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SECTION A – (THIS SECTION IS COMPULSORY)
Question One
Provide short answer to the following;
a) It has been argued that “one shilling earned now is worth more than one shilling earned later”. Give THREE reasons to support this argument.                                  				(06 marks)
b) Identify with examples FOUR categories of inventory/stock that can be held by a project.	(08 marks)                                          
c) Compute the present value of UGX 50,000,000 which a teacher will earn in 10 years’ time at a discount rate of 20% per annum.                                                             					(04 marks)
d) John a business man wishes to invest UGX 20,000,000 for five years at an interest rate of 15% compounded annually. Determine the future value at the end of one year.       		(04 marks)
e) How does a risk averse manager differ from a risk taker manager in project finance management?                                                                                                          
(04 marks)
f) Explain the motives for holding cash resources by an organization.                     		(06 marks)
g) Give FOUR reasons why financial management is important to an organization. 		(04 marks)
h) List FOUR types of carrying costs incurred in inventory management.                 		(04 marks)


SECTION B (ATTEMPT THREE (3) QUESTIONS FROM THIS SECTION)

Question Two
Capital budgeting decision is a central decision to the business and has the greater long-term significance to the shareholders, more than any other decision. Based on your knowledge of financial management;
a) Enlighten the business community on the importance of capital budgeting decision to a firm.                                                                                                                   
(08 marks)
b)   Describe the capital budgeting process.                                                           		(12 marks)

 Question Three                                                                                                                                       
After identifying or selecting the project, one of the key decisions undertaken by financial managers is to raise funds to meet the investment requirements. In view of this, educate Project Managers on; 
a) The internal sources of funds raised by an organization.                     				(05 marks)  
b)  Advantages to a firm of using bank loan as a source of finance                  			(05 marks)
c) Disadvantages to a firm of using bank loan as a source of finance.     				(10 marks)

Question Four
a) Discuss FIVE factors that affect an organization’s decision to declare dividend for its shareholders.                                                                                                         
(10 marks) 
b) Explain the following terms as used in making dividend decisions?
i) Constant sum per share                                                              				(02 marks)
ii) Constant payout ratio                                                                  				(02 marks)
iii) Stock splits                                                                                  				(02 marks)
iv) Reverse splits                                                                             				(02 marks)
v) A small regular dividend per year plus extra in good years        				(02 marks)






Question Five
The Wakiso Local government is considering the construction of the four (4) markets. The district has approached the African Development Bank to fund this project with a five years loan with a cost of 15% per annum. This project is expected to cost UGX 100,000,000. When completed, the project will generate net cash inflows from the user fees as follows;
Year	 Net cash inflows in UGX
1	20,000.000
2	25,000.000
3	30,000.000
4	50,000.000
5	60,000.000

Required;
a) What is the payback period of the project?                              					(03 marks)
b) Determine the net present value of the project.                      					(07 marks)
c) What is the profitability index of the project?                         					(02 marks)
d) Give four advantages and four disadvantages of using the net present value technique.         (08 marks)

Question Six
Peter a small-scale shop owner is strongly opposed to selling on credit while Peter who has a shop near favours it.

Required;
a) Identify the aspects to be evaluated by a manager in analyzing the capacity of a debtor. 	(06 marks)
b) Suggest possible reasons for John not being in favour of selling goods on credit.		(10 marks)
c) Outline the steps taken under reminders in the collection procedures.              		(04 marks)

Question Seven
One of the challenges faced by Small Medium Enterprises (SMEs) in Uganda is poor inventory management. This creates a pile up of other challenges for these firms. Based on your knowledge of financial management;
a) Explain the concept of decoupling as used in inventory management.        			(08 marks)
b) State the assumptions of the Economic Order Quantity model.                    			(08 marks)
c) Explain the approaches to inventory management.                                       			(04 marks)

