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B. Cost of Preference Shares
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A company issues 11 per cent irred

i eemable f
100 each. Flotation : preference share
what is the kp, if pre(f:gféiczriheﬁlmateq at 5 per cent of these?(f;)ér;tee:la(szglgaltii e
and (iii) 5 per cent discount? (S;eAslsac';e Issued at (i) par value, (ii) 10 per cent grerrew}u(,-,a.,)
per cent dividend tax. » compute kp in these situations assuming 13.125

Solution

(a) (i) Issued at par (b) (i) !ssued at par
X, = Rs 11 — “ . Rs11(1.13125)=Rs1244_1:'31
Rs 100 (1- 0.05) " Rs 95 el
(i) Issued at premium (ii) Issued at premium
Rs 11 Rs12.44 -
% = Reti0(1-008) o - B TRsroes P
(iii) Issued at discount (i) Issued at discount
Lol =12.2 per cent K =—g§§-§=13.8percem

k, = —
“? " Rs95(1-0.05).




FAT&HT AT oAl ST A ((cost of frefevence Snome Capidat)
2 oTE AR I/ wiRee 3 geft b 3 W@ alad S WA O Jied 9T
- R e A e

CoH# ﬂ(;’bu(ma Shane Cop'ld&_( ar KP Dividen ] —P- MV‘— N7) S T

( After4ne) —aam '_'__- P
2. - |
K = et o Poeference §hane (apc)-..( L
Mv = l“’la"um?y Vedue (GRvA 9L 24 QF) )
NP = Neb Proceeds (o 55-aR1)

-—







