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BBM 206: PRINCIPLES OF FINANCE
UNIVERSITY EXAMINATION 2013/2014 ACADEMIC YEAR

Instructions to Candidates: Answer Question ONE any Other THREE Questions
QUESTION ONE

a). (i) State and explain FOUR key functions performed by the central bank of your country

(8mrks)

(ii) Disfinguish between capital market and money market, highlighting securitiestraded in
each market (6mrks)

b). (i) Discuss factors that should be considered in choosing an appropriate source of capital

(6mrks)

(ii) Jasho Company Limited has the following balance sheet relating to the year ended 31%
December 2013.

Assets shs
Net fixed Assets 1,300,000
Goodwill 400,000
Current Assets 500,000
2.200.000
Equity and Liabilities
Equity 900,000
Preference share capital 250,000
Long term debt 500,000
Current liabilities 550,000
2,200,000

Additional information: Equity is derived as follows;

¢ Ordinary share capital 60,000 shares sh 10 each
¢ Retained earnings sh 300,000

Required: Calculate the price of an ordinary share using the net asset basis approach (6mrks)



| c). i) At the beginning of the year 2009, Moses Muli deposited sh 2 million in an investment
account which earned an interest at 15% per annum. At the beginning of each subsequent year
Moses Muli deposited a further sh Imillion in the same account.

a). Calculate the amount of money in the investment account by the end of year 2013 (3mrks)
b). Calculate the percentage interest earned over the investment period (3mrks)
ii). Discuss the limitations of using ratio analysis as a tool of measuring financial performance
(8mrks)
(Total: 40mrks)
QUESTION TWO

(a) 1. State and explain both financial and non-financial objectives of any business entity
(8mrks)
i1) Discuss the extent to which the following are considered sources of finance
e Factoring
e Sale and lease back

e Provisions (6mrks)
(b) Distinguish between private and public limited companies (6mrks)
QUESTION THREE

Millenium investment limited has 225.000 shares outstanding at a current market price of shs.
37.5 per share. The company intends to raise sh 5.625 million to finance its proposed
investments. The board of directors of the company has decided to raise this funds through rights
issue. The subscription price has been fixed at shs 18.75 per share which is below the market
price.

Required:
1). Calculate the number of rights required to buy a new share (4mrks)
i1). Calculate the theoretical price per share (4mrks)

b). John the managing director of Mali limited company intends to raise new capital through sale
of shares to finance the proposed investments. Explain to him the various methods that can be
used by a limited liability company in issuing shares (12mrks)

QUESTION FOUR

(a) State and explain FOUR factors that should be considered by a business entity in making
a choice between financing by short-term and long-term sources of finance (8mrks)

! ]



(b) Discuss the requirements that a limited liability company should fulfill for it to be listed
in the Nairobi Securities Exchange (12mrks)

QUESTION FIVE

a). State and explain factors that influence the choice of method of issuing shares  (10mrks)

b). Ethical responsibility arises not as a result of legal requirement but as a moral imperative for
companies to operate in an ethical and fair manner. Discuss the ways in which the ethical
responsibility of a company may be discharged (10mrks)

.. QUESTION SIX

Write short notes on the following terms

i Financial intermediaries and financial intermediation (4 marks)
ii.  Factoring and pledging of debtors (4 marks)
iii.  Rights issue and Bonus issue (4 marks)
iv.  Venture capital and Equity capital (4 marks)
v.  Overtrading and overcapitalization. (4 marks)



Present Value of 1 Received at the End of i P(:‘,HOdb
' PVIF, = H(1+r)"=(1+r)"

Peiiod ' % . 2% Yh A% Sh 6% TH 8% 9% % 4an o 15%  16% _ 18%  20% 8% 32% __38%
! 3901 S804 9705 9615 9524 9434 9346 9259 9174 s0gy 8929 8772 8695 .BE21 8475 8333 7813 7576 7353
2 3803 8612 3426 .3246 9070 8500 8734 8573 8417 8264 7972 .. 27961 7432 7182 6944 6504 6104 5739 5407
3 - 9706 ".9423 9151 418690 .8638 8396 B163 7938 7722 7513 7118 6575 76407 6086 5787 5245 a78e 4348 3575
4 9610 9238 88BS 6548 §227 7321 7829 T35C 7084 6830 6355 -5523 5158 4823 4230 3725 3294 2923
5 -8515 9087 8626 6219 (7835 .7A73 .T130 6806  Gaoe 6208 5674 AT61 4371 4019 . .3411 2910 2495 27149

