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OUESTION ONE

a) Explain what is entailed in financial management,

(Smarks}

b) Contrast the traditional role of a finance manager and the modern role of a

finance manager.

(10marks)

c) Show that the net present value of an investment proposal is given by;

NPV =Z“i.;PvIF[_kA; (] ﬂmﬂrkfi)
STION TWO
a} Discuss the agency conflict in the perspective of organizational financial
matiagement, (Smarks)

b) For a business firm show that earnings per share figures are a linear

function of easnings before interest and taxes.

QUESTION THREEL

{1 Omarks)

a) Hxplain why capital budgeting decisions of a firm are considered significant
in the life of the firm.

by A company is considering the following investment projects;

Project

COwE

Cashflow {sh)
g Cy
10,0600 +10.000
30,000 +17.000
~10,000 +12,(80
10,00 +10,000

£z

+7,500 1
+4,000
+3,000

{Smarks)

T3

+12,80¢
+13,000



Required:
Rank the projects according ta the NPV method. {10marks}

QUESTION FOUR
a) Explain the basic motivation of capital rating.

(5marks)

b) A firmn has the following five indivisible projects. There is a limit of capital
for this period of shs.150,000.

Project Qutlay (sh) NPV(sh)

A 80,000 - 15,000

B 56,000 15,0600

€ 60,000 25,000

D 50,000 23,000

E 30,060 8,000
Required:

Which project should be selected? (10marks)

OQUESTION FIVE

a) Explain the following terms associated with investment figance:
L) Capital structure of a firm {2marks)

ii}  Financial market. {2marks}
iii} Capital market. (2marks}
(Zmarks})

iv)  Money market.

b} Ofivia projects is considering two naturally exclusive projects with different
lives, The cost of the projects are given below:



Project
X
b

Cashflow(shs.0000)
Ty 1 Ca Cy
156 30 30 30

75 40 40

The discount rate is 10% .

Required;

Which project should be selected and why?

(7maxks)



