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     TIME: 2 HOURS
INSTRUCTIONS:   
ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS

Question One (30 Marks)
a)
Differentiate between the following:
(i) Long term finance decisions





(6 Marks)

(ii) Short term finance decisions





(2 Marks)

b)
Explain the term capital gain.  How would you treat it in total returns?
(5 Marks)

c)
Money markets in Kenya are not fully developed.  Justify your answer.
(7 Marks)

d)
A 3 year loan of Kshs. 10,000 at a rate of 9% from a bank would be amortized within the period.  Show the amortization schedule.




(10 Marks)

Question Two (20 Marks)
a)
State the Investment Decision Rules.





(8 Marks)

b)
A project costs Kshs. 16,000 and is expected to generate cash inflows of Kshs. 8,000, Kshs. 7,000 and Kshs. 6,000 at the end of each year for the next 3 years.  The required rate of return is 20%.  Calculate the IRR for the project.


(12 Marks)

Question Three (20 Marks)
a)
Describe the long-term sources of finance available to Alcatel Ltd for their expansion program.








(10 Marks)
b)
A firm finances all its investments by 40% debt, 60% equity.  The estimated required rate of return on equity is 20% after taxes and that of debt is 8% after taxes.  The firm is considering an investment proposal costing Kshs. 40,000 with an expected return that will last forever. What amount must the proposal yield per year so that the market price of the shares does not change?





(10 Marks)

Question Four (20 Marks)
a)
Discuss the dangers of holding excessive or inadequate working capital.
(8 Marks)

b)
Explain the determinants of working capital.




(12 Marks)
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