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Question 1
a) Explain the major responsibilities of a financial manager. [5 marks]
b) State any 5 objectives or goals of a firm. [5 marks’j
C) Explain any four sources of finance that a limited company may consider., q
[8 marks]
d) Distinguish between primary and secondary capital markets. [4 marks]
e) Explain the principal-agent relationship in a corporation. [3 marks]

Question 2

a) Who reads the annual reports for corporations or public limited companies
and why? . [15 marks]
b) Define working capital. ' [2 marks]

¢) A company has a net working capntal of $70 000, non-current assets of $50

000, and equity equal to $80 000. What are  the non-current Ilabllltles?

Show all workings and formula ¢ [5 marks]

d) what are the 3 sources of cash flow in a business [3 marks]
Question 3

a) What are financial ratios and why are they calculated? [2 marks]

The following are financial statements for Rungano plc. Ltd for 2020

Income statement for Rungano public limited co for period ended 2020
$ million
Revenue 18,000
Cost of revenue (cost of goods sold) 6,000
Gross profit 12,000
7 Operating expenses —5.600
Operating profit v ; 5,400
Tnterast avnancna
Profit before tax : _ 3,600
Taxation ot )
Profit for the vear(=net income) 3420
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Statement of financial position for Rungano public limited co as at 31 December 2020 ( figures in $
million

Cash and short term investments 1,100 Trade payables 3,000

Other current liabilities 1,000
Accounts receivable 2,500

Total current liabilities 4,000
Inventories 6,600

Long term borrowings and bonds 12,000
Other current assets 1,200 Total non- current liabilities (debt) 12,000
Total current assets 11,400 Total liabilities 16,000
Land : Share capital ( $1 per share) 2,000
10,000 Retained earnings 16,000
Plant and machinery 12,600 Total equity 18,000
Total non-current assets 22,600

Total liabilities and equity 34,000
Total assets 34.000

v

b) Using the information in the financial statements above, you are required to
calculate and interpret the following ratios

i. Debt-to-equity ratio

ii. Equity multiplier

iii. Interest cover ratio/times interest earned ratio

iv. Cash coverage

v. Inventory turnover

vi. Total asset turnover

vii. Profit margin

viii.Return on assets

i Return on equity

[20 marks]
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Question 4

a) What can financial planning accomplish in a business?
b) Explain the following terms in financial planning

i Internal growth rate (IGR)

ii. Sustainable growth rate (SGR)

c) Assuming assets vary with sales

[10 marks]

[3 marks]
[3 marks]

i What is the dividend pay-out ratio for Rungano Plc. Ltd in 2021 below?

[2 marks]

ii.” If sales increase by 25% over the year and assets vary with sales and the

dividend pay-out ratio remains the same, what new external fin

required?

Rungano Plc. Ltd

ancing is
[7 marks]

o

L)

Income statement 2021 - statement of financial position
2021
£ £ /£
Sales 500 Assets 500 Total 250
liabilities

Costs 434 Equity 250
including tax

Net incomeé 66 Total 500 Total 500
Dividends 27

Retained 44
\jm/ngs




QUESTION 5
Kenya public limited company has $1000 in its retained earnings.
»

a) Hint FV. = PV x (1+r)
What is the future value for the $1000, if it is invested for 3 years at a
' [2 marks]

[2 marks]

[
compound interest rate of 10% per annum?
ii. What was the interest on interest in year 37

ii. What would the interest payment have been in period 3, if simple interest
[2 marks]

had been paid?

b) What is $100 payable in two years’ time worth today at an interest rate of
[3 marks]

10%?
c) You've been saving up to buy Kenya plc Ltd. The total cost will be $10 million.
You currently have about $2.3 million. (/Aint: find t) :

i. If you can earn 5% on your money, how-long will you have to wait?
[6 marks]

ii. At 16%, how long must you wait? [5 marks]
d) You invested £10,000 five years ago and your investment is now worth

£15,000. What was the annual return (interest ) earned on your investment?
[5 marks]

END END
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FINANCIAL & MATHS TABLES AND FORMULAE-FOR CBM204

Present value table For Practice and Exam Use
Present value of 1.00 unit of currency, thatis (1 + )" where r = interest rate; n = number of periods until payment s

or receipt.
°
| Periods Interest rates (1) : ﬂ
(n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0.990 0.980 0.971 0.962 0.952 0.943 0.935 0.926 0.917 0.909
2 0.980 0.961 0.943 0.925 0.907 0.890 0.873 0.857 0.842 0.826

