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SECTION A (32 marks)

Answer ALL guestions in this section.

l. List four methods that the Central Bank of Kenya may use to lower the cost of credit in the
economy. ' (4 marks)

2. Outline the importance of business finance to an organization. (3 marks)

3. Highlight three benefits of the use of credit cards as a source of finance. (3 marks)

4, Pemba Limited has 100,000 ordinary shares of Ksh 10 each. The company earned a profit of
Ksh 100,000 and paid out the whole a mount as dividends to the ordinary shareholders
in a certain year. The current market price of an ordinary share is Ksh 15. Calculate the

cost of equity. (3 marks)
5. List three motives of holding cash in an organisation. (3 marks)
6. The following are the expected cash inflows of two projects, Y and Z.

Cash inflows

Year Project Y Project Z
(Ksh) (Ksh)
1 100,000 240,000
2 200,000 190,6000
3 250,000 300,000
4 400,000 350,000

The discounting factor is 10%. Calculatc the difference in the present values of the projects.
{4 marks)

7. List two advantages of Accounting Rate of Return (ARR) as a method of investment appraisal.
(2 marks)

8. The following information was extracted from the books of Melon Limited.
Income Statement
For the year ended 31 December

2014 2015

(Ksh) (Ksh)
Sales ) 1,000,000 1,200,000
Cost of Sales S00.000 ©00.000
Gross profit 500,000 600,000
Less: Expenses 150.000 200 000
Net profit before interest and tax 350,000 400,000

The company’s initial capital was Ksh 2,000,000.
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Calculate the return on capital employed for euch year. (3_ marks)
9. Outline four diffcrences between debt fimancing and equity financing. (4 marks)
10. State three services rendered by finance houscs. (3 marks)
SECTION B (68 marks)
Answer ALL questions in this section.

Ll (a) Explain four advantages of using equity shares as a source of business finance.
{8 marks)

(b} The following is the sammarised financial statements of Mavuno Limited for the year
ended 31 December, 2015:

Mavuno Limited
Income Statement
For the year ended 31 December 2015

Ksh’ 000

Sales 4320
Cost of Sales 2.340
Gross profit 1,980
Operating expenses ...846
1,134

Debenture interest 45
1,089

Corporation tax 326
Net profit after tax 763

e

Mavuno Limited
Statement of Financial Position
As at 31 December 2015

Ksh’ 000 Ksh’ (00

Ordinary share capital 900
Profit and loss 6438
10% Debentures 450
Capital employed 1998
Fixed Assets
" Plant and machinery 1.000
Motor vehicles 400
Furniture & fittings 220 1,620
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Current Assets

Inventory 792
Accounts receivable 450
Cash in hand 171
1413
Less:
Current Liabilities
Accounts payable 261
Dividends due 270
Taxation due 504
1.035
Net Current Assets
Q) Calculate each of the following ratios:
I. Current ratio;
I1. Stock turnover ratio;
II.  Gross profit margin; -

IVv. Average debt collection period.

Cy0se POty o
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(2 marks)
(2 marks)
(2 marks)

(2 marks)

(i1) Based on the value of current ratio ascertained in (i)l above, comment on the

liquidity position of the firm.

12, (a) Paradise Limited had the following capital structure as at 31 December 2014:

39,000 Ordinary shares of Ksh 25 each

8.5% Preference share capital
Retained earnings
12% Debentures

Ksh
975 000
450,000
285,000
280,000

(1 mark)

The market value of each ordinary share was sh.30. The company expects to pay
dividends of Ksh 1.50 per share on ordinary shares in the year 2014,

The corporation tax rate 1s 30%.
Calcnlate the:

(i) cost of each component of capital;
(i}  Weighted Average Cost of Capital (WACC).
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13. (a)

(b)
i4. (a)

(b}
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Explain the meaning of each of the foliowing terms as used in inventory management:

(i) Re-order level;

(i) Periodic review:

(11)  Hybrid;

(iv)  Economic order quantity. (8 marks)

Explain four factors that should be taken into account when selecting a source of
business finance. (8 marks)

Manyasi Limited intends to invest Ksh 1,000,000 in a project. The money was
borrowed from Express Bank at an interest rate of 16% per annum,
The tollowing are the expected cash inflows from the project.

Year Cash
Inflows

(Ksh)
60,000
250,000
300,000
700,000
850,000

b R e b e

(1) Calculate the profitability index (PI) of the project.
(i) Using the results of (1) above, advise the management whether to invest in the
project or not. (9 marks)

Outline six challenges faced by commercial banks in their effort to provide credit to
their customers. {9 marks)

Individuals prefer a shilling today compared to a shilling in future. Explain four
reasons for the preference. (8 marks)
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