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UNIVERSITY EXAMINATION, END OF SEMESTER EXAMS 2015/2016
BBM 224: BUSINESS FINANCE
INSTRUCTION: ANSWER QUESTION ONE AND ANY OTHER THREE QUESTIONS

QUESTION ONE
i)  The following is a capital structure of a manufacturing firm located at the industrial area
Mombasa:
Sources of finance Amount proportion %
Equity share capital 450,000 45
Retained share capital 150,000 15
Preference share capital 100,000 ' 10
Debt 300,000 30
1,000,000 100
The firm’s expected after-tax compensation costs of the various sources of finance are as follows:
Source % costs
Equity capital 18%
Retained earnings 18%
Preference capital 11%
Debt 8%
Required:-
Compute the weighted average cost of capital (10mks)

ii)  Assuming the company raises an additional debt capital of sh. 500,000 at 15%, this would result
in an increase of the expected dividend per share to sh.2 and the growth rate to 10% for ever.
The price per share will also change to be sh.8. Show the new weighted average cost. Use a tax
rate of 30%. (15mks)
(Total: 25marks)
QUESTION TWO
A milling company is preparing an investment proposal to install a new milling control at a cost of Kshs
50,000. The facility has a life expecting of 5 years and no salvage value. The tax rate is 30 %. Assume
the firm uses a straight-line depreciation and the same is allowed for the tax purposes. The estimated
cash flow before depreciation and tax from investment proposed are:

Year cash flow before tax

1 Ksh 10, 000

2 Ksh 10, 692

3 Ksh 12,769

4 Ksh 13,462

5 Ksh 20,385

Compute the following

i. Payback period (2mks)
ii. Accounting rate of return (5mks)
iii. Internal rate of return (8mks)
iv. Net present value at 10% discount rate (8mks)
v. Profitability index at 10% discount rate (2mks)

(Total: 25marks)

QUESTION THREE
a) Expound in relation to the working capital cycle, what you would deem as key advantages of
managing working capital in a small and medium-sized enterprises (SMEs) (10 marks)



b) Explain, using examples in each case, the benefits that will be derived by a country when it
integrates its financial markets with the rest of the world (10 marks)
c¢) Although profit maximization has long been considered as the main goal of a firm, shareholder
wealth maximization is gaining acceptance as the key goal of a firm. Distinguish between the goals
of profit maximization and shareholder wealth maximization (5 marks)
(Total: 25marks)
QUESTION FOUR
i)  Outline the reasons as to why ordinary share capital is attractive despite being risky. [5 mks]
ii) Moi University has had a perennial student accommodation problem. You’re requested to offer
advice as a financial specialist on how the university can raise funds/capital to solve this
problem. In clear terms, including suitability, time horizons, costs and acceptability, explain

various sources of finance/capital you would recommend. (20 mks)
(Total: 25marks)

QUESTION FIVE
a) Write short notes on the following
i.  Financial risk and Operating risk. (5marks)
ii.  Capital structure and Financial structure (Smarks)
iii.  Primary Markets and Secondary Markets (5 marks)
b) State and explain theories that explain why firms pay dividends (10 marks)

(Total: 2Smarks)
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Present Value of 1 Received at the End'of n Periods:
PVIF =1/1+ry=(1+i)"

