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SCHOOL OF BUSINESS

CERTIFICATE IN BUSINESS MANAGEMENT
CERTIFICATE IN SUPPLY CHAIN MANAGEMENT

MODULE II

SPECIAL EXAMINATIONS
SEPTEMBER -DECEMBER 2017
 (
BUSINESS FINANCE
1903
/
203;
 1906/203
)

TIME: 2 HOURS 

INSTRUCTIONS TO CANDIDATES
1. This paper has SEVEN questions.
2. Answer any FIVE questions in this paper.
3. Any examination IRREGULARITY will lead to DISQUALIFICATION.
4. Indicate your FULL ADMISSION NUMBER in each Answer Sheet used.                                                
5. Cell phones are NOT allowed in the examination room.


QUESTION ONE
(a) Explain four disadvantages of hire purchase as a source of finance                                (8mks)
(b)The following are the financial statements of Pemba limited for the year ended 31st December 2012:        PEMBA LIMITED
STATEMENT OF FINANCIAL POSITION
AS AT 31ST DECEMBER, 2012
                                                      KSH. ‘000’         KSH.’000’        KSH.’000’
NON-CURRENT ASSETS
Premises                                                                      100000
Plant and machinery                                                  40000
Motor vehicle                                                               5000                145000
CURRENT ASSETS
Inventories                                      49000                
Accounts receivable                      68000
Bank                                                  1500
Cash                                                   1000                 119,500
Less: CURRENT LIABILITIES
Creditors                                          11210
Taxation due                                    57090
Dividends due                                   4000                                         72300
Net current assets                                                                                  47200
NET ASSETS                                                                                            192200

FINANCED BY:
1.899 ordinary shares at ksh.10 each                 18,990
Profit and loss account balance                           133,210     
10% debentures                                                        40,000                         192,200
CAPITAL EMPLOYED                                                                             192200

INCOME STATEMENT
                                                                                           KSH.’000’     KSH.’000’
Sales                                                                                                         390000
Less: cost of sales                                                                                  150000
GROSS PROFIT                                                                                       240000

LESS: EXPENSES
     Wages and salaries                                                   40000
Rent                                                                                   5000
Stationery                                                                       200
Carriage outwards                                                       1000
Insurance                                                                        500            46700
Net profit before interest and tax                                                                       193300
Interest charges                                                                                                       4000  
Net profit before tax                                                                                            189,300
Less: tax(30%)                                                                                                       56790
Net profit after tax                                                                                              132510

Calculate the following ratios:     
i. Current ratio
ii. Acid test ratio
iii. Net profit margin
iv. Fixed assets turnover
v. Debt ratio
vi. Total assets turnover                                                                                 (12mks)

QUESTION TWO
(a) Dennis ltd has the following capital structure which is considered optimal;
                                                                              Sh.’000’
Debt (par @ sh.100)                                               250000
Preference stock (par @ sh.100)                            150,000
Common stock (par @ 100)                                    600,000
The investors of Dennis ltd expected earnings and dividends to grow at a constant rate of 9% in the future. The co. has just paid the dividends of sh. 3.6 per share and its stock currently sells at a price of sh. 60 per share. Treasury bonds yield 11% and the return on the market is 14%. Dennis ltd’s beta is 1.51. New preference stock can be sold at sh. 100 per share with a dividend of sh.11 per share and a floatation cost of sh. 5 per share. The co. tax rate is 30% and it pays out all its earnings as dividends. 12% debentures with a maturity of 10 years can be sold at sh. 92 per debenture.
Required
Calculate the W.A.C.C using market value weights.                                            (12mks)

(b) Suggest four possible solutions to the conflicts arising between the management and the creditors of the organization.                                                                                (8mks)
QUESTION THREE
(a) Mutuku intends to borrow ksh. 1,000,000 to finance either project A or projectB.The cost of capital is 10% .the following are the projects expected cash inflows.
Year             project A                     project B
1                300,000                        200,000
2                350,000                        300,000
3                450,000                        450,000
4               200,000                         250,000
5               200,000                         250,000
(i) Determine the net present value (NPV) for each project.
                            (ii)   Advise Mutuku on the project to invest in                                (12mks)
(c) Explain four advantages of Net Present Value  (NPV) method of project appraisal 
                                                                                                                                (8mks)               
QUESTION FOUR
(a) Explain any four long-term sources of finance.                                      (8mks)
(b) Explain five factors to consider whether to go for short-term or long term finance       (10mks)
(c) Distinguish between a partnership and sole proprietorship                                   (2mks)

QUESTION FIVE
(a) Explain four importance s of financial forecasting                                  (8mks)
(b) Explain five advantages of quoting the name of the company in Nairobi stock exchange.                                                                                                                                           (10mks)                                                                                                                       
(c) Sharon decided to invest sh.100, 000 in savings account paying 8% interest compounded semi-annually. If she leaves the money in the account for two years, how much will she have at the end of two years?                                                                                    (2mks)







QUESTION SIX
(a) Highlight four uses of financial   ratios                           (8mks)
 (b)Denlok Company Ltd is currently contemplating two projects; project requires an initial investment of sh.36 m and project B requires initial investment of sh. 45 m.The projected relevant cash flows for the two projects are shown below.
YEAR   PROECT A         PROJECT B
Sh.’M’                     sh. ‘M’
          1                                           12                        28
         2                                            12                        12
         3                                            12                        15            
         4                                            12                        13              
         5                                            12                        12         
Using Payback Period (PBP) method which of the two projects should the company invest in?                                                                                                                 (12mks)        

QUESTION SEVEN
(a) Explain six functions of commercial banks.                                          (10mks)
(b) Distinguish between internal and external sources of finance for a limited liability company.    (8mks)
(c) State two functions of central bank                                                             (2mks)
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