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QUESTION 1 (Compulsory)

GenZ Engineering Limited intends  to  establish a  factory in  Kwale  at  a  cost  of  Ksh 
888,000,000.  The  company  is  being  presented  with  finances  from  three  financial 
institutions, with the repayment scheme as follows:

 Bank 1: An annual repayment of Ksh 127,244,155.81 for 15 years 
 Bank 2: An annual repayment of Ksh 140,779,988.91 for 12 years
 Bank 3: An annual repayment of Ksh 155,538,952.66 for 10 years

The current prevailing interest rate is 11%

Required:
a) Explain  any  Five  sources  of  finance  to  fund  the  available  projects  for  GenZ 

Engineering Limited                (10 marks) 
b) Calculate the total interest payable under each Bank above and advise GenZ 

Engineering Limited on the best option to take (12 Marks)
c) Explain the Four Main functions of Finance (8 Marks)

QUESTION 2 
Bwana Mali purchased is considering whether to buy a Motorcycle at a cost of 550,000. 
The asset will be financed through a loan whose after-tax cost of capital is expected to 
be 12%. The motorcycle is expected to have an economic life of 5 years.
Required: 

a) The motorcycle is expected to earn a cash inflow of Ksh 200,000 at the end of first 
year. The annual cashflows are expected to decline at a constant rate of 10%, and 
the expected scrap value at the end of economic life is Ksh 27,321.60. Calculate 
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the Net Present Value and Profitability index and Advise Bwana Mali whether to 
buy the motorcycle or not. (12  Marks)

b) The loan taken by Bwana Mali is to be repaid through equal annual installments 
for 5 years. Calculate the installment amount and prepare the loan repayment 
schedule (8  Marks)

QUESTION 3
a) Describe Dividend Discounting Model (DDM) as used in cost of equity calculations 

and valuation of securities and state its main assumptions. (6 Marks) 
b) Discuss any the distinction between Over the counter (OTC) and exchange markets.

(6 
marks)

c) Discuss  any  Four  functions  of  Central  Depository  System  as  applied  in  capital 
markets in Kenya. (8 marks)

QUESTION 4
a) XYZ Itd is a company quoted at the NSE. The capital section of its current balance 

sheet provides the following information about its capital structure.
                                                                                      Ksh  
2,000, 10% Debenture 200,000
12% Khs 20 preference share capital 100,000
Ordinary share capital @ shs 10                      200,000  
                                                                                    500,000  

 A  survey  of  the  market  has  shown that  whereas  the  ordinary  shares  of  the 
company are trading at Ksh 40 the preferential shares are trading at only Ksh. 
1.50 above the par value.

 The prices are not expected to change very much in the planning period. The 
market price of debentures id Ksh 125. The finance department has determined 
that  if  the  current  investment  policy  is  followed  strictly,  then  earnings  and 
dividends will grow at 4% at least for the foreseeable future.

 Finally, the firm’s capacity falls within the marginal tax bracket of 30% which is 
not expected to change. The current ordinary dividend is Shs 1.85. 

Required:
Compute the Weighted Average Cost of Capital (12 Marks)

b) Halima is interested in buying a bond that pays 10% interest for 15 years and has a  
par value of Ksh. 1000 and maturity value of Ksh 924.53. He is also being offered an 
opportunity to buy an Equity Share whose Current dividend is Ksh 2.80 and constant 
growth rate is 5%. The par value of each share is Ksh 50. The rate of return in the 
market place is estimated to be 12%.

Required: 
Calculate the intrinsic value both the bond and ordinary share and advise Halima 
whose objective is to maximize his wealth  (8 marks)
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QUESTION 5

a) The  following  information  was  extracted  from  the  books  of  a  manufacturing 
company for the year ended 31st December 2022. 

  Ksh
Profit for the year 120,000
Ordinary Shares (Par Value Ksh 4.8) 480,000
Accumulated retained Earnings 420,000
8% Long term liabilities 600,000
Return on Capital Employed 20%
Price Earnings Ratio 45
Earnings growth rate 5%

Required:
Compute and interpret the following Investor ratios:

i). Interest Cover (3 Marks)
ii). Market Price per Share (3 Marks)
iii). Dividend yield (4 Marks)

b) Describe the concept of working capital cycle with aid of a suitable diagram 
(10 

Marks)
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