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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 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
1. Answer Question One and ANY other TWO questions.
1. Questions in all sections should be answered in answer booklet(s) 
1. PLEASE start the answer to EACH question on a NEW PAGE.
1. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
1. Write on both sides of each leaf and indicate number of each question at the top of each page.
1. Write the answers in a paragraph form unless stated otherwise. 
1. Marks allocated to each question are shown at the end of the question. 
1. All rough work must be done on the answer booklet and crossed through!
1. Use supplementary pages only when you have exhausted those in this book
1. Fasten the supplementary pages to the inside back cover of this booklet
[bookmark: _GoBack]SECTION 1 (20 MARKS)
1. What is a key principle in finance that states higher risk usually leads to higher potential returns?
a) Time value of money
b) Risk-return tradeoff
c) Agency theory
d) Stakeholder conflict
2. Which financial statement shows a company's revenues, expenses, and profits over a period?
a) Balance sheet
b) Income statement
c) Cash flow statement
d) Statement of changes in equity
3. What is a limitation of financial statements?
a) They provide real-time data
b) They are always based on historical costs
c) They predict future market trends accurately
d) They include all intangible assets
4. Which ratio measures a company's ability to pay short-term obligations?
a) Profitability ratio
b) Solvency ratio
c) Liquidity ratio
d) Efficiency ratio
5. What is a common pitfall in financial ratio analysis?
a) Ignoring industry benchmarks
b) Using too many ratios
c) Focusing only on assets
d) Avoiding calculations
6. What does the time value of money concept imply?
a) Money loses value over time
b) A dollar today is worth more than a dollar in the future
c) Interest rates are always zero
d) Loans should never be taken
7. Which calculation involves earning interest on both principal and accumulated interest?
a) Simple interest
b) Compound interest
c) Present value
d) Annuity
8. What is the main purpose of budgeting in an organization?
a) To ignore financial goals
b) To plan and control resources
c) To increase unnecessary expenses
d) To avoid variance analysis
9. Which type of budget adjusts for changes in activity levels?
a) Static budget
b) Flexible budget
c) Capital budget
d) Zero-based budget
10. What are the main components of working capital?
a) Fixed assets and long-term liabilities
b) Current assets and current liabilities
c) Equity and retained earnings
d) Revenue and expenses
11. What does EOQ stand for in inventory management?
a) Economic Order Quantity
b) Efficient Operating Quality
c) Estimated Overhead Quotient
d) External Order Query
12. Which is an example of internal sources of finance?
a) Bank loans
b) Retained earnings
c) Issuing bonds
d) Venture capital
13. What is a key factor in dividend policy?
a) Ignoring shareholder expectations
b) Company's profitability and growth needs
c) Increasing debt levels
d) Reducing equity
14. What does WACC represent?
a) Weighted Average Cost of Capital
b) Weekly Assessment of Cash Costs
c) Worldwide Accounting Control Center
d) Weighted Asset Calculation Code
15. Which factor influences the cost of equity?
a) Market risk premium
b) Inventory levels
c) Fixed assets
d) Employee salaries
16. What does the payback period measure?
a) Time to recover initial investment
b) Total profit over project life
c) Discounted cash flows
d) Internal rate of return
17. Which method discounts future cash flows to present value?
a) Payback period
b) Net Present Value (NPV)
c) Accounting Rate of Return
d) Simple interest
18. What is IRR?
a) Internal Rate of Return
b) International Revenue Ratio
c) Investment Recovery Rate
d) Initial Risk Reduction
19. In case of NPV-IRR conflict, which is generally preferred for decision-making?
a) IRR
b) NPV
c) Payback period
d) ARR
20. What is a key aspect of financial control?
a) Ignoring audits
b) Implementing internal audits and monitoring
c) Increasing unethical practices
d) Avoiding governance

Section II
Question 2
a) A business has the following current assets and current liabilities:
· Cash: KSh 15,000
· Inventory: KSh 25,000
· Accounts Receivable: KSh 10,000
· Current Liabilities: KSh 20,000
Required:
i. Calculate the total current assets. (2 marks)
ii. Calculate the working capital. (3 marks)
iii. Calculate the current ratio. (3 marks)
b) Explain any THREE types of financial ratios and what each reveals about a company’s financial health. (7 marks)
Question 3
a) A company has the following capital structure:
· Debt: KSh 40,000 at a cost of 10%
· Equity: KSh 60,000 at a cost of 15%
Required:
i. Calculate the total capital. (2 marks)
ii. Calculate the weight of debt and equity. (3 marks)
iii. Calculate the Weighted Average Cost of Capital (WACC). (3 marks)
b) Define budgeting and explain its importance in financial planning (3 marks)
c) List two advantages and two disadvantages of debt financing and equity financing (4 marks)

Question 4
a) A company invests KSh 60,000 in a project. The project generates KSh 15,000 per year.
Required:
i. Calculate the payback period. (4 marks)
ii. Explain what the payback period tells the financial manager. (3 marks)

b) Using examples, explain the purpose and importance of the following financial statements: (7 marks)
· Balance Sheet
· Income Statement
· Statement of Cash Flows
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