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TIME: 2  HOURS
INSTRUCTIONS: ANSWER QUESTION ONE AND AN OTHER TWO
QUESTION ONE 

a) Explain the first principles of corporate finance



 (9 marks)
b) ABC Ltd will elect six directors at the AGM.  There are 100,000 shares outstanding and entitled to vote.  If a group desires to elect two directors, how many shares must it have?  (6 marks)
c) Identify five Methods of issuing new common shares




(5marks)
d) Discuss five reasons as to why companies consider merger as a key to business success ( 10 marks)

QUESTION TWO
XYZ Ltd has 900,000 shares outstanding at current market price of Ksh 130 per share.  The company needs Ksh 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 Ksh 75 per share.

Required


(a)
How many rights are required to purchase one new share?       


(5marks)

(b)
What is the price of one share after the rights issue (Ex-right price)?

 (5marks)

(c)
Compute the theoretical value of each right  




(5marks

(d)
Consider the effect of the rights issue on the shareholders' wealth under the three options available to the shareholders (Assume he owns 3 shares and has Ksh 75 cash on hand ( 5marks)
QUESTION THREE
a) State and explain the three forms of efficiency as postulated by the efficient markets hypothesis    . 








(15marks)
b) Outline five sources of long term finance   




 (5 marks) 

QUESTION FOUR

A company negotiates a Sh 30 million loan for eight years from a financial institution.  The interest rate is 14% per annum on the outstanding balance of the loan.  The principal and interest will be repaid in eight equal year-end installments.

Required
(a) Calculate the annuity amount to be paid each year towards the repayment of the loan ( 8 marks)

(b) Prepare a loan repayment schedule 






 (12 marks)

