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Uaplain five contents of a partnership deed. (8 marks)

Eaplain five ways in which the central bank controls the operations of commercial
banka in Kenya, (10 marks)

Faplain four advantages of using preference shares as a source of finance. (8 marks)
Riki Limited is considering a praject that will require an initial investment of

Keh S.000,000. The annual benefits from the project would be a fixed annual income

of Keh 2,500,000 for the next 4 years. The project will make a cost saving of

Kb 600,000 in year 1. The cost savings are expected to increase at the rate of 5% per
annum,

Runaning costs are expected to be Ksh 1,200,000 in the first year and then increase by
10% cach year,

The Company’s cost of capital is 14%,
(1) Calculate the Net Present Value (NPV) of the project.
(n)  Based on the results in (i) above, advise the management whether to invest in
the project or not.

(12 marks)
Explain four functions of the Capital Markets Authority. (8 marks)
Wakiri Limited leased an equipment under a 5-year lease period. The lease requires
payments of Ksh 2,000,000 at the end of each year, The lessee’s incremental
borrowing rate is 14%.

Prepare a lcase amortization schedule. (12 marks)

Explain four limitations of using ratios to analyse financial statements of a firm.
(8 marks)



L The following Information relates to ATO Limited and Buku Limited as at 31 December

Q004

ATO Limited Baku Limited
Ksh. Ksh.
Crodit Sales 12,000,000 15,000,000
Cost of sadea 5,000,000 8,000,000
Accoents rectivable 2,500,000 4,000,000
Acorents payable 1,000,000 1,500,000
Investon 2,800,000 3,000,000
o haue 3,500,000 3,800,000

Take a year = 365 days

Calculate the working capital cycle for each company.

. @ Eaplain five circumstances under which it would be appropriate to operate a business as
a public company. (10 marks)
/
(b) () Kenzi Limited invested a certain amount in a fixed deposit account earning ’

interest at the rate of 9% per annum,
Determine the effective interest rate if interest is compounded:

L. Semi-annually
II. Quarterly (6 marks)

(1)  Maganga intends to invest in a 10%, 5 year government bond of
Ksh 10,000,000. The interest is paid semi-annually. Determine the Present

Value of the bond. (4 marks)
6. (a) Explain four reasons that make it necessary for a firm to prepare a statement of cash
flow. (8 marks)

(b) The following is the capital structure of Wema Limited as at 31 December 2024:

Ksh.
7% Debentures of Ksh 1,000 each 3,000,000
10% Preference shares (Par value Ksh10) 2,400,000
Ordinary shares (Par value Ksh 40) 4,000,000
Retzined earnings _6,600,000
12,000,000
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Additional information:

1 Ordinary shareholders have received a dividend of Ksh 4 per share. The

dividends are expected to grow at a rate of 6% per annum.

i The market price of an ordinary share is Ksh 45.
1 Corporation tax rate is 30%.

Using the market values, calculate the:

W Cost of debentures;

(1)  Cost of preference shares;

(ii)  Cost of equity;

(iv)  Weighted Average Cost of Capital (WACC)
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(12 marks)



