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2024/2025 ACADEMIC YEAR UNIVERSITY  EXAMINATIONS


FIRST YEAR FIRST SEMESTER EXAMINATIONS
FOR THE DEGREE OF MASTER OF BUSINESS ADMINISTRATION 

 
MBA 811: FINANCIAL MANAGEMENT 

DATE: 9/12/2024				                         TIME: 3 HOURS

 
INSTRUCTIONS TO CANDIDATES
[bookmark: _GoBack]Answer Any  FOUR Questions. ALL Questions carry equal Marks.    
 
 












EXAMINATION CHEATING IS A CRIME



QUESTION ONE
Discuss the following building blocks of Managerial Finance:
a) The concept and structure of Business 				(5 Marks)
b) The importance of cash flows					(5 Marks)
c) Definition and Measurement of risk				(5 Marks)
d) Time value of money							(5 Marks)
e) Trading fundamentals						(5  Marks)
QUESTION TWO
 The following financial statements relate to a company whose shareholders are intrerested in understanding its performance to guide them in making a major decisions that could see a shift in a number of business fundamentals
Summarized Income Statement for year ended 31 December 2021
			
	Ksh. ‘000,000

	Sales revenue
	[bookmark: _Hlk105947892]840

	Cost of sales
	(554)

	Gross profit
	286

	Selling, distribution and administration expenses
	(186)

	Profit before interest
	100

	Interest
	(6)

	Profit before tax
	94

	Tax
	(45)

	Profit for the year
	49


Summarized Statement of Financial Position as at 31 December 2021
	
	Ksh. ‘000,000
	Ksh. ‘000,000

	Noncurrent assets :
	
	

	Intangible assets
	
	36

	Tangible assets at net book value
	
	176

	Total Noncurrent assets
	
	212

	Current assets:
	
	

	Inventory
	237
	

	Receivables
	105
	

	Bank
	52
	394

	Total Assets
	
	606

	Equity:
	
	

	Share capital(ordinary 50c shares)
	
	100

	Retained earnings
	
	299

	Total Equity
	
	399

	Noncurrent liabilities:
	
	

	Long term loans
	
	74

	Current liabilities:
	
	

	Payables
	
	133

	Total Liabilities
	
	207

	TOTAL
	
	606


The current share price is Ksh. 0.80. 

Required:
1. Calculate the Company’s ROE and comment on the firm’s  profitability, efficiency and  risk 						             [10 Marks] 
1. Advice the shareholders on the performance of their Company.[5 Marks]
	 
QUESTION THREE
a) Evaluate the financial management decisions associated with the following forms of business organizations in terms of: Investment Decision; Capital Structure Decision; Working Capital Decision;
i. Sole proprietorship							[3  Marks]
ii. Partnership								[3  Marks]
b) Traditional investment decision focuses on maximizing the wealth of the shareholders. However,  focus on shareholders may compromise other stakeholders interests consequently threatening the long-term survival of the firm.
Required: Examine THREE areas of conflict between the shareholders
and a firm’s debtholders						[9  Marks]

QUESTION FOUR
a) Explain the following approaches a firm may pursue in its working capital policy:
i. Conservative working capital policy				[3 Marks]

ii. Moderate working capital policy					[3 Marks]

iii. Aggressive working capital policy					[3 Marks]

b) Explain SIX factors that influence working capital requirements of a firm
[6 Marks]
QUESTION FIVE
a) Long Term Debt Finance is normally acquired at varying cost depending on the type of debt.  Explain the meaning of cost of capital and highlight THREE ways in which cost of capital is important in financing decision of a firm.										[4 Marks]

b) ABC Corporation needs Shs.10 million in new capital to establish a new plant. The company plans to use 40% debt and 60% equity. The company's after-tax cost of debt (Kd) is 5% and the cost of equity(Ke) is 12.5%.


Required:
Compute the Weighted Average Cost of Capital (WACC) for the firm. 
										[6 Marks]
c) Explain the relationship between Cost of Capital and Capital Structure of a firm.[5 Marks]
QUESTION SIX
Whirl Pool Company is confronted by investment opportunities, A to E. Relevant data is provided as follows:
	Item
	Rate of return
	Beta (B)

	Risk free Asset
	9%
	0

	Market portfolio
	14%
	1.00

	Project A
	-
	1.5

	Project B
	-
	0.75

	Project C
	-
	2.00

	Project D
	-
	0

	Project E
	-
	- 0.5


	
Required:
a) Calculate:
i. The required rate of return 					[5 Marks]
ii. The risk premium 						[5 Marks]
for each project, given its level of Nondiversified Risk.

b) Advice the Management of the firm based on the relative Nondiversifiable Risk of projects A through E
[5 Marks]
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