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GENERAL INSTRUCTIONS:

Students are NOT permitted to write on the examination paper during reading time.

This is a closed book examination. Text book/Reference books/notes are not permitted.

 SPECIAL INSTRUCTIONS 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s) 
4. PLEASE start the answer to EACH question on a NEW PAGE.
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
6. Write on both sides of each leaf and indicate number of each question at the top of each page.

7. Write the answers in a paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question. 
9. All rough work must be done on the answer booklet and crossed through!

10. Use supplementary pages only when you have exhausted those in this book

11. Fasten the supplementary pages to the inside back cover of this booklet
QUESTION ONE (Compulsory)
Case Study

Political Risk, Country Risk and Real Estate 

Country X has been unstable due to the elections mood in the country: elections are due later in the year. Due to political uncertainty, demand for housing has dampened; supply for housing has equally taken a break with developers adopting a ‘wait and see’ approach to new developments!  Several people are contemplating moving closer to the cities to cushion themselves against political risk which is more prevalent in rural areas. The government has equally introduced new policies to protect investment risk in real estate. Mortgage lenders have been on a go-slow in lending to individuals who intend to build their residential houses. The federal/County governments have urged residents to shun political violence: but most of the electorate are quite charged! 

Risk management (via Insurance) has faced challenges since most insurance firms remain non-committal. Most of the private insurance firms have introduced political risk insurance policy covers for the real estate sector. Though commercial real estate owners are keen on such policy covers, a good number of individual investors may not afford such: they are increasingly becoming vulnerable to political risk. Landlords are keen on holding on to their tenants as the rental market becomes uncertain. The Ministry of Housing has introduced a new law to protect private citizens who have rented property- they may not be evicted if they do not pay rent on time since the economic situation is not that good. This has made most landlords unhappy. 

The inflation rate is rising steadily. The prices of construction inputs are unbearable to many developers. They are considering importation of the inputs though the government has equally introduced import tax on such inputs. The sales price for residential housing has declined significantly; the same case applies to commercial housing though the latter has better prices. Real income has dampened hence a good number of citizens may not afford high end rental units (they are opting for suburbs and rural housing). 

The government is not having it easy either. International relations are at stake: for the regional summit scheduled at the capital city has been cancelled due to insecurity. The opposition has threatened to run a parallel government if the incumbent ‘steals the vote’. Consequently, money markets have since reported shortages. The government is contemplating borrowing externally for local borrowing has declined massively. The Minister for Finance is keen on raising taxation rates for individual income and corporate income. The situation is getting economically unstable. The country’s stability is at stake for wealthy locals are fleeing to the neighbouring countries as they adopt a ‘wait and see’ attitude. The political, social and economic struggle continues.

(Note: this case study has been coined purely for academic purposes)

Having read the case study above, you are required to:

a) Discuss THREE roles of insurance in the context of real estate taking into account the circumstances in the case study above


                   (6 marks)
b) Describe market risk/undiversifiable risk by citing two examples 
       (6 marks)
c) Explain THREE capacity building initiatives that the government should consider in supporting new business ventures 




       (6 marks)
d) Evaluate THREE informal finance networks which could be engaged to finance small business in the country





       (6 marks)
e) Discuss how government intervention could help improve investment banking at a time when several companies wish to roll out public issues 

       (6 marks)
QUESTION TWO
a) Explain FOUR sources of informal finance that an entrepreneur could opt for to finance her new car wash business in the outskirts of town



       (8 marks)
b) My Good Homes Limited has secured financing for sh. 100,000,000 to invest in real estate as a new venture. The Directors of the company are keen on buying land, buying cheap stand-alone rental houses and buying a bungalow (for rental). Out of the 3 possible investments, they have settled on a portfolio of land and a rentals- sh.40,000,000  of their investment will go into land. Consider the financial information below:

              Probability
         Rentals (R)        Land (L)
     Market Index (m)
             0.50


     10%
  15%


  20%



             0.30


     16%
    10%


  10%




 0.20


       7%
    (3%)


   6%

Required:

i. Compute the expected returns for Rentals and Land     


       (4 marks)
ii. Compute the standard deviation for Rentals and advise accordingly 
       (4 marks)
c) Discuss how a company contemplating an Initial Public Offering (IPO) should go about determining the best offer price/issue price 


   

       (4 marks)

QUESTION THREE
a) Discuss private placement as a form of financing by citing an appropriate example of a company hoping to raise some financing to open up five new branches across the East African region 






   
       (8 marks)
b) Discuss security market indices in view of stock markets 


       (6 marks)
c) Describe political risk in relation to new business ventures in a foreign country at a time when national elections are due in a few months 



       (6 marks)
QUESTION FOUR

a) Distinguish between economic analysis and industry analysis in the context of entrepreneurship 






                   (6 Marks)
b) Discuss THREE determinants of valuation of a new business enterprise
       (6 Marks)
c) Discuss venture capital as a form of financing for a new business taking into account various capacity building infusions



 

       (8 Marks) 
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