1804/302

1805/302

1806/302

BUSINESS FINANCE
March/April 2025
Time: 3 hours

CRAFT CERTIFICATE IN ACCOUNTANCY
CRAFT CERTIFICATE IN BANKING AND FINANCE
CRAFT CERTIFICATE IN BUSINESS ADMINISTRATION

BUSINESS FINANCE

3 hours

INSTRUCTIONS TO CANDIDATES

This paper consists of TWO sections; A and B.

Answer ALL the questions in Section A and any FOUR questions in Section B in the answer booklet
provided.

Candidates should answer the questions in English.

This paper consists of 6 printed pages.

Candidates should check the question paper to ascertain that
all the pages are printed as indicated and that no questions are missing.

© 2025 The Kenya National Examinations Council Turn over




SECTION A (32 marks)

Answer ALL questions in this section.

l.  State three advantages of hire purchase as a source of business finance. (3 marks)
2. State three financial goals of a firm. (3 marks)
3. The following information relates to Tamah Limited:
* Creditors repayment period 40 days
* Inventory turnover period 20 days.
* Debtors collection period 30 days.
Calculate the company’s operating cycle. (3 marks)
4.  Patricia deposited a certain amount of money in a bank 3 years ago. The bank pays simple
interest at the rate of 6% per annum. The total amount of interest earned to date is Ksh 72,000.
Determine the initial amount deposited at the bank. (4 marks)
5. The ordinary shareholders of Zedit Limited have received a dividend of Ksh 2 per share. The
dividend is expected to grow at the rate of 3% per annum. The current price of the ordinary
share is Ksh 50. Calculate the cost of equity. (4 marks)
6.  State three roles of pension funds. (3 marks)
7.  The profitability index of a certain project is 0.8117. Advise an investor whether to undertake
the project or not. (2 marks)
8 State three features of a credit card as a short-term source of business finance. (3 marks)
0.  List three types of information contained in a partnership deed. (3 marks)
10, Jamboyi has deposited Ksh 380,000 in a fixed deposit account that pays interest at the rate
of 8% per annum, compounded semi-annually. Determine the expected amount at the
end of 4 years.
(4 marks)
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SECTION B (68 marks)

Answer any FOUR questions from this section.

11 () Explain four features of a bank loan as a source of finance for a business organisation.
(8 marks)
(b) Patumf)s Limited intends to invest Ksh 1,200,000 in either Project T or Project R. The
following are the expected net cash inflows from the projects:
PROJECT T PROJECT R
Year Ksh Ksh
1 990,000 1,100,000
2 950,000 890,000
3 800,000 790,000
4 450,000 420,000
5 400,000 350,000
Additional information:
L. The scrap value of Project T and Project R are Ksh 280,000 and Ksh 250,000
respectively.
18 The company’s cost of capital is [4%.
i) Determine the Net Present Value (NPV) of each project.
(i)  Advice the management on the project to invest in. (9 marks)
12. (a) Explain four ways of increasing the collection of accounts receivable in a firm.
(8 marks)
(b)  The following information relates to Waseme Limited.
I. Extracts from the income statement for the year ended 31 December:
2023 2024
Ksh Ksh
Sales 3,620,000 3,200,000
Profit after tax 370,000 460,000
Dividends - ordinary 100,000 110,000
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1. Lixtracts from the statement of financial position as at:

31 December 2023 31 December 2024

Ksh Ksh
Fumiture and fittings 3,270,000 2,990,000
Inventory 1,280,000 1,160,000
Accounts receivable 950,000 800,000
Accounts payable 660,000 570,000
Retained earnings 1,980,000 2,250,000
Ordinary shares of Ksh 10 each 3,000,000 3,000,000
Bank 140,000 270,000

(1) For each of the years, calculate the:

L return on equity;

11. fixed assets turnover ratio;
II.  quick ratio;

IV.  dividend payout ratio.

(i)  Based on the results in [Il above, comment on the liquidity of the company.,
(9 marks)

g capital in a business firm.

]3.  (a)Explain four factors that may influence the level of workin
(8 marks)

Madani intends to borrow Ksh 90,000 from a bank that charges interest at the rate of
12% per annum on reducing balance basis. The loan is to be repaid in four equal annual
installments at the end of every year. Prepare a loan aromatization schedule.

(b)

(9 marks)
14, (a)  Explain four services offered by the Central Bank of Kenya (CBK) to commercial
banks. (8 marks)
(b)  The following is the capital structure of Fadam Limited.
Ksh
2,500,000 ordinary shares 10,000,000
300,000, 7% preference shares 300,000
12% irredeemable debentures 3,000,000
Retained earnings 1,200,000
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15, (a)
(b)
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Additiona] information:

-The ordinary shareholders expect to receive a dividend of Ksh 0.20 per share.
-The market price of ap ordinary share is Ksh 5.

~The market price of preference share is Ksh 1.50.
-Corporation tax rate is 30%,

Determine the:
(i) cost of each source of capital;

: 9 marks)
(1)  weighted average cost of capital using the market values. (

- 9 marks)
Explain six clauses of the Memorandum of Association of a company. (

2 st ; i ce of business finance.
Highlight four limitations of Using promissory notes as a sour (8 marks)
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