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Question 1                                                                                               

 

(a) Discuss the difference between Markowitz Portfolio Theory (MPT) and the Capital Asset 

Pricing Model (CAPM). 

(15 marks) 

 

(b) The table laid out below is showing the information on the market (M) and two risky 

assets A and B. 

 

 Correlation Matrix 

Investment Expected 

Return 

Standard 

Deviation 

A B M 

A 18% 30% 1 -0.5 0.7 

B 12% 28%  1 0.3 

M 15% 10%   1 

 

(i) Based on the tables above, compute the beta for A and B. 

(3 marks) 

 

(ii) Calculate the portfolio risk, portfolio return and portfolio beta if 60% of the fund 

is allocated in A and the remaining in B. 

(4 marks) 

 

(iii) Calculate the proportions that need to be invested in Click here to enter text.A and 

B to create a portfolio with a beta of 1.  

(3 marks) 

[Total: 25 Marks] 

 

Question 2 

 

(a) Compute the prices for bonds with a coupon rate of 8% and maturities of 5, 10 and 20 

years if 

 

(i) Yield to maturity is 7% 

(6 marks) 

(ii) Yield to maturity is 9% 

(6 marks) 

 

(b) Compute the price difference between yield to maturity of 7% and 9% for each of the 5, 

10 and 20 years 8% coupon bonds. 

 Time to maturity (in years) 

YTM 5 10 20 

7% (from part a(i)) (from part a(i)) (from part a(i)) 

9% (from part a(ii)) (from part a(ii)) (from part a(ii)) 

Price Difference ? ? ? 

(3 marks) 

 

(c) Burton Malkiel’s five bond price theorems have described the important relationships 

among bond prices, maturities, coupon rates and yields. Relate THREE (3) of the theorems 

with the outcome in part (a) and part (b). 

(10 marks) 

[Total: 25 marks] 
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Question 3 

 

(a) Present and explain the main content of a typical investment plan.   

(15 marks) 

 

(b) Differentiate between value and growth investing. 

(10 marks) 

[Total: 25 marks] 

 

 

Question 4 

 

W Berhad (W) is a pharmaceutical retailer listed on the Main Market of Bursa Malaysia. For 

year ended 2020, W has paid a dividend of RM0.20 per share based on a fixed dividend 

payout of 20%. The return on equity (ROE) for W is expected to be 10% per annum for year 

ended 2021 till 2024. After 2024, the ROE is expected to reduce to and remain at 5% per 

annum indefinitely.  

 

a) Compute the intrinsic value of W based on the company’s financial performance and the 

market information indicated below: 

(i) KLCI average return is 7% 

(ii) Interest rate of Malaysian Government Securities is 3% 

(iii) The slope for the characteristic line for W is 1.75 

(10 marks) 

 

b) Discuss company valuation based on comparable company analysis in terms of: 

(i) the types of multiples used  

(ii) its advantages and disadvantages  

(10 marks) 

 

c) Compute the value of W if the proxy’s PE is 12 times. Compare this value against the 

value calculated in part (a) and discuss the appropriateness of the methods used. 

(5 marks) 

[Total: 25 marks]  
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END OF EXAM 

 
 

 

Formula Sheet 

(1+ℎℎℎℎℎℎℎ ℎℎℎℎℎℎ ℎℎℎℎℎℎℎ ℎℎℎℎℎℎ)ℎ = 1+

ℎℎℎℎℎℎℎℎℎ ℎℎℎℎℎℎ ℎℎℎℎℎℎ  

where m = number of holding periods per year 

 

Click here to enter text.ℎℎℎℎℎℎℎℎℎℎ ℎℎℎℎ =  
1

ℎ 
∑ℎ
ℎ=1 ℎℎ 

 

ℎℎℎℎℎℎℎℎℎ ℎℎℎℎ =  [(1+ℎ1) ∗ (1+  ℎ2) … ∗ (1+ℎℎ)]1/ℎ − 1 

 

ℎℎℎℎℎℎ ℎℎℎℎℎℎℎℎ ℎℎℎℎℎℎℎℎℎ, 

 

 

ℎℎℎℎℎℎ ℎℎℎℎℎℎℎℎℎℎ, 

 

 

ℎℎℎℎℎℎℎℎℎℎℎ =
ℎℎℎ(ℎℎ,ℎℎ)

ℎℎ ∗ ℎℎ

 

 

𝛽
ℎ

= ℎℎℎℎ(ℎℎ,ℎℎ) ∗ ℎℎ/ℎℎ 

 

𝜎ℎ
2 =  ℎℎ

2 ℎℎ
2 +ℎℎ

2 ℎℎ
2 + 2ℎℎℎℎℎℎℎℎℎℎℎℎ(ℎℎ,ℎℎ) 
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ℎ(ℎℎ) =  ℎℎ +  ℎ ∗ (ℎ(ℎℎ) −  ℎℎ) 

 

 

ℎ0 =  ∑

ℎ

ℎ=1

ℎℎ/(1+ℎ)ℎ 

 

ℎ0 =  ∑

ℎ

ℎ=1

ℎℎ

(1+ℎ)ℎ
+  ℎℎ/(1+ℎ)ℎ 

 

ℎℎ =  ℎℎ+1/(ℎ− ℎ)  

 

ℎ0 = ( ℎℎℎ1 −  ℎ0 ∗ℎ)/(ℎ−ℎ) 

 

ℎ0 =  ℎℎℎ1/(ℎ−ℎ) 

 

g = b * ROE  where b = retention rate 

 

(1+  ℎℎ−1)ℎ−1(1+  ℎℎ−1,ℎ) =  (1+  ℎℎ)ℎ 

 

ℎℎℎ ℎℎℎℎℎ ℎℎℎℎ ℎℎℎℎℎℎℎℎ =
1+ℎℎℎ ∗ 0.5

ℎℎℎ
 ∗  [1− 1/(1+ℎℎℎ ∗ 0.5)2ℎ ] 

ℎℎℎℎ ℎℎℎ ℎℎℎℎℎℎ ℎℎ ℎℎℎℎ ℎℎℎℎℎ ℎ ℎℎℎℎ 

 

 

ℎ+  
ℎ

(1+ℎℎ)
=  ℎ0 +ℎ 

 

 

 

 


