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This paper consists of  FIVE questions. Attempt question ONE (Compulsory) and any 

other TWO questions.

Do not write on the question paper.

QUESTION One
a) TUMEL intends to undertake two mutually exclusive projects requiring an initial 

cash outlay of Kshs. 6000,000 each. The projects have a lifespan of 5 years and the 

discount rate is 20%. The projects are expected to generate the following cash 

inflows. 

                          

Cash flows

Year                                            Project X                            Project Y
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                                                        Sh.                                      Sh.

1                                                600,000                              1,800,000

2                                                1,800,000                           2,400,000

3                                                2,000,000                           3,000,000

4                                               3,000,000                           1,800,000

5                                                2,400,000                           1,600,000

Required: 

Calculate and advice accordingly

i. The payback period                                                                                                         (5 Marks)

ii. The Net Present Value                                                                                                ( 5 Marks)

iii. Profitability index                                                                                                       ( 5 Marks)

b) What do you understand by derivatives?  Discuss the common types of derivatives 

                                                                                                                                          (5 Marks) 

c) The return on individual security and market return is given below

X 16 20 8 12 14 10 12 7 8 9

Y 18 22 9 7 10 7 12 17 18 16

Required;

Compute the alpha and beta from the above.                                                           ( 10 Marks).

Question Two

(a) Discuss the objectives of financial management in an organization                  ( 10 Marks) 

(c)  Apart  from  decision  making,  discuss  other  roles  of  the  financial  manager 

(10Marks)                                                                 
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Question Three

A company issues 10,000 equity shares of Sh. 100 each at a premium of 10%. The company 

has been paying 25% dividend to equity shareholders for the past five years and expects 

to maintain the same in the future also.

Compute;

i)The cost of equity capital. Show all your workings                                       (6 Marks) 

ii)  Will it make any difference if the market price of equity share is Sh. 175?  (4 Marks) 

iii) Highlight the significance of the cost of capital                                               (10 Marks) 

Question Four

Write brief explanatory notes on the following terms giving examples for each

a) Certificates of Deposit                                                                                       (4 Marks) 

b) Cost of capital                                            (4 marks)

c) Derivatives                                                                                                          (4 Marks)

d) Mutual Funds                                                                                                     (4 Marks)

e) Exchange-Traded Funds                                                                                    (4Marks)

Question Five

 Kasongo Chemical Limited on its books has the following capital structure on 31 March 

2025

Source of Finance                    Amount                          Proportion                           Cost 

                                                    (sh.000)                                  %
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 Share capital                                450,000                                 45                                  18.0

  Reserves and surplus                150,000                                 15                                   18.0

Preference share capital              100,000                                 10                                   15.0

Debt                                                300,000                                 30                                   8.0

i)  Compute  the  weighted  average  cost  of  capital(WACC)  of  Kasongo  Chemical 

Limited based on the existing capital structure provided                          (6 Marks ) 

ii) Explain why managers prefer the book value weights for calculating WACC

                                                                                                                             (6 Marks)

iii0 What are the weaknesses associated to WACC                                            (8 Marks) 
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