment B.
i.  Calculate the risk-free rate
(2 marks)

i. Determine the required rate of return for Investment A and B
(4 marks)

(c) XYZ just paid a dividend of RM1.20. The dividend is expected to grow at 20% for the first
year, 10% in the second year, and then at a constant rate of 5% thereafter. The required
rate of return is 9%. Calculate the intrinsic value of the stock.

(10 marks)

(d) Stock S bond is currently selling in the' marketfor RM 1050. It has a coupon of 12% and
a 10-years maturity. Using semi-annual compounding, calculate the yield to maturity on
this bond.

(4 marks)
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Question 5

(a) Compare and Contrast: Mutual Funds vs Exchange-Traded Funds (ETFs) in terms of:
i.  Trading Method
ii. Pricing
ii. Fees
iv.  Management Style
V. Liquidity
(10 marks)

(b) XYZ Global Sukuk Fund is a Shariah-compliant fixed income mutual fund. At the end of

the quarter, the fund reports the following information:

e Value of sukuk holdings: RM30,000,000

e (Cash holdings: RM1,800,000

e Dividend receivables: RM200,000

e Other current assets: RM500,000

e Total liabilities (including expenses and fees): RM1,300,000
e Number of outstanding units: 3,500,000 units

Required:
i.  Calculate the Net Asset Value (NAV) of the fund.
(9 marks)
ii.  Calculate the NAV per unit.
(3 marks)

iii. _f new investor contributes RM 10,000 into the fund, how many units will they
obtain?

(3 marks)

END OF EXAMINATION PAPER
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List of formulas

1. Vb =CP/m (PVIFA klm,nxm) + par value (PV!F klm,nxm)
YTM = [ CP/m + (PV — MP} ]
. nxm
PV + MP ]
. 2
2.
YIC = [cP/m + (RV.=MP) J
ey nxm
(RV_+ MP
L 2
3. Po = D/k
1
SR L3
Price = Future Pricex . + Dividend Stream (+r)
(+rY r
4,
5. Po = Do (1+4q)
(k—9)
6. PV=FV/(1+ r)‘
7. FV=PV(1 +r)
8. r=r"+IP +RPj
9. HPR=Inc+ CG
Vo
> (r -7y
S = {=1
n-1
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