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SECTION A 
 

Answer ALL questions 
 

Question 1 
 
List down (10) major factors affecting the dividend policy of a company. 

                                                                                                                                            (10 marks) 
 

 
Question 2 
 
List down any seven (7) sources of short term credit financing. 

                                                                                                                                              (7 marks) 
 
 
Question 3 
 
Identify and explain the four (4) main factors that influence personal income. 

                                                                                                                                              (8 marks) 
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SECTION B  
 
ANSWER ALL QUESTIONS 
 
QUESTION 1 
 

 Current Proposed  

Assets RM5,000,000 RM5,000,000  

Debt RM0 RM2,500,000  

Equity RM5,000,000 RM2,500,000  

Debt / Equity Ratio 0 1  

Share Price RM10 RM10  

Shares Outstanding 500,000 250,000  

Interest Rate N/A 10%  

    

 Recession Expected Expansion 

EBIT RM300,000 RM65,0000 RM1,000,000 

 

a) How would the proposed capital structure affect shareholder return? 
(8 marks) 

 
b) What are the main conclusions that can be drawn from the proposed change in capital 

structure?  
(5 marks) 

 
c) List down the main assumptions behind the first M&M proposition relating to capital 

structure. 
                                                                                                                                            (12 marks) 
                                                                                                                                       

                                                                                                                                             [Total: 25 marks] 
 
QUESTION 2 
 
Suppose that you have $20,000 and you wish to put $6,000 in stock A and the remainder in 
Stock B. 

 

State of 
Economy 

Probability of state 
of economy  

Stock A : Rate of 
return if state 
occurs 

Stock B : Rate of 
return if state 
occurs 

Recession 0.10  - 0.20   0.30 

Normal 0.60    0.10   0.20 

Boom 0.30    0.70   0.50 

 
a) Determine the expected return of your portfolio.  

                                                                                                                                              (5 marks) 
 

b) Compute the standard deviation of your portfolio 
                                                                                                                                            (8 marks) 
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c) Explain in detail the purpose of computing beta coefficient and its role in determining 
investment risk. 
                                                                                                                                            (12 marks) 
 

                                                                                                                                             [Total: 25 marks] 
 
 
QUESTION 3 
 
Suppose we have the following investment. You have $100,000 and you wish to put $30,000 in 
stock Euro and the remainder in Stock Asia. 

 

Stock Amount invested $ Expected Return % Beta 

A 2,000 8 0.80 

B 2,800 12 0.95 

C 3,800 15 1.10 

D 4,600 18 1.40 

 
 

a) Compute the expected return on this portfolio. 
                                                                                                                                              (6 marks) 
 

b) Compute the beta coefficient of this portfolio 
                                                                                                                                              (6 marks) 
 

c) Evaluate the level of market risk for this portfolio. 

                                                                                                                                              (6 marks) 
d) Explain the importance of diversification in investment. 

                                                                                                                                              (7 marks) 
                                                                                                                                             [Total: 25 marks] 
 
 
 
 

END OF QUESTION PAPER 
 
 


