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') Tel Ltd is financed by 100% Equity with a cast-of-equity of 20%.
: BET Ltd is Similar to Tel Ltd except that Bet Ltd has a different

‘f“"‘?.‘ - financing mix comprising of Sh. 300 million debt at an interest rate of
4 = 10% p.a and 25 million orqlnal_x shares cutrently selling at Sh 20
-l 5z  each. '
_"f -~ Required:
" Using MMII without takes, calculate . +
' 1) BET Ltd’s cost of equity. _ (7 marks)
g i) BET Ltd’s overall cost of capital . (4 marks)
iii)  Explain how much of TEL Ltd’s risk is attributed to Business
risk and how much to ﬁnancial risk? (3 marks)

""**b) - Afirmis cons:denng two prOJects whose expected cash flows are as (g *&

i g;._" follows: \ 1% v N 5 87 &
Rt 2B ?L o\ 20 O .O-% Y\ of N NS
1 / 2 /. 3/ 4! 5 | G

Sh. 70,000 | Sh. 88,000 [ Sh. 90,000 | Sh. 95,000 | Sh. 97,000 [ Sh. 99000
Sh. 80,000 | Sh. 100,000 | Sh. 120,000
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The initial cost of project A is Sh. 220,000 while project -B ‘::I:a;os
Sh. 150,000. The firm uses the Equivalent annual annl":y capital i
when assessing projects with different lives. If the cost O Eks) <
12%, which proje_ct should be taken and why? (8 ma

% . A company has 3m shares currently trading at Sh. 100. It intTndts to]
do a 4:1 stock split. Calculate the company’s market capitalization;

Wt (2 marks)

v 2\ Sonss ]
O %
d)  Explain the following terms: g AT .
i)  Primary markets w2 o™ (2 marks)
i)  Agency problem o (2 marks)
ii)  Public offering of corporate bonds.  (2marks)

Q2. TPS Ltd needs to raise new capital to finance its investment projects. The

company has chosen to do a rights offer instead of a secondary offering
The company has 60m shares currently trading at Sh. 60 in the stocK
exchange. In the rights issue, existing shareholders have one right fo

each share currently held. The additional’ shares will be sold at Sh. 40
each. A total of Sm new shares i is to be sold."

Required:

a)  Why can’'t TPS Ltd use IPO to raise capital now? (2 marks) :

b) ~ How much capital will TPS Itd raise in the rights issue? (3 marks)

c) . How many rights will be issued?

(2 marks)
d) How many rights will be required to buy one new share? (3 marks)
e) What is the expected value of the share afte‘r nghts issue?

(5 marks)
f) What is the value pe.r right? (3 marks) |
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- g)  Whatis the highest price should a right sell for? (2 marks)

TLC Ltd has indentified UCM Ltd, as a potential target for acquisition and
subsequently merge their operations. The shareholders of UCM Ltd
though interested in the transaction have indicated that their final decision
will depend on the payment method by TLC Ltd. The shareholders of
UCM Itd have quoted a price of Sh200m which can be paid either by cash
~or by shares of TLC Ltd issued to shareholders of UCM Ltd.

Further information relating to the two companies is as follows:-

TLC Ltd UCM Ltd
Current market price per share - Sh40 Sh15
- No. of shares currently outstanding 20, million 10 million
" Cost of capital 10% “12%
Total sales revenue B Sh500m Sh400m

» The value of estimated synergies is Sh120m at today's value. .
= ¥ .

;" Required:

a) If it's a cash acquisition caiculate: ,
: i) the acquisition premium (3 marks)
ii) the NPV to TLC Ltd . (5 marks)
b) If it is a stock acquisition
2 i) How many shares will TLC Ltd have to issue? (3 marks) -
i) Calculate the NPV to TLC Ltd : (7 marks)

D If it is a hostile takeover, explain how UCM Ltd would use crown
jewel as a defensive mechanism. (2 marks)

a) TLC is considering a public offering of ordinary shares.Its investment

banker has informed the company that the retail price will be Sh. 18
per share for 600,000 shares.. TLC Ltd will receive Sh. 16.50 per
share from the investment bank and will incur Sh. 150,000 in
registration, accounting and pnntrng costs.
. ’__g 2 “r
i) What is the spread on this issue in percentage terms?
(3 marks)

i) What is the return to the lnw;stment bank in percentage -
terms'? (3 marks)




i this issue, ho
% i the firm wanted 10 net Sh. 18 million from 6  rks)
many shares must be sold.

lize Sh. 80m as
b) A firm has 10M shares outstanding. It expects 10 rea

tion ratio of 75%.
net profit next year. ‘The hmhas 9 ret‘.ﬁg S A A Uy
y ] ’
. . re next year-
)  Calculate the expected dividend per B (3 marks)
. . : i next year?
i& How much will it add Fo its retained earnings y(3 marks)
(2 marks)

iii)  Explain the meaning of cash divide_nd.

PRESENT VALUE INTEREST FACTORS

1-(1+7)"
1) For an annuity = —(-:L)—
2)  For a single amount = (1+r)"
*END*
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