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i

Answer Question One in Section A and Any other TWO (2) Questions in Section B

1. Answer Question One in Section A and Any other TWO (2) Questions in Section B

2.Question one carries 30marks and each of the other two questions carry 20 marks each.

TIME: 2 Hours

Page 1of4




¥ J0 Z a8ed

(SIBINOT [®10,L)
(sywgp) satdtjod dsay) ssnasip uorensny|t
[eo1ydels Suis) “wutj v £q pamo[|oy aq ued jey) saijod puspralp Jolew oy are a1y (q

(SYW(Q[) "SUOSEAI DAL 2IRYS OJUT SPUO] 1IAAU0D Aurdwoo ay) pinoys "joyoRIq
X} 946¢ Ay ut st Auedwod 2y "000°007 YS 0} siunowr 1199 ‘000°0] 2Ie uondwapar
03 Joud Fulpuelsino saIeys Jo JaqunN ‘[:Gz s1 uondwopal Ioye oner sSurures ooud
paredionue pue [:0g st uondwapar 210§2q onel sFuILIEs 2911y "dIeys ()] 10J padueydxa
2Q [[m puoq duo jey sapiaoid axmuapur puogy ‘080°1 "Yys ST puoq Jo soud 1PYIR "Yoed

000°1°YS JO spuoq 2[qQII2AU0D o4t ] 00< JO UOISI2AUO0D gU!lE[dLUQlUOD SI Aueduroo Bl (E

OML NOLLSANO

(SMIeAO€ [810])

(Sywg)  "suonIpuOd 3S3Y) 19puN SULIT OM) Y} JO aN[eA dY) AEMIR)) 940 = (1Y = Moy
ajer uonezieides Annba owes oY) sary suLy y10q Jey) awnsse A[[eniu] "SSe[d ySLl SsauIsnq
SUWEBS 9y} ul aIe SULL dyl pue 000006 YS JO 119 2aey suuyg ylog Aunbo Ajuo sasn )
WLIL] S[IYM IGIP 94¢"/ JO UOL[[IW { Y§ SBY T wr] danonns [eoueul) 1dooxa syoodsal Juepodur

[[B Ul [eINUIPL dIe ((]) WL} PAISADd[UN AU} pue (7]) WL PAIIAD] AU} SULIL) OM] JBy) dumssy (p
(sywg)
papudwitodar st ansst duds a10joq Auedwos ayi £q pajou aq pnoys ey swutod juenodwr
urejdxa pue a1e)§ “Auedwod e Jo soreys Areurpio jo ansst y3noayy pred are puapialp duog (2
(sywQp) juepd Anq 01 pamoLiog
st Asuowr ji ueld juswdedar ueo| e aredary wnuue 1ad o407 18 uRO IBaA-0A1] d]qeZILIOWE
UE MOLIOQ UBd 9H "000°0LS "YS JO 1509 B je autgdew Julfjiw aztew e aseyaund o1 sjuem 7AX (q
(sywg) SULILJ

[euonBUNNUW JO JUSWITRURL [RIDUBUL] 0] YSLI dFUBYIXD us1a10f jo suoneardw ay) sutwexq (e
ANO NOLLSANO



QUESTION THREE

a) Two organizations are each pursuing two mutually exclusive projects in different ways.

Organization A is a not-for profit making while organization B is profit making.

Required:

i) How does the objectives of company A differ from objectives of company B (6mks)

i1) Explain whether the investment planning and appraisal techniques are likely to
differ between the two organization (4mks)

b)A company has 10% perpetual debt of Ksh. 1,000,000. The tax rate is 35%. Determine the

cost of capital (before tax as well as after tax) assuming the debt is issued at

i) Par (3mks)
11) 10% discount (3mks)
ii1) 10% premium (4mks)
(Total 20Marks)

QUESTION FOUR

a) Recommend ways in which managers of multinational firms can manage foreign exchange

risks (8mks)
b) The capital structure of a concern depends upon a large number of factors. Discuss six
factors influencing the capital structure of a firm (12mks)
(Total 20Marks)

QUESTION FIVE

Alpha Ltd has 900.000 shares outstanding at current market price of Sh 130 per share. The
company needs Sh 22.500.000 to finance its proposed expansion. The board of directors has
decided to issue rights for raising the required funds. The subscription price has been fixed

at Sh 75 per share.

Required:
(a) How many rights are required to purchase one new share? (3mks)
(b)  What is the price of one share after the rights issue (Ex-right price)? (4mks)
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(c)  Compute the theoretical value of each right (4mks)

(d)  Consider the effect of the rights issue on the shareholders' wealth under the three
options available 1o the shareholders (Assume he owns 3 shares and has Sh 75 cash on

hand). (9mks)

(Total 20Marks)
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