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INSTRUCTIONS: Answer Question ONE and any other TWO Questions

i ks
Q1. ¥ a) Discuss the key finance functions for a financial manager. (8 mar )

+ b) Crystal company Limited has a total capitalization of Ksh. 10+?100i=oiggna::?:|
it normally earns Ksh. 1,000,000 before intere:s.t_and taxes. e e

' Manager of the firm wants to take a decision regarding th(:.-r lc|>:=1p.n
structure. - After a study of the capital market, she gathers the following

data.
Amount of debt (Ksh) Interest rate (%) Equity cap:tﬂallzatlon
- rate (%)
0 L S 10.00
11,000,000 4.00 | - 10.50
2,000,000 4.00 11.00 .
3,000,000 _— 450- ... ..M60
000,000 = T T G, : 15 60
5,000,000 550 . 12.40
6,000,000 6.00 13.50
7,000,000 8.00 20.00
Required:
i) Determine the amount of debt that should be employed by the firm
if the traditional approach is held valid. . (10 marks)
ii) What assumptions have you made in the calculation in (i) above.
(3 marks)

:}c) Discuss the importance of capital budgeting decisioné to a firm.
" ' (5 marks)
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4+ d)

Q2. ¥4

Discuss the any two reasons for mergers.

Discuss any three long-term debt financing instiuments. .

(4 marks)

(8 marke)* *

b) A company negotiates a Sh. 20 miilion loan for ten years from a financial

institution. Tre interest rate is 18% per annum on ou‘.:_standingi bilarlce cf
the loan. The loan will be repaid in 8 2quai year - end instaliments,
Required:

Prepare a joan repayrnent schedule.

Q3.  Pinnacle Stores Ltd i
range fine. itis anticipated thag
706,000 at time O and Sh. 1,000,
256,500 are expected in year two,
four, and Sh. 400,000 each year
ine might be viable after year ten,

‘ {11 marks)

$ considering & new produci Jine ic suppiernent ite product
t the new line will involve cagh investiment of Sh.
30U in year one. After tay cash inflows of Sh.
Sh. 300,000 in year three, Sh. 350,000 in year
thereaiter through year ten. Though the product

the company prefers to conserve and end all
Cailculations at that tirne, The requi

ed rate of return is 15%.
Required: | -

aj
*{) The internal rate of returﬁ.
Q4. a)

Is the project acceptablé?

Company A and B are identical in
geared while B is not. Company A
Both cornpanies earn 10%
-fotal assets. Assurne perfect capital market
0i 40% and a capitalization rate of 10%

every aspecl except

Required:
i) Value of the firms A and B using the net income
s ~the net operating'income'(NOI)'approach:--"-*"

ii) The after tax weighted a
the NOI approach.

b) State two short comings of the MM proposition.

c) Oulline any four assﬁmptions of dividend policy.

*END*
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What is the net present value of the project? Is the project accéptablé? |

{10 marks)
(10 marks)

that company A is )

has 6 million in 5% bonds outstanding.
before interest and taxes on their 10 million
s, rational investors, a tax rate
o for an all equity company.

approacl{ (.Nl_‘.- andd
(8 marks)

verage cost of capital for each firm using

(6 marks)

(2 marks) |

(4 marks)
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