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2024/2025 ACADEMIC YEAR  UNIVERSITY EXAMINATIONS 
THIRD YEAR FIRST SEMESTER EXAMINATIONS FOR THE DEGREE OF BACHELOR OF BUSINESS ADMINISTRATION AND BACHELOR OF EDUCATION WITH IT

BAF 313: FINANCIAL MANAGEMENT
DATE: 20/12/2024					TIME: 3 Hours.
 
INSTRUCTIONS TO CANDIDATES:
Answer Question ONE (compulsory) and ANY OTHER THREE questions. 
Question one carries 25 marks and the rest 15 marks each. Do NOT answer more than four questions.
 
 
 
 
 



QUESTION ONE (COMPULSORY) 
a) Explain FOUR limitations of Traditional Paradigm of Financial Management 							          (4 Marks)

b) Explain THREE key issues addressed by Financial Managers in Working Capital Management.							(6 Marks)

c) The University investment centre is contemplating replacing one of it’s printing machines with a new one that would be both efficient and handle a larger work output. The new machine would require a cash outlay of Ksh. 800 000, and the old one could be sold to net Ksh. 280 000. The total benefits from the new machine in one year (measured in today’s Kenya shillings) would be Ksh. 1, 000 000. The benefits over a similar time period from the old machine (measured in today’s Kenya shillings) would be Ksh. 350 000.  
Required: 
i. Determine the Net Benefit of acquiring the  new machine.	(7 Marks) 
ii. Based on (i) above, advice the management of the centre accordingly.											(2 Marks)
d) Examine THREE Differences between Finance and Accounting 
 										(6 Marks)
QUESTION TWO
a) The following information relates to Legacy Company’s capital structure. 
1. The company issued 1,000,000 common stock. The share is currently selling at Shs. 20 per share. The firm just paid a dividend of Sh.2 per share which is expected to grow at a constant rate of 10% per annum over the foreseeable future. 
2. Legacy Company raised preference share capital by issuing 300,000, 7% irredeemable preference stock of Sh. 21 par value at an issue price of Sh.18 per share. 
3. The company also issued 100,000 debentures of Shs. 150 par value that pays 15% interest annually. The current market price is Shs. 120 and the maturity period is 10 years. 
4. The applicable corporate tax rate is 30% 
Required:
a) Determine the weighted average cost of capital (WACC) for the company 										(12 Marks) 
b) Discuss THREE reasons why it is important for a firm to compute the project’s cost of capital and the firm’s cost of capital. 		(3 Marks) 
QUESTION THREE
a) Explain the relationship between investment risk and return.  (3 Marks)
b) The following data relates to predicted return for a financial security issued by a company subject to performance of the economy:
	State of economy
	Probability 
	Rate of return 

	Expansion 
	0.3
	17%

	Normal 
	0.3
	13%

	recession
	0.4
	10%


Required:
i. Expected return for the security.				(3 Marks)
ii. Variance of the returns for the security 			(3 Marks)
iii. Standard deviation for the security’s return.		(3 Marks)
iv. Advice a potential investor on the decision to invest in the stock of the company.							(3 Marks)
QUESTION FOUR
The following information relate to two proposed investments, X and Y. The investments are mutually exclusive and each require an initial financial outlay of Sh. 40,000. 
	Year 
	Investment X
Cash inflows       Certainty coefficient   
	Investment Y
Cash inflows.   Certainty coefficient

	1
	25, 000
	0.8
	20, 000
	0.9

	2
	20, 000
	0.7
	30, 000
	0.8

	3
	20, 000
	0.9
	20, 000
	0.7

	Risk free cut off rate is 10%


Required:  Determine which of the two investment projects should be accepted 
(12 Marks)
 
QUESTION FIVE
a) Explain THREE factors’ firms consider in establishing dividend policy?
(6 Marks)
b) Investment decisions involve the exchange of current funds for future benefits. State and explain THREE reasons why investment decisions require special attention. 									(3 Marks)
c) Wealth Maximization has been advanced by some scholars of Finance as the most appropriate goal that a firm should pursue. However, others argue that extreme pursuit of this goal present some shortcomings.
Required: Discuss THREE criticisms of “Wealth Maximization”	(6 Marks)
QUESTION SIX
a) Financial statement analysis is an essential task for the proper management of any organization. With this in mind, identify two categories of users of financial statement analysis information and explain the type of information that they are interested in. 					                (4 Marks)
b) The following information relates to ratios that have been calculated for company ABC for three years. 
	
	2020
	2021
	2022

	Current ratio
	2.2
	1.9
	1.5

	Quick ratio
	1.5
	1.25
	1.15

	Stock turnover
	4.10
	3.9
	3.1

	Debtors’ turnover
	7.88
	4.58
	16.0

	Gross profit margin
	39.6
	39.8
	40.9

	Net profit margin
	4.9
	3.4
	3.8


Use the above information to analyse the trend of performance of the company. 										(6 Marks) 
c) The following data relates to risk characteristics of two securities, X and Y:
	Security
	Expected return
	Standard deviation

	X
	10%
	0.08

	Y
	16%
	0.06


[bookmark: _GoBack]Assuming you are a risk averse investor, which security would you select based on their relative risk? 						(3 Marks) 
d) Consider a security with a Beta of 1.3 and an expected rate of return of 16%. Given that the return on treasury bills is 9% and expected return in the market is 10.5%. Compute the Required Rate of Return and advice a potential investor on the decision to invest on the security. 														(2 Marks)
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