Part 1
Part 1 has various sections which are a, b, c, d, and e. The first solution is provided for section a; the value of the firm is determined by dividing the net operating income by the expected return. The value of firm A is 333.33; this is arrived by dividing 50 by 15%. The value of firm B, this is obtained by dividing 300 by 15%. Section b results for the value of firm A remains unchanged. The value of firm B is 2,600, where 390 is divided by 15%, the value created is 300 while 300 is reinvested into the business. 
Section c; the value of B is unchanged, and the value of A is 433.33 where 300 is reinvested and a destruction value amounting to 200. Section d; the value of firm A is 383.33 57.5 by 15%. The value of firm B 2,300, where 345 is divided by 15%. 300 is the reinvested value and the value created is 50; this is the profit gained by the firm as a result of its business activities. As a result of the firm conducting its activities, the conglomerate tends to spread the budget investment budget (Ehrhardt, 2016). However, this does not make for optimal returns. 
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	Value of A
	333.3333
	
	
	
	
	

	
	Value of B
	2000
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	Value of A is Unchanged
	
	
	
	
	

	
	Value of B
	
	2600
	
	
	
	

	
	
	300 is reinvested 
	
	
	
	
	

	
	
	The value created is 300
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	Value of B is Unchanged
	
	
	
	
	

	
	       Value of A
	
	433.3333
	
	
	
	

	
	
	300 is reinvested 
	
	
	
	
	

	
	
	Destruction of value is 200
	
	
	
	

	d)
	
	
	
	
	
	
	
	

	
	Value of A is 
	
	383.3333
	
	
	
	

	
	Value of B is 
	
	2300
	
	
	
	

	
	300 is reinvested
	
	
	
	
	
	

	
	Creation of value is 50
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	e)
	There is a tendency within conglomerates to spread the investment budget.

	
	This does not make for optimal returns.
	
	
	
	



Part 2
Cost of equity represents the returns arising from a company and whereby reinvestment is required for the returns. Capital budgeting is applied when determining the required rate of return (Rocheteau, 2018). It represents demands for compensation arising from the assets for the market. The cost of equity is determined by dividing the dividend per share by the price of the stock. The price of a share is 30.2; payment of the dividend is 6 after 5 years and 5 over 5 years. 6 is, therefore, divided by 30.2, which the price of the stock, which leads to 19.87%. 5 is also divided by 30.2, which leads to a value equivalent to 16.56%. Cost of equity is average of 19.87% and 16.56%; the equal percentage is 18%. 
Cost of equity provides the returns expected by the investors from a particular investment or project. Cost of equity shows the cost involved when raising finance of an organisation. The share price is the current value at which the shares are trading. Dividends represent the returns provided to the shareholders. The return to the shareholders is 5 during the five years and 6 after 5 years. This represents a growth of 1 after 5 years. Average returns of the shares return are 18%. The table is as shown below

	Share Price
	30.2

	Cost of equity
	0.198675

	
	
	0.165563

	
	
	18%



Part 3
Cost of debt refers to the rate at which payment of current debt is paid by a firm. Cost of debt refers to the capital structure where debt is part of it. It deals with how a firm finances the growth of a corporation. Cost of debt provides information to the investors about the level of risk arising from a firm. It refers to the level of risks and determines whether it will be high or low (Rocheteau, 2018). Calculation of the cost of deciding first involves the determination of the interest. The interest rate, in this case, is 11%; the annual interest payment is 110. 
Par value of the debt is 1000; par value represents the face value. The current price of the shares is 1037.9; this is the value at which the shares are being sold. The number of years is 5 for the period. The formula applied is one of the irredeemable debentures. The formula has been provided for the calculation. The cost of debt is 10%, which has been determined by the application of the formula. The table is as shown below

	Annual interest payment
	110

	Par value of the debenture
	1000

	Current price
	
	1037.9

	Number of years
	
	5

	
	
	
	

	
	
	
	10%



[bookmark: _GoBack]Part 4
Cost of capital represents the returns, which are expected, which is mostly applied in capital budgeting. It is applied by various firms in the determination of metrics which is applied to determine where a project is worth or not. It identifies the financing mode available by the business enterprise. Most of the companies use a combination of equity and debt to determine the cost of capital using the WACC formula (Ehrhardt, 2016). The cost of equity is 18% while the cost of debt is 10% the after-tax cost of debt is 6.6%; this involves consideration of 34% as the tax rate applied by the firm.
Calculation of weights is essential in the determination of the overall cost of capital. In this case, the weights are determined for both the equity and the debts. The total value if equity is 30200, which is arrived at through multiplication of 1000 as the number of shares by 30.2 as the share price. The weight of equity is 96.68% while the weight of debt 3.32%. The cost of equity, which is 18%, is multiplied by the weight, which is 96.68%; the weight of debt, which is 6.6%, is multiplied by the weight, which is 3.32%. The overall cost of capital is 17.62%. The table is as shown below
	Cost of capital
	
	

	
	
	
	

	
	Cost of equity
	18%

	
	Cost of debt
	10%

	
	The after-tax cost of debt
	6.6%

	
	
	
	

	
	Weight of equity
	0.966774335

	
	Weight of debt
	0.033225665

	
	
	
	

	
	
	
	17.62%
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