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     TIME: 2 HOURS
GENERAL INSTRUCTIONS:
i. Students are NOT permitted to write on the examination paper during reading time.
ii. This is a closed book examination. Text book/Reference books/notes are not permitted.

SPECIAL INSTRUCTIONS 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s) 
4. PLEASE start the answer to EACH question on a NEW PAGE.
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
6. Write on both sides of each leaf and indicate number of each question at the top of each page.

7. Write the answers in a paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question. 
9. All rough work must be done on the answer booklet and crossed through!

10. Use supplementary pages only when you have exhausted those in this book.

11. Fasten the supplementary pages to the inside back cover of this booklet

QUESTION ONE (Compulsory) 
a) Distinguish between simple regression and multiple regression analysis            (4 Marks)

b) Describe spearman’s rank correlation 




       (4 Marks)

c) Discuss coefficient of variation as a superior method for checking the variability of a set of data 









       (4 Marks)

d) Citing relevant examples, differentiate between qualitative data and quantitative data 


  







       (8 Marks)

e) Consider the following information for the production department of the ABC Ltd.

	Machine hours 
	Production cost (‘000) 
	
	

	  90
	1,500
	
	

	150
	2,100
	
	

	  60
	1,200
	
	

	  30
	   900
	
	

	180
	2,400
	
	

	150
	2,100
	
	

	120
	1,800
	
	

	180
	2,400
	
	

	  90
	1,500
	
	

	  30
	   900
	
	

	120
	1,800
	
	

	160
	1,200
	
	


Required: 
Assuming Simple linear regression (machine hours having a direct effect on production cost), develop a cost function (Y= a + bX) and make an interpretation of the regression function using the Least-Square method (by Elimination or Substitution) 


                    ∑y = na + b∑x
                  ∑xy = ∑xa + b∑x²
              








                 (10 Marks)

QUESTION TWO
a) Describe margin of safety in view of Cost-Volume-Profit analysis       
       (4 Marks)
b) A Commercial bank has invested heavily in marketing expenses (X) to improve on its interest income (Y). The bank provides you with the following data (for the last ten months) in its effort to determine if indeed the marketing effort is paying off. 
All figures below are in millions of Kenya shillings

n

Marketing Expenses   Interest Income   
1.

62



50
2.

72



65

3.

78



63

4.

58



50

5.

65



54

6.

70



60

7.

66



61

8.

63



55

9.

60



54

10. 

72



65

Required:

i. Compute the Pearson’s Correlation (r) using the formula provided below and advise the company as to whether its marketing effort is good enough
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                                                          (10 Marks)
ii. Interpret the Correlation output computed above in terms of the nature and strength of the relationship/association between the two sets of data


       (3 Marks) 
iii. Interpret a Coefficient of Determination (R-square) of 0.65 in view of the data provided above 







                   (3 Marks)
QUESTION THREE
a) You have been appointed the Finance Manager of a leading exporter of flowers to Ireland. It immediately comes to your attention that the Company is evaluating the 3 year Capital investment project whose details are captured below:
	Initial outlay/investment

	sh. 5,500,000

	Annual incremental income from the project

	sh. 4,200,000

	Annual incremental operating costs incurred on the project  
	sh. 1,200,000

	Taxation rate applicable to incremental income



	30%



	Terminal value
	sh. 300,000

	Minimum required rate of return on the project/cost of capital
	10%













Required:

i. Evaluate the relevant cash flows and determine the viability of the project using Net Present Value (NPV) and advise the company accordingly 
     (12 Marks)

ii. Compute the Profitability Index (PI) and advise accordingly 
       (2 Marks)
b) Evidence indicates that firm financing (via various debt and equity options) affects the Profitability of 13 Commercial Banks listed at a Securities Exchange. Assuming panel regression analysis, the model below is developed using panel data over a 7 year period :
Y1it = β0+ 2.50LTDit + 1.60STDit + 3.30IEit + 4.50IEit
Where: 

           Y1it– Profitability (Net Profit Margin) of firm i at time t
β0
– Intercept

β1-β4
– Coefficients

Long term debt (LTD) it
-Long Term Debt Finance of firm i at time t

Short term debt (STD) it
-Short Term Debt Finance of firm i at time t

Internal equity (IE) it
            -Internal Equity Finance of firm i at time t

External equity (EE) it
-           -External Equity Finance of firm i at time t

Ɛ
                                   – Error term

Required: Interpret the regression function and advise the firm accordingly                 (6 Marks)

QUESTION FOUR
a) Minksome Limited is doing a project of exporting 3 brands of flowers to a Company in Dublin, Ireland. The production manager has come up with the following projections for the coming year. Invoicing is done in Kenya shillings to mitigate exchange rate risk.

          Brand A       Brand B
        Brand C

Unit selling price                   sh.  150

190

200

Unit Variable cost                 sh.     90

110

140

Number of units produced
  16,000
12,000

12,000

The projected total costs are estimated to be sh. 7,000,000 (the variable costs are thought to be 40% of this amount).

Required: 
i. Describe three assumptions of Cost-Volume-Profit (CVP) analysis

       (6 Marks)
ii. Compute the firm’s break-even point (in units and in value) for each of the 3 products








      

       (8 Marks)
b) Explain the following terminology:

i. Time series data







       (2 Marks)
ii. Standard deviation







       (2 Marks)
iii. Panel data








       (2 Marks)
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