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TIME: 2 HOURS 
GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 

This is a closed book examination. Text book/Reference books/notes are not permitted. 

SPECIAL INSTRUCTIONS: 
Write your REGISTRATION NO. Clearly on the answer booklet(s).
Answer Question One and ANY other TWO questions.

Questions in all sections should be answered in answer booklet(s). 
Marks allocated to each question are shown at the end of the question. 
PLEASE start the answer to EACH question on a NEW PAGE. 
For the questions, write the number of the question on the answer booklet(s) in the order you answered them. 
Write your answers in paragraph form unless stated otherwise.
Keep your phone(s) SWITCHED OFF at the front of the examination room.
Keep ALL bags and caps at the front of the examination room and do not refer to any unauthorized material before or during the course of the examination.
You are only allowed to leave the examination room 30minutes to the end of the Examination.
QUESTION ONE (Compulsory)

Case Study

Macroeconomic Risks. Political Risk and Housing Challenges 

A neighbouring country is facing political risk due to impending national elections. Due to political uncertainty, demand for housing has dampened; supply for housing has equally ‘taken a break’ with developers adopting a ‘wait and see’ approach to new developments!  Several people are contemplating moving closer to the cities to cushion themselves against political risk which is more prevalent in rural areas. Mortgage lenders have been on a go-slow in lending to individuals who intend to build their residential houses. The insurance sector has faced challenges since most insurance firms are avoiding extending insurance services. Most of the private insurance firms have introduced political risk insurance policy covers for the real estate sector. Landlords are keen on holding on to their tenants as the rental market becomes uncertain. The Ministry in charge of Housing has introduced a new law to protect private citizens who have rented property: they may not be evicted if they do not pay rent on time since the economic situation is not that good. This has made most landlords unhappy. 

The inflation rate is rising steadily. This has caused serious economic hardships. The prices of construction inputs are provocative to many developers. They are considering importation of the inputs though the government has equally introduced import tax on such inputs. The sales price for residential housing has declined significantly. Real income has dampened hence a good number of citizens may not afford high end rental units (they are opting for suburbs and rural housing). The government is not having it easy either. International relations are at stake: for the regional summit scheduled at the capital city has been cancelled due to insecurity. The opposition has threatened to ‘run a parallel government’ if the incumbent ‘steals the vote’. Consequently, money markets have since reported shortages. The government is contemplating borrowing externally: for local borrowing has declined massively. The Minister in charge of Finance is keen on raising taxation rates for individual income and corporate income. The situation is getting economically unfavourable and stressful. The country’s stability is at stake: for wealthy locals are fleeing to the neighbouring countries as they adopt a ‘wait and see’ attitude. The political, social and economic struggle continues as national elections draw nearer.

(Note: this case study has been coined purely for academic purposes)

Having read the case study above, you are required to:

Explain THREE reasons why the government should regulate financial sectors taking into account the prevailing circumstances in the case study          (6 marks)

Describe THREE budget readjustments that a newly employed person could adopt considering a budget deficit of sh. 30,000 per month!     
       (6 marks)

Analyze THREE factors that a family of five should considered in making housing decisions (buy or rent a residential house) in the circumstances (6 marks)
Examine THREE savings plan that an individual could consider for wealth creation having sold their land for sh. 850,000      


       (6 marks)
Discuss THREE risk management practices that a family operating a Supermarket should consider to guard their investment 

       (6 marks)
QUESTION TWO

Ms. Mary is in need of sh. 300,000 school fees urgently. Having taken a bank loan of sh. 250,000, a deficit of sh. 50,000 remains. Recommend THREE sources of informal finance that she could consider to borrow the sh. 50,000 to pay school fees        (6 marks)
Advise the family (in part a above) on TWO debt management principles to improve their financial situation 






       (2 marks)
Discuss THREE financial investment plans that an employed person could consider as part of planning for retirement 





       (6 marks)

Examine THREE healthcare financing options (for medical care) that a family should consider taking into account that the household head is not employed    
       (6 marks)

QUESTION THREE

Evaluate THREE investment instruments that an individual investor should consider in the Kenyan money markets






       (6 marks)
Distinguish between testate and intestate in view of administration of the estate of a deceased person under testamentary law




       (6 marks)
Jane is considering investing in a 14-months investment scheme being aggressively marketed by her Commercial bank. The investment scheme requires clients to invest sh. 250,000 today, sh. 300,000 after two months and sh. 200,000 after five months. The scheme promises a return of 12% per month. 
Required: 

i) What is the future value of the entire scheme at the end of the 7th month?       (4 marks)

ii) What is the present value of the entire scheme at its beginning/commencement?            









       (4 marks)

QUESTION FOUR

Mr. Juma has just gotten a new job as a banker in a leading Commercial bank in town. His new place of work is at Thika Town, Kiambu County, Kenya. He lives in a 2-bedroomed apartment along Langata road in Nairobi County (closer to his girlfriend). He pays sh. 25,000 rent despite earning a monthly salary of sh. 80,000.  
Additional information for Mr. Juma:

His fiancé is Robina Halima: they intend to get married in about 4 months’ time. 

Mr. Juma is currently enrolled for a professional course where he pays sh. 10,000 fees every term for the next two years. 
University government loan repayment (for HELB) is about sh. 4,500 monthly.
Online writing income- an average of sh. 1,000 per week.
Black tax (support for aging parents)- sh. 1,500 for each of his two parents.
Food items cost him about sh. 10,000 per month.
Overtime income from employment- an average of sh. 5,000 per month.
Utilities (electricity, water, mobile phone airtime) –an average of sh. 6,000 per month. 
Car maintenance expenses and fuel cost- an average of sh. 15,000 per month.
Transportation cost to work- an average of sh. 14,500 per month.

Required:

Using the data provided above (and any other additional information that you may consider relevant), develop a personal monthly budget for Mr. Juma    (10 marks)
Recommend any TWO adjustments that Mr. Juma could consider to streamline/manage his expenses in order to create a budget surplus        (4 marks)
 Your sister (Grace) has sold her house for sh.8,000,000. She is seeking for your advice on whether to hire a car (via online car rental services) or to buy a new Subaru Forester car. Examine TWO benefits and ONE disadvantage for renting a car as opposed to buying one





                                          (6 marks)

QUESTION FIVE

Examine THREE roles of commercial banks in resource mobilization to spur economic growth in a developing country such as Kenya 

                               (6 marks)


Distinguish between money market financial instruments and mutual funds as investment options









       (6 marks)


Explain FOUR expenditure management practices that you could recommend to a friend who is struggling to have a budget surplus despite having a monthly salary of sh. 150,000 









       (8 marks)


