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INSTRUCTIONS TO CANDIDATES

This paper consists of EIGHTEEN questions in TWO sections: A and B.

Answer ALL the questions in BOTH section A and B in the answer booklet provided
All questions carry egqual marks.

Show all your workings.

Candidates should answer the questions in English.
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SECTION A (32 marks)

Answer ALL the question in this section.
I Name twe sources of fixed capital of a business. (2 marks)

2. Johnson Wende is a salesman for a firm in Nairobi, In addition to his monthly salary of
Ksh.25 000, he is paid a commission on sales made as shown in the table below:

Sales Kshs Commission (%)

0 - 5000 0

5001 - 10 000 34

above - 10,000 25

He sold goods worth 35 000 in November 2010. Calculate the total income he carned for the

maonth. (4 marks)
3 Discuss two disadvantages of Joan capital for a project. (4 marks)
4 Highlight four advantages of equity financing over debt financing. (4 marks)

- 3 Cmﬁdaufwywuojectwboscinidalcuhouﬂayhl(nh.lmlmm-onlvmvnhn.
The project is expected 1o generute the following cash inflows: .

Year 1 2 3 4
Cash fiow Ksh (000) 20 30 40 50

The cost of capital is 10%,

Using Net Present Value (NPV) method, advise whether the project is viable or not.

(4 marks)
6. Identify the types of preference shares acconding to the classifications below:
(2 marks)
()  Redemption
()  Panicipstion

7 Explain the meaning of ‘project financing'. (2 marks)



PPFEDUCATION.COM

8. Differentiae 2 stag from 2 bear, in securities exchange market. (2 marks)
9. Explain the importance of financiul ststements in project financing. (4 marks)
10.  Nyakwanas bought & car on 1st January 2001 at a cost of Ksh.1 000000, He allowed a
depreciation on the car at the rate of 10% per snnum on a straight line basis. Compute the
car's book valoe as at 31 December 2006, (4 marks)
SECTION B (68 marks)
Answer ALL the questions in this section.

1. Outline four advantages of internal meofmmmmomod(IRR)nalmlroruuaing
the visibility of an investment, (8 marks)

(b)  Explain five sdvantages of leasing an asset as opposed to buying the same asset.
(10 marks)

12 (@)  The capital employed by Buffalo Investment is Ksh. 30,000 000. The company made a
net profit of Ksh 5,400 000 during 4 certain period. Using a capitalization rate of return
of 15% per annum, compute the value of goodwill, the buyer of this company will

have to pay. (10 marks)
(b) Dhmhrh:uswhkhmydemﬁnemcquhmcmofﬁmaapinl.
(8 murks)
13. (o) Dhmsbnadvmofploughinghnckdwpmﬁuoﬁﬁm. (8 marks)

(®)  Distinguish between money market and capital market. (8 marks)
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4. (a) The following information was extracted from the books of Elsa Akoth Traders on

December 31st 2011.
Ksh

3 year loan from ADC 450 000
S year loan from AFC 1 D00 D00
Land 1,200 000
Premises 700 000
Cash at bank 600 H00
Motor vehicle 600 D00
Tractors 500 000
Debrors 400 D00
Cash in hand 200 000
Creditors 700,000
Stock 800 000
Bank overdmait 59 400

() Calculate the:

n owners equity;
(1)  working capitul;
(I11) fixed capital,

(IV)  circulating capital;

(1)  Using working capital us calculated in (II) above, explain the liquidity position

of the firm.
(8 marks)
(b)  Examine four ways through which a company can meet its corporate social
responsibility. (8 marks)
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