
Page 1 of 2 
 

 

 

 DBAD 0131 

KISII UNIVERSITY 
UNIVERSITY EXAMINATIONS 

FIRST YEAR EXAMINATION FOR THE AWARD OF THE  
DIPLOMA IN BUSINESS ADMINISTRATION 

FIRST SEMESTER 2023/2024 
[AUGUST-DECEMBER, 2023] 

 
 

DBAD 0131: BUSINESS FINANCE 
STREAM:  Y1 S1      TIME:  2 HOURS  
 
DAY: MONDAY, 9.00 – 11.00 A.M.   DATE:  27/11/2023  

 
INSTRUCTIONS 

1. Do not write anything on this question paper. 
2. Answer Questions ONE and any other THREE Questions 
 

QUESTION ONE: 25 MARKS 

a) Define the term “ agency relationship” in the context of corporate finance                  

                                                                                                      (3 marks) 

b) Discuss the method that can be used by a company to resolve the 

agency conflicts managers and shareholders      (12 marks) 

 

c)Distinguish between long term, medium term and short finances. Give 

examples each of these finances.                                        (10 marks) 

QUESTION TWO 

     a) Discuss five factor influencing the cost of capital of  a Firm      (8 marks) 

     b) The following is the capital structure of ABC Ltd as December 2022. 

       25000 ordinary shares of sh. 100 each   sh. 2,500,000 

 Reserves        sh.3, 500,000 

 10% Debentures       sh.1, 000,000 

 12% loan        sh.3, 000,000 
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The market price of each ordinary share was sh.125 while dividend paid per 

share was sh.5. The corporate tax was 30%. 

Calculate the weighted average cost of capital.                 (9marks) 

QUESTION THREE 

a) Outline step involved in investment decision               (5 marks) 

 

b) ABC Ltd is considering two investment projects, project X and project Y, 

each of which requires initial investment of sh. 250,000. The company’s 

cost of capital is 10% 

Year   project   project Y 

1    50,000   200,000 

2    100,000   100,000 

3    150,000   80,000 

4    200,000   60,000 

 

Required: 

i) Calculate the pay back for each period               (4 marks) 

ii) Calculate the net present value for each project           (6 marks)  

QUESTION FOUR 

Discuss the factors govern the volume of working capital that should be held 

by a manufacturing company.                 (15 marks) 

QUESTION FIVE 

          a) In relation time value money explain the following concepts, 

i) Compounding           (2 marks) 

ii) Discounting           (2 marks) 

 

 b) State limitations of financial ratio analysis      ( 5 marks) 

 c) In what ways is the wealth objective superior to profit maximization?   

                                                                                                            (6marks) 

 