Period

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

12%

14%

15%

16%

18%

20%

24%

28%

32%

36%

bW N -

25
30
40
S0
60

9901
.9803
9708
9610
9515

8420
9327
.9235
9143
9053

8963
8874
8787
.B700
8613

.8528
.B444
83860
8277
8195

7798
1418
6717
.6080
.5504

.8804
.8612
.8423
.8238
8057

.8880
8706
8535
8368
8203

8043
.7885
7730
7579
7430

.7284
7142
.7002
.6864
8730

6095
.5521
4529
3715
3048

8709
8426
9151
.8885
.B626

.B375
8131
7884
.7664
7441

7224
7014
6810
6611
6419

6232
.6050
.5874
5703
5537

4776
4120
3066
2281
1697

9615
.9246
8830
.B548
8218

.7903
.7589
7307
.7026
8756

.6496
6246
.6006
5775
.5553

.5339
5134
4936
4746
4564

3751
3083
2083
1407
0951

.9524
8070

8638

8227
.7835

7462
.T107
6768

8434
8900
8396
7921
7473

.7050
.6651
6274
5919
.5584

5268
4970
4688
4173

3936
S aT4

3305
3118

9346
8734
8163
7629
7430

6663
6227
5820
5439
.5083

AT51
4440
4150
.3878
.3624

3387
3166
2959
.2765
.2584

2330 ".1842

AT4H
.0972
.0543
.0303

1314
.0668

9259
8573
7938
.7350
.6806

8302
.5835
.5403
.5002
4632

.4289
23971
3877
.3405
3152

2919
.2703
.2502
2317
2145

1460
0994

0338 L0213

0173

.0099

8174
8417
T722
.T084
6499

.5963
5470
5019
A604
4224

.3875
.3555
3252
.2992
2745

2519
L2311
2120
1945
1784

4160
-0754
0318
0134
.0057

9081
82684
7513
6830
.6209

5645
5132
4665
4241
.3855

.3505
©.3186 ¢
.2897
.2633
.2384

2176 .
4978°
4798
.1635
1486

.0923
.0573
0221
.0085
.0033

8929
7972
.7118
8355
5674

.5066
4523
4039
.3606
.3220

.2875
.2567
.2292

.2046°

.1827

1631
1456
.1300
1161
41037

0588
0334
0107
0035
.0011

8772
.7685
6750
5921
5194

4556
.3996
.3506
.3075
.2697

2366
2076
1821
Ase7
1401

1229
1078
.0946
.0829
.0728

.0378
.0196
.0053
.0014

.8696
7561
8575
5718
4972

4323
3759
.3269
.2843
2472

.2149
1869
1625
1413
1229

‘1069
.0929
.0808
0703
0611

.0304
0151
.0037
.0009
.0002

.8621
7432

5523
AT61

4104
3538
.3050
.2630
2267

1954
1685
1452
1252
1079

0930
.080%

0596
.0514

.0245
0116
.0026
.0006
-.0001

.B475
.T182

5158
4371

3704
3138
.2660
.2255
4911

1619
1372
1163
.0985
0835

.0708
.0600
.0508
.0431
.0365

0160
.0070
0013

.B333
6944
.5787

4018

.3349
2791
.2326
1938
1615

1346
22
.0935
0778
.06849

0541
0451
0376
0313
0261

0105

.0007
0001

8065
6504
5245
4230
3411

2751
.2218
789
1443
1164

.0938
0757
0610
.0492
.0397

.0320
.0258
.0208
.0168
0135

7813
6104
4768
3725
2910

2274
4778
1388
.1084
0847

0662
0517
0404
0316
0247

0193
0150
0118
0092

0072

0021
.0006
.0001

7576
5739
4348
3294
.2495

.1890
1432
1085
.0822
.0623

.0472
©.0357
0271
.0205
.0155

.0118
0088
.0068
.0051
.0038

.0010
.0002

7353
5407
3975
2923
2149

.1580
1162
0854
.0628
0462

0340
0250
0184
0135
0099

0073
10054
.0039
.0028
.0021

.0005
0001

S Thé factor is zero to four decimal places

Present Value of an Annuity of

PVIF

rt

n

s

1

j o T
(l+ry

=1 (1+r1).

r

I Per Period forn E;eriods:

