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QUESTION ONE

a) Shareholders want managers to maximize market value and profit maximization becomes a challenge. Explain three reasons for this statement. 






(6 MARKS)
b) Discuss three advantages and three disadvantages of bonus shares to shareholders as used as a form of dividends. 
(6 MARKS)
c) i) Annex Ltd and Brown Ltd are identical companies except Brown ltd has sh600,000 outstanding debt.  The cost of the debt is 5% and if the traditional theory is correct, Brown Ltd will have a high cost of equity to offset the risk of holding debt. The cost of equity in Annex Ltd is 15% and in Brown Ltd is 16.5%. What will be the market value of this two companies and the return to investors assuming that they each have sh 200,000 EBIT. 

ii) In reference to C(i), suppose Mr. Ngetich who owns 10% in Brown Ltd now moves to Annex Ltd for a better return. What would be his net worth in Brown Ltd and in Annex Ltd. 










(13 MARKS)

QUESTION TWO

Sotet Limited is evaluating whether to replace an old printing machine with a new one. The following information relates to the two machines;

	
	Original cost
	Estimated life
	Salvage value
	Depreciation method
	Book value

	Old printing machine
	sh1,825,000
	10 years
	sh105,000
	Straight line
	Sh450,000

	New printing machine
	sh3,100,000
	5 years
	Sh180,000
	Straight line
	Sh450,000


The company estimates that in replacement, the savings in production will be sh. 200,000 per year if the replacement takes place. The company investors’ demand at the moment 12% and the corporation tax rate is 30%. Using the discounted and non-discounted methods advice this company.  (15 MARKS)

QUESTION THREE

a) Discuss any three relevant dividend theories citing examples and establish three dividend policies options available to Safaricom Limited. 










(9 MARKS)
b) Discuss six common elements of a long term financial planning model. 










(6 MARKS)
QUESTION FOUR

a) The following relates to the books of Maasai Mara Bomet Corporation. 

Details


2014



2015





‘000



‘000

Sales



58,000


63,000

Purchases


20,000


28,000

Opening stock

13,000


14,000

Closing stock

14,000


18,000

Discount allowed

4,000



5,000

Discount received

2000



2,300

Other expenses

300



200

Salaries


1000



1000

Dividends


800



500

Accounts payable

2600



3400

Furniture


4500



3400

Motor vehicle

2600



2400

Buildings


50000


53000

Depreciation

700



800

Accounts receivable
3300



3800

Bank



2000



4300

Interest


290



286

Long term debt

8600



10000

Required:

a) Prepare an income statement and balance sheet for the year ended 2015.

b) Calculate the cash flow from assets, cash flow to creditors and cash flow to stockholders. 




(15 MARKS)
QUESTION FIVE

a) Debate or argue the relationship between financial accounting information based measures versus market based measures in the recent market.






 (10 MARKS).
b) Summarize the Modigliani and Miller irrelevance results. (5 MARKS).
__________________________________________END__________________________________________
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