KASNEB

CPA PART 11 SECTION 3
CSPART I1 SECTION 3
CCP PART I SECTION 3

FINANCIAL MANAGEMENT

WEDNESDAY: 24 Muy 2017, Time Allopwed: 3 howars.

Answer ALL questions. Marks alkecated o each question wre shown at e cod of the guestion. Show ALL your workings,

QUESTION ONE

fitd
[{33]
(c)

Highlight Four limitations of long-lerm debt finance (o an organisaiion. {4 marks)
Distuss the relevance of cost of capital 100 business enlerprise. {6 marks)

blpendo Lids exisnng capital structare s given as follows:

Sh.=004
Oirdinary share capital {5h.20 par) 20,000
Beserves 5000
%% Debenture {5h. | 0 par) I, (W
B%% Preference shares [(Shi2l) par) 15000
0,000

Addifional information:

QUESTION TWIED

[a}

ki The mest recent camings per share (EPS) of the company is Sh.5;

2 The firm adopis 40% pav-out ratio asits dividend policy,

clt Credimnry shares of the compainy are currently selling Ffor 5h.30 cach.

4. The extsfing 0% debeniurs is currently trading at | 10% of par at the securitics exchange,

T Exssting 8% preference shares are currently troding ob 5h:25 each.

iy Carporate By rife applicable is 309,

Required:

ii} The annual dividend growth rate using Gordon's ofowth moslel. (2 marks)

{ui] Cost of ordinary share capital. (2 marks})

{Eil) Cost of 10% debentare capital. (1 mark}

[iv] Cost of 8% preference share capital: (1 mmark)

i+ Thie sweighted average cost-oFcapital (WACE) of the firm, (4 marks)
(Total: 20 marks)

The following information was extracted from the financial stpiements of Mwaka Limited:

Eamings per share (EPS) Sh.is

Capitalisaiion eane 2%

Retention ratio 475

bistermal rate of retum 6%

Heguired:

The paice per <lsare under

i} Giordons growih model, {4 mairks)

(i) Walter's model, {4 mairks]
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(k)

i)

Nyadzua Limited is making a | for 4 rights issue costing 5h.6.40. The company has 4 million shares I Bsane weith a
market price of Sh.10.80 per share. The new shares are expected 1o yield 5% earnings and price to earnings (PVE} ratio
of 10

Required:
{i} The theoretical ex-right price. {4 marks)
{ii) The value per share after the rights issue. {4 miarks)

The 10% Sh. 100 par value convertible bond of Kurawa Limited is quoted at 142% of par,

The earliest date for conversion is-in 4 years' time, at the rate of 30 ordinary shares per Sh.1td) nominal bond. The
share is currently trading at a price of Sh.4.15. The annual coupon on the bond has just been paid

Required: 2
{1} Conversion premis, (3 marks}
(i} Imterpret the answer obtained in (<) (i} above. i1 mark}

{Toral: 20 marks)

QUESTION THREE

(a}

(b}

The following infoemation relates t Tsuma Enterprises Lid, for the four months given below:

Sh.*Million™
Sales:  Seprember G0
October G0
Movember 70
Drecember 1]

A spbes will be made on credin

Half of the debiors are expected to pay within the month of sale and are also expected to claim a 2% cash discount.
The remaining debtors are expected o pay by the beginning of the following manth,

Raw materinls purchases Sh.Million™
Hepleinber 20
Crerober 40
Movember 40
December el

The firm plans 1o pay its creditors in full in the month following that of purchase

Wages nad salaries: ShoeMillon™
September k2
Oictobes ]
Movomber i
Drecamber I3

Additional information:

Al employees are paid in the month in which the wage or salary 1s eamed.

Rent of Sh.10 million for ench quarter is paid in March, June, September and December.

Other cash overheads of Sh.2 million per month are payable.