3 0.971 0.942 0.915 0.889 0.864 0.840 0.816 0.794 0.772 0.751
4 0.961 0.924 0.888 0.855 0.823 0.792 0.763 0.735 0.708 0.683
9 0.951 0.906 0.863 0.822 0.784 0.747 0.713 0.681 0.650 0.621
6 0.942 0.888 0.837 0.790 0.746 0.705 0.666 0.630 0.596 0.564
i7 0.933 0.871 0.813 0.760 0.711 0.665 0.623 0.583 0.547 0.513
8 0.923 0.853 0.789 0.731 0.677 0.627 0.582 0.540 0.502 0.467

9 0.914 0.837 0.766 0.703 0.645 0.592 0.544 0.500 0.460 0.424
10 0.905 0.820 0.744 0.676 0.614 0.558 0.508 0.463 0.422 0.386
1" 0.896 0.804 0722 0.650 0.585 0.527 0.475 0.429 0.388 0.350
13 0.879 0.773 0.681 0.601 0.530 0.469 0.415 0.368 0.326 0.290
14 0.870 0.758 0.661 03577 0.505 0.442 0.388 0.340 0.299 0.263
15 0.861 0.743 0.642 0.555 0.481 0.417 0.362 0.315 0.275 0.239
16 0.853 0.728 0.623 0.534 0.458 0.394 0.339 0.292 0.252 0.218
17 0.844 0.714 0.605 0.513 0.436 0.371 0.317 0.270 0.231 0.198
18 0.836 0.700 0.587 0.494 0.416 0.350 0.296 0.250 0.212 0.180
19 0.828 0.686 0.570 0.475 0.396 0.331 0.277 0.232 0.194 0.164
220 0.820 - 0.673 - 0.554 0.456 0.377 0.312 0.258 0.215 0.178 0.149
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Cumulative present value of 1.00 unit of currency per annum

Receivable or Payable at the end of each year for n years [

()" }

Periods Interest rates (r)

(n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%

1 0.990 0.980 0.971 0.962 0.952 0.943 0.935 0.926 0.917 0.909

2 1.970 1.942 1.913 1.886 1.859 1.833 1.808 1:7838 1.759 1.736

3 2.941 2.884 2.829 29105 223 2.673 2.624 257 2.531 2.487

4 3.902 3.808 3.7 3.630 3.546 3.465 3.387 3.312 3.240 3.170

5 4.853 4.713 4.580 4.452 4.329 4.212 4.100 3.993 3.890 3.791

6 5.795 5.601 5.417 5.242 5.076 4.917 4.767 4.623 4.486 4.355

% 6.728 6.472 6.230 6.002 5.786 5.582 5.389 5.206 5.033 4.868

8 7.652 7.325 7.020 6.733 6.463 6.210 5.971 5.747 5:535 5:335

9 8.566 8.162 7.786 7.435 7.108 6.802 6.515 6.247 5.995 5.759
10 9.471 8.983 8.530 BEA T 22 7.360 7.024 6.710 6.418 6.145
1 10.368 9.787 9.253 8.760 8.306 7.887 7.499 7139 6.805 6.495
12 41.255 40575 9.954 9.385 8.863 8.384 7.943 7.536 7.161 6.814
13 12:134 ~11.348  10.635 9.986 9.394 8.853 8.358 7.904 7.487 7.103
14 13.004 12.106 11.296 10.563 9.899 9.295 8.745 8.244 7.786 7.367
15 13.865 12.849 11.938 11.118 10.380 9.712 9.108 8.559 8.061 7.606
16 Wai718 “e13.578 . 12561 . 11.652 +10.838 . 10.406 9.447 8.851 8:313 7.824
17/ 15.562 14.292 13.166 12.166 11.274 10.477 9.763 95122 8.544 8.022
18 16.398 14.992 13.754 12.659 11.690 10.828 10.059 9.372 8.756 8.201
19 17.226 15679 14.324 13.134 12085 11.158 10.336 9.604 8.950 8.365
20 18.046 16.351 14.878 13.590 12.462 11.470 10.594 9.818 9.129 8.514

( Periods Interest rates ()

