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INSTRUCTIONS: Answer Question ONE and ANY OT

Vi) Q1. a) Kibor Ltd is considerin
- with cash out lay of : ; y O

150,000 and cash inflow of Sh 80,040 per.yeé:;hfc y

evaluate projects with unequal lives. If the required return is 12% which

project should be chosen and why?
(11 marks)

l 1 j b) Company T and P have similar operations. However firm T finances its
Operations with 100% equity while P uses 40% debt and 60% equity. The

cost of equity of firm T iggp_%.Firm P pays an inferest rate of 12% per

annum.

Required: R 7o = (
Using MM 11 without taxes, calculate )
i The cost of equity of firm p. 157373 (3 marks)

The weighted average cost of capital of firm p. (3 marks)

| 3 i
] ¢ TLCis issuing sharers through an IPO at a price of ,S_h,ZQ__tQ_the_pub_l,g_

investors. TLC intends to issue 4 million shares and ABC Capital will
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undeswrite the issue on a best-effort basis.ABC capital will be paiqg
for <ach share sold.
i Calculate the total net proceeds to TLC if only 3.5 million s.
are sold. 2-5C2ro-2) =63~ (4 marks, .

il Calculate the total commission to ABC if it sells 3.5 million shares.
B -SLEFH (3 marks) o
if)  Explain the following terms 2,3 0} Lo tan t8 L [‘" &
i Agency problem, § a&e YL vo) fin tier + (2.marks) g
i Capital markets. ts }M_;';‘jf,,,wﬂ brity, € (2 marks)’
il Venture cafital. =v ©¢ c r2cliam o [owa '!'“'“f“’ ”‘5(2 fﬂafks)
awl (._rqu_[),_(-\} @ ey ‘_/ 10 % b A o« Mot -
TPS Ltd needs to raise new capital to finance its mvestment project. The
company has chosen to do a rights offer instead of a secondary offering.
The company has 60 million shares currently trading at Sh 60 in the
stock exchange. In the rights issue, existing shareholders have one right
for each share currently held. The additional shares will be sold at Sh 40
each. A total of 5 million new shares is to be sold.
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Required: :
i Why can't TPS Ltd use IPO to raise capital now? (2 marks)

~— How much capital will TPS Ltd raise in the rights issue?
. (3 marks)

i How many rights will be issued? (2 marks)

v How many rights will be required to buy one new share?
(3 marks)

V) What is the expected value of the share after rights issue?

(5 marks)
: 935 (&Y
— i What is the value per rlght? —5" GOX@m » Teogrud L, (3 marks]?’.}’g:
) SO\ OVOg as xd.omj?.o‘ofmrouo 2 Total on

— Vi What is the hlghest price should a right sell for? (2 marks)

Q3. a) Explain the meaning of cong_loTera_te merger giving an éxample.
——— . (3 marks)
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