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INSTRUCTIONS TO CANDIDATES

Answer Question One in Section A and Any other TWO (2) Questions in Section B




SECTION A

QUESTION ONE COMPULSORY (30 MARKS)

a)

b)

d)

“In this global world economy with numerous financial challenges, organizations that
won’t embrace Strategic Financial Management have a blink future. “In reference to this
statement justify why Strategic financial Management is the way to go for organizations’
(4 Marks)

Control of a firm is a matter of great concern to stock holders bricfly explain the effect of
various financing option on control(4Marks)

You are the CEO of Bondeni investment company ltd, at the cnd of last year the company
made a net income of 70 million. The company has fixed asscts amounting to ksh.200
million and Current assets amounting to 120 million. The board has proposcd retention of
50 million from net income for internal growth. As the CIXO © [ the company advice the
board on the maximum internal growth rate for the company.( TMarks)

Recent study by the County government has shown that 80 percent of new businesses fail
before their third year in business. As a final year, Finance student advice the County on
possible causes of Business failure and remedies(5Marks)

Kim is contemplating purchasing of a 3ycar bond worth 40,000 carrying a nominal
coupon rate of interest 10%.Kim required rate of return is 6%. What should he be willing
to pay now to purchase the bond if it matures at par value(6 Marks)

f) Capital rationing is the strategy of picking up most profitablc project to invest the
available funds. Discuss the two types of capital rationing and give two reasons for each
type (4Marks)

SECTION B
QUESTION TWO

The following extract was extracted from Xyz 1td books at 315 December 2022

Net fixed asset 300
Current assets 100
Total 400
Financed by:

Ordinary shares capital 100

Retained Earnings 70

10% Debentures 150

Trade creditors 50
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a) Using ALTMAN formula of bankruptcy, calculate the Z score and comment on the
company’s financial distress (12Marks)
b) Discuss the advantages of debt financing to a firm(8Marks)

QUESTION FOUR

You been provided with the balance sheet of Joy Itd as at 31 December 2022 below. The
company has received a large order and is considering use of bank loan which will increase its
borrowing. As a result of the order it has decided to forecast its cash requirements for January,
February and March. The company usually collects 20% of its sales in the month of sales,70% in
the subsequent month following the month of sales and 10% in the second month after sales.

JOY LTD BALANCE SHEET AS AT 315T DECEMBER 2022

Detail shs (000) Sh(oot)
Accounts payable 360 Cash 50
Bank loan 400 Accounts Receivable 530
Accruals 212 Inventories 545
Long-term debts 450 Net Fixed Assets 1,836
Common stock 100 o
Retained Earnings 1439 -
Total 2,961 2961

Purchases of materials for production are made in the month prior the sale amounts to 60% of
sale in the subsequent month. Payments for these purchases occur in the month after purchases.
Labor cost including overtime are expected to be shs.150, 000 in January, Shs 200,000 in

February and Shs.160, 000 in March. Joys administrative: taxes and other cash expenses are
expected to be shs.100,000 per month throughout the three month. ctual sales in November and
December and projected sales for January to April are as follows:

Month shs.000

Nov 500

Dec 600

Jan 600

Feb 1,000

March 650

April 750

Required

a) Cash budget for January, February and March 2022(11 Marks)
b) Determine the amount of additional bank borrowing necessary (o maintain a cash balance

of 50,000(3 Marks)

c) Explain conditions under which bank loan is ideal for financing investments(6Marks)
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QUESTION FIVE

a)

b)

Strategic financial analysis helps in effective financial management. Discuss the
statement in line with the scope of strategic financial management (6 Marks)

Bondeni Company had ordinary share capital amounting to 100 million and retained
earning brought forward from the previous year of ksh.50Million, calculate the
sustainable growth rate of the company and comment on company’s cxpansion (6Marks)
Describe four factors to consider before a decision to repurchasc shares is made(4Marks)
Describe some reasons behind the treatment of dividends as a residual(4Marks)