(n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%

1 0.901 0.893 0.885 0.877 0.870 0.862 0.855 0.847 0.840 0.833

2 173 1.690 1.668 1.647 1.626 1.605 1.585 1.566 1.547 1.528

3 2.444 2.402 2.361 2822 2.283 2.246 2.210 2174 = 2140 2.106

4 302 3.037 2.974 2.914 2.855 2.798 2.743 2.690 2.639 2.589

5 3.696 3.605 357 3.433 3:352 3.274 3.199 327 3.058 2.991

6 4.231 411 3.998 3.889 3.784 3.685 3.589 3.498 3.410 3.326

7 4.712 4.564 4.423 4.288 4.160 4.039 3.922 3.812 3.706 3.605

8 5.146 4.968 4.799 4.639 4.487 4.344 4.207 4.078 3.954 35837

9 53537 5.328 5.432 4.946 4.772 4.607 4.451 4.303 4.163 4.031
10 5.889 5.650 5.426 5.216 5.019 4.833 4.659 4.494 4.339 4.192
1 6.207 5.938 5.687 5453 5.234 5.029 4.836 4.656 4.486 4.327
12 6.492 6.194 5.918 5.660 5.421 5597 4.988 7.793 4.611 4.439
4 6.750 6.424 6.122 5.842 5.583 5.342 5.118 4.910 4.715 4.533
14 6.982 6.628 6.302 6.002 5.724 5.468 5.229 5.008 4.802 4.611
15 7.191 6.811 6.462 6.142 5.847 5.575 5.324 5.092 4.876 4.675
16 7.379 6.974 6.604 6.265 5.954 5.668 5.405 5.162 4.938 4.730
17 7.549 7.120 6.729 6.373 6.047 5.749 5.475 2,222 4,990 4775
18 7.702 7.250 6.840 6.467 6.128 5.818 5.534 5.273 5.033 4.812
19 7.839 7.366 6.938 6.550 6.198 5.877 5.584 5.316 5.070 4.843
20 7.963 7.469 7.025 6.623 6.259 5.929 5.628 5.353 5.101 4.870




FORMULAE

A

Valuation models

(i)

(ii)

(i)

(iv)

Irredeemable preference shares, paying a constant annual dividend, d, in perpetuity, where Py is the ex-div value:

k
pref
Ordinary (equity) shares, paying a constant annual dividend, d, in perpetuity, where Py is the ex-div value:

Po=—=
k

e

Ordinary (equity) shares, paying an annual dividend, d, growing in perpetuity at a constant rate, g, where Po is the
ex-div value:

d d.[1+
Po= —— or Po=—°—[——i]-

ki=g K.=g
Irredeemable bonds, paying annual after-tax interest, i [1 — f], in perpetuity, where P is the ex-interest value:

PO:_{.[1_—_t1

kdnet

i
or, without tax: Po= —

(v)

(viii)

kg
Total value of the geared entity, V, (based on MM):
Vg=V,+TB
Future value of S, of a sum X, invested for n periods, compounded at r% interest:
S=o o
Present value of 1-00 payable or receivable in n years, discounted at r% per annum:

1
PV=

M+

Present value of an annuity of 1-00 per annum, receivable or payable for n years, commencing in one year,
discounted at r% per annum:

1 1
BV e
(7 [1+r]

-~

Present value of 1-00 per annum, payable or receivable in perpetuity, commencing in one year, discounted at r%
per annum:

1
pV=—
I

Present value of 1-00 per annum, receivable or payable, commencing in one year, growing in perpetuity at a
constant rate of g% per annum, discounted at r% per annum:

1
PV =

=4

a8



Cost of capital
(i) ~ Costof iredeemable preference shares, paying an annual dividend, d, in perpetuity, and having a current ex-div
price Pq:
kpref S ”
0
(i) Cost of irredeemable bonds, paying annual net interest, i [1 — t], and having a current ex-interest price Po:

if1-1]

kdnet =
0

(iii) Cost of ordinary (equity) shares, paying an annual dividend, d, in perpetuity, and having a current ex-div price Po:

oo L

P

0

(iv) Cost of ordinary (equity) shares, having a current ex-div price, Po, having just paid a dividend, d,, with the
» dividend growing in perpetuity by a constant g% per annum:

d d 1+
ke=._'+gor ke:_i[_g]Jrg
PO PO
(v) Cost of ordinary (equity) shares, using the CAPM:
ke = R + [Rm — ReAB
(vi) Cost of ordinary (equity) share capital in a geared entity :
Vo=
keg = keu + [keu = kd] RV
E: E
(vii) Weighted average cost of capital, ko or WACC
'
v %4
WACC = ke | —E— | + ky[1-1] st
VES SR,

(viii)  Adjusted cost of capital (MM formula):

Koeo= Koy 1 — 1L} OF r*=r1-T1]

(ix) Ungear B:

“

G L
Vst Vo= Vo VAT ]
(x) Regear 8:
Vo=t

Bgz P~"u +[Bu"'r3d] VE

(xi) Adjusted discount rate to use in international capital budgeting (International Fisher effect)

1 + annual discount rate B$  Future spot rate A$/B$ in412 months' time
* =
1 + annual discount rate A$ Spot rate A$/BS
where A%/BS is the niimbear of BS to asch AS

>



