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TIME:  2 HOURS
INSTRUCTIONS:  
 Answer Question ONE and any TWO other questions.
Question One 
a)
Define financial modeling and outline its characteristics.
[3 marks]
b)
Highlight the importance of financial modeling to the following users:

i. Strategic managers

[2 marks]

ii. Investors


[2 marks]

c)
Outline four element s of a good financial forecast.
[2 marks]

d)
Assuming the following relationship for revenue and cost functions exist. Develop a financial model to maximize profits.

[3 marks]


R=1000Q-2Q2

C=Q2-59Q2+1315Q+500

e)
 Highlight three applications in business processes when financial forecasting is applicable.
[3 marks]

f)
Given the information below answer the questions that follow:

	Week
	1
	2
	3
	4

	Sales (000s)
	200
	300
	200
	150

	Purchases (000s)
	50
	80
	60
	120



Required:

a) Determine the sales and purchases forecast for week 5 using:

i. 3 moving average 

[1 mark]

ii. 4 moving average 

[1 mark]

b) Assuming the sales and purchase forecasts for week 3 are 25000 and 100000 respectively, determine the forecast of week 4 using exponential smoothing method. (use alpha of 0.34).

[2 marks]

g)
i.
Discuss four financial modeling areas in profit making organizations.


[4 marks]

ii.
Outline four applications of information technology in financial modeling and forecasting.
[4 marks]


h)
Office care produces products ‘A’ and ‘B’ the number of units produced of ‘A’ is ‘Y’ and ‘B’ is ‘X’. If  the profit per unit in ‘A’ is sh. 4 and in ‘B’ is sh. 5 and that product A needs 2 labour hous and ‘B’ needs 3 labour hours for production. The total number of hours available are 30.

Required:


Develop a linear programming financial model of production for the company.


[3 marks]

Question Two 
a)
XYZ company wishes to forecast the demand of its products. The information below is available.
	Period
	Wk 1
	Wk 2
	Wk 3
	Wk 4
	Wk 5

	Demand (000s units)
	42
	40
	43
	40
	41


i.
Compute a weighted moving average forecast for week 6 using 40%, 30%, 20% and 10% weights.
[3 marks]

ii.
If the actual demand for week  6 is 39000 units forecast week 7 using the same weights as. (i) above.
[3 marks]

b)
Highlight five basic requirements of a financial model.
[5 marks]

c)
A company making a single product has two divisions; manufacturing and distribution divisions. The average net is ksh. 450000-10Q, where Q is the quantity sold. The average variable cost per unit of the divisions are:


Manufacturing: 580+10Q

Distribution : 1000 +10Q


Required:


Construct a financial model to optimize production for profit maximization.     [4 marks]


Explain the steps of constructing financial models.
[5 marks]

Question Three 
a)
A company has given you the following information. 
	Month
	April 
	May
	June
	July
	August 
	Sept
	Oct
	Nov
	Dec

	Sales (000s)
	150
	160
	160
	170
	200
	200
	180
	180
	200

	Purchase (000s)
	100
	110
	90
	90
	80
	130
	140
	60
	60



Additional information:

i. Expected cash in hand in May 2016 will be ksh. 180000

60% of sales proceeds are received in the month of sale, 30% in the following month, and the balance two months after sale.

ii. Suppliers are paid one month after delivery of goods.

iii. Tax for previous year of sh. 20000 will be paid in September 2016

iv. The company is to receive insurance claim compensation amounting ksh. 20000 in October 2016.

v. Monthly overheads amounting to ksh. 33000 (inclusive of depreciation charge of sh. 3000)

vi. Loan applied amounting ksh. 40000 will be received in the month of October 2016.
vii. Assets purchased worth sh. 13000 in the month of September will be paid for in the month of November 2016.

Required:

Prepare a cash budget of December 2016 through June 2016.
[10 marks]

b)
Kak ltd whishes to develop a model to maximize its revenue. It has realized that to increase its output, it must low its price. Its total revenue function is given as follows:


R=X(148-X). The production cost are given as 850000-40x.


Required:

i. Develop  a profit function model for the firm.
[2 marks]

ii. Outline the basic input requirements for construction of profit function model.
[3 marks]

c)
i. 
Differentiate between financial planning and financial modeling.
[2 marks]


ii.
Outline three advantages of financial planning.
[3 marks]
Question Four 
a)
Use the information below to answer the questions that follow:
	Wk.
	No. of salesmen
	Sales ksh. ‘M’

	1
	4
	16

	2
	27
	37

	3
	18
	33

	4
	7
	23

	5
	30
	34

	6
	12
	34

	7
	18
	24

	8
	23
	29

	9
	19
	26

	10
	12
	26



Required:

i. Establish a forecasting model to show the relationship between number of salesmen and sales using regression analysis.
[8 marks]

ii. What could be the volume of sales if 40 sales staff will be available at a given time in future?
[2 marks]

iii. Highlight two disadvantages of regression analysis method of forecasting.


[2 marks]

b)
Differentiate between linear analysis and exponential smoothing methods of financial forecasting.
[2 marks]

c)
The sales and purchases information for a company for the last five months are given below:

	Month
	Feb 
	March
	April 
	May
	June

	Sales (000s)
	150
	160
	160
	170
	200

	Purchases (000s)
	100
	110
	90
	90
	80


NB:
the previous sales and purchase forecast are 124000 and 98000 units respectively. Past experience shows that sales volume depends on the purchases made. The exponential constant is 0.25.
Required:

Using exponential smoothing technique, determine the sales and purchase forecasts for February to June.
[6 marks]

Question Five 

a)
A company is considering investing in the following securities ‘A’, ‘B’, ‘C’, ‘D’ and ‘E’. it has been decided that the average risk should not be locked up more than 15 years. The table below represents the information for consideration.
	Investment option
	A
	B
	C
	D
	E

	Returns (%)
	6
	13
	10
	20
	25

	No. of years 
	15
	3
	5
	6
	10

	Risk (%)
	1
	3
	2
	5
	1



Required:


Develop a linear programming model to express the percentage of funds for investment.
[7 marks]

b)
Highlight three limitations of financial models. 
[3 marks]

c)
Discuss five advantages of using computers and ICT in financial modeling and forecasting.
[10 marks]
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