Number of
payments

1%

2%

3%

4%

5%

6%

1%

9%

10%

12%

14%

15%

16%

18%

20%

24%

28%

“32%

L

25
30
40

60

0.9901
1.9704
2.8410
3.9020
4.8534

5.7955
6.7282
7.6517
8.5660
9.4713

10.3676
11.2551
12.1337
13.0037
13.8651

14.7179
15.5623
16.3983
17.2260
18.0456

' 22,0232

25.8077
32.8347
39.1961
44,8550

0.9804
1.9418
2.8839
3.8077
4.7135

5.6014
6.4720
7.3255
B.1622
B.9826

9.7868
10.5753
11.3484
12.1062
12.8493

13.5777
14.2919
14.9920
15.6785
16.3514

19.5235
22,3965
27.3555
31.4236
34,7609

0.9709
1.8135
2.8286
37171
4.5797

5.4172
6.2303
7.0197
7.7861
8.5302

9.2526
9.9540
10.6350
11.2961
11.9379

12,5611
13.1661
13.7535
14.3238
14.8775

17.4131
19.6004
23.1148
25.7298
27.6756

0.9615
1.8861
2.7751
3.6299
4.4518

5.2421
6.0021
6.7327
7.4353
8.1109

8.7605
9.3851
9.9856
10.5631
11.1184

11,6523
121657
126593
131339
13,5903

15.6221
17.2920
19.7928
21.4822
226235

0.9524
1.8594
27232 -
3.5460
4.3295

5.0757
5.7864
6.4632
7.1078
T.7217

8.3064
B8.8633
9.3936
- 9.8986
10.3797

10.8378
11.2741
11.6896
12.0853
12.4622

14.0939
15.3725
17.1591
18.2559
18.9293

0.9434
1.8334
2.6730
3.4651

.4.2124

49173
5.5824
6.2098
6.8017
7.3601

7.8869
8.3838
8.8527
9.2950
97122

10.1059
104773
10.8276
11.1581
11.4699

12.7834
13.7648
15.0463
15.7619
16.1614

0.9346
1.8080
2.6243
3.3872
4.1002

4.7665
5.3893
5.9713
6.5152
7.0236

7.4987
7.8427
8.3577
B.7455
9.1079

9.4466
9.7632
10.0591
10.3356
10.5940

11.6536
12.4090
133317
13.8007
14.0392

0.9259
1.7833
25774
3.3121

3.9927

4.6229
5.2064
5.7466
6.2469
6.7101

7.1380
7.5361
7.9038
8.2442

- 8.5595

8.8514

9.1216
9,3719
9,6036
9.8181

10.6748
11.2578
11.9246
12,2335
12,3766

0.9174

1.7594
2.5313
3.2397
3.8897

4.4859
5.0330
5.5348
5.9952
6.4177

6.8052
7.1607
7.4869
7.7862
8.0607

8.3126
8.5438
8.7556
8.9501
9.1285

9.8226
10.2737
10.7574
10.9617
11.0480

0.9091
1.7355
24869
3.1699
3.7908

4,3553
4.8684
5.3349
5.75%0
6.144¢6

6.4951
6.8137
7.1034
7.3667
7.6061

7.8237
8.0216
8.2014
8.3648
8.5136

9.0770
9.4269
9.7791
9.9148
9.9672

0.8928
'1.6901
2.4018
3.0373
3.6048

41114
4.5638
4.9676
5.3282
5.6502

5.9377
6.1944
6.4235
6.6282
6.8108

6.9740
7.1198
7.2497
7.3658
7.4694

7.8431
8.0552
8.2438
8.3045
8.3240

0.8772
1.6467
23218
2.9137
3.4331

3.8887
4.2883
4.6389
4,9464
5.2161

5.4527
5.6603
5.8424
6.0021
6.1422

6.2651
6.3729
6.4674
6.5504
6.6231

6.8729
7.0027
7.1050
74327
7.1401

0.8696
1.6257
22832
2.8550
3.3522

3.7845
4.1604
4.4873
4.7716
5.0188

5.2337
5.4208
5.5831
5.7245
5.8474

5.9542
6.0472
6.1280
6.1982
6.2593

6.4641
6.5660
6.6418
6.6605
6.6651

0.8621
1.6052
2.2459
2.7982
3.2743

3.6847
4.0386
4.3436
4.6085
4.8332

5.0286
5.1971
5.3423
5.4675
5.5755

5.6685
5.7487
5.8178
5.8775
5.9288

6.0971
6.1772
6.2335
6.2463
6.2402

0.8475
1.5656
214743
2.6901
3.1272

3.4976
3.8115
4.0776
4.3030
4.4%41

4.6560
4.7932
4.9095
5.0081
5.0916

5.1624
5.2223
5.2732
5.31862
5.3527

5.4669
5.5168
5.5482
§.5541
5.8553

0.8333
1.5278
21065
2.5887
2.9906

3.3255
3.6046
3.8372
4,0310
4.1925

4.3271
4.4392
4.5327
4.6106
4.6755

4.7296
4.7746
4.8122
4.8435
4.8696

4.9476
4.9789
4,9966
4.9995
4.9999

0.8065
1.4568
1.8813
2.4043
2.7454

3.0205
3.2423
3.4212
3.5655
3.6819

3.7757
3.8514
3.9124
3.89616
4.0013

4.0333
4.0591
4.0798
4.0967
4.1103

0.7813 0.7576
13916 1.3315
1.8684 1.7663
2.2410 2.0957
25320 2.3452

2.7594 25342
2.9370 267
3.0758 274
3.1842 2.8681
3.2689 ' 2.9304

3.3351 29776
3.3868 3.0133
3.4272 3.0404
3.4587 3.0608
3.4834 3.0764

3.5026 3.0882
3.5177 3.0971
3,5284 3.1038
3.5386 3.1090
3.5458 3.1129

3.5640 3.1220
3.5683 3.1242
3.5712 3.1250

3.5714 3.1250

3.5714 3.1250



