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INSTRUCTIONS TO CANDIDATES 

ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS 

QUESTION ONE (30 MARKS)  

a) You are provided with the following information about 2 mutually exclusive projects.  

Year  Cash inflows 

for A 

Cash flows for Project 

B 

0 -50,000 -50,000 

1 22,000 32,000 

2 22,000 18,000 

3 22,000 12,000 

4 22,000 12,000 

5 22,000 10,000 

The cost of investment is 10% 

Required: 

Calculate 

i) Net present value (NPV) for each project                                       (5 Marks) 

ii) Profitability index for each project                                        (3 Marks) 

iii) Payback period for each project                                                    (5 Marks) 

iv) Which project will you advise the manager to take using NPV                                                 (2 Marks) 

  

b) Explain the factors to consider when choosing the source of finance for a project                   (6 Marks) 

c) Highlights the reasons as to why appraisal of projects is important                                          (5 Marks) 

d) Differentiate between discounting and compounding                                       (4 Marks) 

QUESTION TWO (20 MARKS) 

a) Highlight four characteristics of capital projects                           (5 Marks) 

b) Differentiate between mutually exclusive projects and independent projects                           (5 Marks) 

c) Explain five ways in which the local community may contribute towards financing of a project  

                                                                                                                                                (10 Marks) 



QUESTION THREE (20 MARKS)  

a) Explain the three activities involved in preparation of cash flow statement                               (6 Marks) 

b) Scope of management is critical in project financing. Explain                                               (3 Marks) 

c) Describe the stages followed during project financing.                                                           (6 Marks) 

d) Highlight the limitations of using ratios in evaluating community projects                         (5 Marks) 

QUESTION FOUR (20 MARKS) 

a) Two companies; A and B, have approached Bank T to finance their projects. Each of the companies 

has provided the following information to the bank:  

                                                  Company A (Ksh)    Company B (Ksh) 

 Net operating profit        150,000   55,000 

 Interest expenses             35,000   25,000 

Principal payment              200,000   100,000 

Sinking fund obligations   70,000                                     40,000  

i) Determine the Debt Service Coverage Ratio (DSCR) for each company.                        (3 Marks) 

ii) Interpret the ratios determined in (i) above.                                                                    (2 Marks) 

iii) Using the results in (i) above, advise Bank T on which company is safer                      (2 Marks) 

b) Explain four roles of cash flow statements in project financing                                                  (8 Marks) 

c) Highlight any five factors to consider when choosing a community project                           (5 Marks)                                                              

  

 

QUESTION FIVE (20 MARKS) 

a) Explain five benefits that a country may derive from public private partnerships in project financing 

                                                                                                                                                (10 Marks) 

b)  An investors invested in a project with the following expected cash flows 

Year    cash flow 

1 100,000 

2 120,000 

3 150,000 

4 300,000 

5 100,000 

Required 

Calculate the future value of these cash flows if the cost of investment is 10%                                 (5 Marks) 

 

 

 



c) Kamau a community worker wants to undertake a community project. He has decided to deposit sh 

100,000 per annum into a bank account yielding 10% interest rate per annum. Determine the present 

value of this amount if the deposit was done at the beginning of each year            (5 Marks) 

                

Present values table                    

  

 