A mew plant dué for delivery in September will be paid in November at a cost of Sh.23 il i,
Dn b October, the firm plans to ave Sh. 10 million i the bank.

m..l.-.'i..-.il.d:—

Rl red:
A cazh bidget for the three months endingin Becember i L marka §

Roka Limited has two mutunlly exclusive projects namely; project A and project B witly initial cash outlny of
S, 50,000 each The projects have a useful life of § years, The company's cost of capital 15 12% with a
corporate tax. rate of 305,
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The expectid cash flows for the projects before depreciation and fax are wiven below;

Year Fraject A Project B
Sh. 00" Sh.000™

I a2 62

| 42 32

i 41 i)

4 42 i

5 42 1

The company ues siraight Hme methad of depreciation.

Regquired:

Uszing the profiability index approach, sdvise the management offoks Limited on the projecttocconsider, {10 marks)

QUESTHON FOUR
The Tollewing are the summarized financial satements for Bokasa Limied.

(s}

Bokasa Limited stnfement of financinl position as at 31 December:

Sh. =0
Mon-currend asscts
Current asseis:
Inventory 40,145
Acoournta receivalbile 402 [y
Cash at bank e e
Total nssets
Current abilities:
Avcounts payable 34,389
Taxation B, A

36,862

Long-term liabiblifes:
105 fowan mdes 15540
Toal lakilities
Mel assels
Equity:

Called-up share capital $h.0.25 pershare
Retained samings
Shareholders” funds

WL

015

Sl Sh.= (™

4.005

e
Lt
-
£
-3

f

i
:\-\l
o
-y
el

(56,702
40,740

9520
30520
46, 740

Bokasa Limited income stntement for the year ended 31 December:

Revenue

Oiperating profif
Interest payable
Friofit before taxation
Taxation

Profut oo the year

Motes:
I Retained profit brought forward
ek Divedends paid during thie year

20015

Sl

486,300
ET.24
(L84
15,254
(3,754}
9,520

A December 20015
Sh o™

23,540
2,230

0455
43370
a3l

N2
I .
43 4TS

[ B 480

N

{(Total: 20 marks)

2006
Sl 000
2 M

(62.315)
30,000

0.0

40,930
50,000

2016
Sh. e
583,000
LR
(1984}
I 4.686
L1, G

F Becember 2006
Sh. ey

A0L5200
2400
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{cl

Revmired:

For each of the two years, calculnie:

iij Earnings pershare (EPSY; {2 marks)
(i Dividend cover. {2 marks)
(i} Current ratio, {2 marks)
Eivh Accid best rodio. {2 marks)
(vh Returm on capital emploved (ROCEY (2 marks)

Luri Limited has & bond that has 3 years to maturity, The bond's gar valoe is 5h. 1,000, Coopon payment for the bond
i made prnually. The cumrent market valie of the bondis | 20% of par with n coupon,of [ 2%

Required:

The vield to maturity (Y T, 4 marks )

(i} Highlight four. obgectives of the core principles For islamde finance regulation (CPIER) a5 set out in Islamic
Financial Services Board (IFSB). {4 marks)

{5l Dilterentiate begween “Salam contract” andd “Istina contract”™ a& wsed in Islamic finance, (2 miarks)

{Tartnds 20 marks)

QLUESTION FIVE

(11

(b}
(4]

{

Highlight four factors that might influence s company when establishing o dividend policy, (4 marks)
Summarize four assumptions of ihe efMicient market bypothesis (EMH), {4 marks]

The gonl of profit maximisation is considered 10 be a short-term objective with long-term survival, The firm®s growth
cannod be achicved without continies profitabiliny,

Required:
In relation to the above stalement, summarise four arguments in favour of and four arguments against profit
miaximisation s a business poal, {3 marks)

Dwwntop Lid, has pchieves) carnmps of St million this year and the company infends 1o pursee a-policy of findncing
all is invesiment projects feom pebzined camings: There are a-number of iovestirest opportunities available for
Powntep Ltd., ahbough 4F it does not underake any of ‘the projecis, s annual reétnined carmings are expected o
remain at Sho6 million o perpetaity.

The following snlormnticn s available for Downtop Lid,;

Proportion of retained Creowih rate in Hequired return on all
carmings EATnings investments by shareholders
[} i) (e}
i 0 &
30 i 17
45 g "
Reguired:
Lising dividend groweh madel, determing the optimuem eetenfion policy for Downtop Lid, {4 mmirks)

(Total: 200 marks)
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