6 3420 .BBBO 8375 7303 7462 7050 6563 6302 5963 5645 5066 4556 4323 4404 3704 3343 - 2751 2274 1830 1580
7 8327 8706 8131 7599 7107 6651 g227 S835 5470 5132 4523 33996 3739 . 3538 . 3133 2781 2218 ATI6 1432 1162
8 9235 .B535 .7BS4 7307 6768 6274 5820 5403 5013 4665 4039 3506 3265 3050 2660 2326 783 1388 1085 0854
9 5143 B36B 7864 7026 6446 5913 5439 5002 4604 4241 3606 3075 2843 2630 2255 1938 1443 1084 0822 0628
10 9053 8203 .7441 6756 6139 5584 5083 4632 4224 3855 3220 2697 2472 2267 1911 1615 1164 0847 0523 0462

« 11 8563 .BG43 7224 6436 .5847 5268 4751 4289 ,3.875 3505 . 2875

1854 1615 1346 - 0938 0662 .0472 030
12 - BBT4 7885, 7014 6246 5568 4970 .4440 3971 35855 3186 2587

1685 1372 0517 0357 0250

13 8787 7730 6810 .6006 3303 4688 4450 3677 3262 2897 2292 A62 1452 1163 0404 .0271 - 0184
- 14 -B700 _.7579 :6611. 5775 .5051 4423 ' 3878 3405 2992 2633 : 141 1252 0985 3 : .03_15 0205 .0135
- 15 8613 7430 6419 5553 4810 4173 3624 3152 2745 2334 HB27 .1 ZH1 2, 1073 0835 0643 .D.?BT -0247 0155 gQosg
16,8528, 7284..6232 .59 ASGY 3936 3367 81s 2si8 2ire iRl 1063 0530 0708 0541 0118 0073
17 8444 7142 6050 5134 4363 3714 3166 2703 2344 978 © 1456 1078 0929 0802 0600 0451 .QOES 0054
18 8360 7002 5874 4936 .44 55 .3503 2955 2507 2120 (1799 1300 ..0945 .. 0808 .C_l691 : 0508 0068 0033
19 8277 6864 5703 ' 4746 3957 .3305  .2765 .231 1 .1945 (1635 0431 ~0051 - 0029
20 08195 6730 ' 5537 4564 3769 3118 2584 2145 1784 1486 0365 - | .0039 0021
25 7798 6095 . ATT6. 3751 2953 2330 1842 1460 110 .0523' “o1sg’ 0010 0005

30 7419 5521 4120 3083 2314 741 1314 0994 0754 0573 0070 0042 .0016 0006 0002 0001

40 6717 4529 3066 2083 ° .1420 0972 0668 04_50 0318 0221  .0107 .0026 * 0013 .0007 0001
50 60B0 3715 2281 .14Q7 0872 0543 0333 0213 0134 p08sS .0035 C ._.0906 _.QGQ3 ODG1 4
60 5504 3048 - 1697 0951 .QSSS {0303 - .0173  pO99 {0057  .0033 -001% 5 .0001
° The factor is zero to four decimal places
;
5 ' ; ‘Penod for n Periods:
! Present Value ofan Annuity of | Per Period f Peric ;
:
l' -
I —
g, = (LY ;
EVIE.. =% L T
ey 1=1 (l+§.)
o _ :
sl 2% 3% 4% 5% 6% 7% 8% Th 10K 2% M 5% 6% 1B% - a0h 4% o28% 32y
1 0.9301 0.9804 09709 0.9615 098524 n9qa4 03935 (49259 0.9174 0.90%1 0.8929 .Q'B.GSG, 0.8475 Dk8333 0.8065:- 0.7813 0.7578
z 1.9704 1.5416 ‘..Si_.'::'x 1.8861  1.85%4 1.8334 1.8080 . 1.7833 1.7591 1.7355 16901 -1.6257 it 1.5656 -1.5278 14568 1.391¢ 1.3315
3 2.9410 28835 287285 2.7751 27232 26730 26243 25771 25313 24869 24013 T 2.28.}2 2.2453 - 21743 -2.1065 ~1.9813 18684 1.7663
4 3.9020 38077 37171 3.6289 3.5460 - 3.4651 3.3872 3.3121 3.2397 3.1699 30373 2.8550 - 2.7%32 2.63901 2,5'6_37 24043 22510 20857
3

33522 32743 31272 2.9906 27454 25320 33452

4.8534 47135 4.5797 44518 43295 4.2124 4.1002 3.9927 3.8asy 3.7908 3.60_48

T8 57955 56014 54172 52471 50757 49173 4.T6ES 45229 4.4B59 43553 41114 38887 3.7845 36847 34976 33255 30205 27534
7 67282 64720 62303 60021 <7862 53824 53892 52064 50330 48684 <.5638 42883 4.1604 4.0386 3.8115 3.6046 3.2423 23370 26775

8 76517 73255 7.0197 67327 6432 5.2096 53713 57466 55348 53345 4.9676 . 4.6389 44873 43436 ‘4.077¢ 38175 34212 30758 27880
8.5660  8.1622 7.7861 74353 71078 68017 65152 62465 59952 57590 53282 49464 47715 5655, 31842 28681 -

10 94713 839826 85302 8.1109 J7217 .7.3601  7.0236. 6.7101. §.4177 - 6.1446- 5.6502 5:2161% 's'a188 36819 32683 28304

' 10.3676 97868 9.2526 87605 8.3064 T.8869 74987 71390 68052 64351 59377 54527 '$2337 50286 48560 43211 37751 33351 28776
12 11.2551 10,5753 9.9540 93351 88633 8383 75427 75361 74607 68137 61944 56603 54206 51871 47932 44392 38514 33886 30123
13 121337 11.3484 106350 9.9856 9.3936 B.ps27 g as77 7.9038 7.4859 7.1034 64235 58424 55831 53423 4.9095 45327 39124 34272 30404
14 13.0037 121062 11.2961 10.5631 9.8986 9.2950 B 7455 B.2442 7.7862 7.3667 66282 60021 57245 54675 50081 46106 '3.9518 3.4587 10509
TS 13.8651 12.8493 113379 111184 103797 97122 51079 8.9595 80607 76061 68103 61422 50474 55755 50916 46755 40013 34834 307ex
16 147179 13.5777 125611 11,6523 108378 10.1059 94468 B.8514 B126 7.6237 69740 - 62651 59542 56685 51624 47296 40233 3502 10882
17 15.5623 14.2519 13.4661 121657 11.2741 104773 97629 91216 85436 BO216 7.1196 6.3729 60472 57457 5 299 47746 40581 35177
18 163983 145920 137535 12.6593 11.5896 108278 10.0591 33719 67556 82014 1.2457 64674 61280 58178 52732 48122 40799 35234
15 17.2260 15.6785 14.3238 13.1335 12.0853 11.1581 10.3356 3.6036 B.9501 B.3643 73658 65504 61382 58775 5416 48435 40967 35385

20 © 1B.0456 16.3514 148775 13.5803 124622 11.4699 10 5940 58181 51285 B5136 74654 66231 €.2593 59288 53527 48696 41103 35438

25 220232 19.5235 17.4131 15.6221 14.0839 127834 116536 10.6748 9.8226 9.0770 7.8431 6.8723 64641 6.0974 é,ases 4.9476 41474 35640 34220
30 258077 22.3365 19.6004 17.2320 153725 13.7648 124090 11.2578 10.2737 9.4269 80552 7.0027 6.5660 61772 55168 49768 41601 35653 31242
40 324347 27.3555 231148 19.7928 17.1591 15.0463 13.3317 11.9246 10.7574 97794 82438 7.1050 66418 6.2335 55482 4.9966 . 4.1659 . 3.5712 3.4250 . s ldea
50 39.1961 31.4236 25.7296 -21.4822 18.2559 137615 13.8007 12.2335 10.9617 -5.9148 83045 74327 66605 6.2463 55541 149995 41685 35714 14050
80 449550 34.7509 27.6756 22 6235 18.9293 161614 140392 12 178 110480 99672 ©3240 7.1401 6665+ B.2402 * 55553 45999 41867 35714 3.1250