Present Value of 1 Table
	n
	1%
	2%
	3%
	4%
	5%
	6%
	8%
	10%
	12%

	1
	0.9901
	0.9804
	0.9709
	0.9615
	0.9524
	0.9434
	0.9259
	0.9091
	0.8929

	2
	0.9803
	0.9612
	0.9426
	0.9246
	0.9070
	0.8900
	0.8573
	0.8265
	0.7972

	3
	0.9706
	0.9423
	0.9151
	0.8890
	0.8638
	0.8396
	0.7938
	0.7513
	0.7118

	4
	0.9610
	0.9239
	0.8885
	0.8548
	0.8227
	0.7921
	0.7350
	0.6830
	0.6355

	5
	0.9515
	0.9057
	0.8626
	0.8219
	0.7835
	0.7473
	0.6806
	0.6209
	0.5674























Marking guide - financial management
SECTION ONE
QUESTION ONE
a) The three main reasons for the time value of money are 
· inflation, 
· risk or uncertainty, and 
· opportunity cost.                                   (3X2 =6 marks)
b) FOUR categories of inventory/stock
· Raw materials
· Work in progress
· Finished goods
· Supplies                                                    (4x 2 =8 marks)
c) Compute the present value of UGX 50,000,000 which a teacher will earn in 10 years time at a discount rate of 20% per annum.                                                                          (4 marks
                     PV = 50,000,000 X 0.162=8,1000,000                                                    4 marks
d) John a business man wishes to invest UGX 20,000,000 for five years at an interest rate of 15% compounded annually. Determine the future value at the end of one year.           (4 marks)

         FV = 20,000,000 X 0.497 =994,000                                                                         4  marks
e) How does a risk averse manager differ from a risk taker manager in project finance management                                                                                 (4 marks).
A risk averse manager maintains high cash balances which boost liquidity of the firm but he foregoes return (profitability) because cash balances are idle and usually attract no or low return.                                                                                                                            (2marks)


A risk-taker manager will maintain low cash balances which implies high returns through investment in profitable ventures but the business may be threatened with insufficient cash to meet short-term obligations as and when they fall due.                               (2marks)
f) the motives for holding cash resources by an organization
The transactions motive – Cash is needed to carry on day to day transactions of the firm e.g. payment for labour payment for suppliers and utilities, acquisition of r/mats, etc.
Precautionary motive – To cater for any unforeseen situations e.g. breakdown of machinery, interruptions in the sources of supply,
Speculative motive – cash is also needed to take advantage of any profitable opportunities as and when they may arise e.g. a fall in prices of inputs, taking advantage of share prices                                                                                  (3x 2 = 6 marks
g) Importance of financial management
· Financial planning
· Acquisition of funds
· Proper use of funds/allocation of funds
· Sound financial decision
· Improved profitability
· Increasing the value of the firm
· Promoting savings
· Risk management ete           4x1 = 4 marks
h) Carrying costs include
· storage costs,
· pilferage,
· insurance,
· lighting,
· security,
· deterioration, obsolescence, evaporation (4x1 = 4 marks
QUESTION TWO
a) Importance of capital budgeting
· It determines the permanent assets the firm will hold (asset mix), which shapes the nature and resultant business risk. 
· Very substantial initial out lays running into hundreds of millions of shillings will require the financial manager to carefully take a decision.
· Constant and update capital budgeting decision enable the firm to acquire relevant assets necessary for producing competitively, with adequate capacity and meet market requirements efficiently.
· The investments are irreversible, if so, then at high cost.  (4x 2=8 marks)
b)	Procedure/ Steps of Capital Budget
· Identify possible investment opportunities
· Screen the possible investment opportunities to reduce the number to the most feasible alternatives.
· Estimate cash flows for the feasible alternative,
· Appraise or evaluate the cash flows ie cash out flow and cash in flows
· Select and implement the most viable alternatives             (6 x2 =12 marks)
QUESTION THREE
a) Internal sources vof finance
Retained earnings.  
Trade credit – 
Accrued Expenses 
Deferred Income –
Bank Credit:                                                  5x1 = 5 marks
b)	Advantages of  Bank loans
•	Low Interest Rates: Generally, bank loans have the cheapest interest rates. ...
•	Flexibility: When you receive a bank loan, the bank will not provide a set of rules dictating how you spend the money. ...
•	Maintain Control: You don't have to give up equity to get a loan from a bank
•	the potential to build a positive credit rating,
•	Interest is a tax deductible expense in p& l a/c while                         5x1 =  5 marks

the disadvantages include 
•	the risk of debt burden,
•	collateral requirements, 
•	interest rate risk,
•	penalties and fees, and 
•	the impact on credit rating.
•	Financing risk / high gearing                                                              5x1 =  5 marks
QUESTION FOUR
a)	The following factors should be put into consideration.
•	Legal consideration –Availability of profitable investment opportunities.  
•	Access to capital markets 
•	Leverage position of the firm.
•	Desire for control 
•	Preferences of the majority of the shareholders.  
•	Restrictions in loan agreements 
•	Management attitude towards risk                         5x 2= 10 marks
b) Constant sum per share – In this pattern, a company pays a constant sum of 
money for every share held.  For example a firm may declare to pay Shs.15, 000 for each share per year as dividend.  This is a relatively stable policy.  Whether profits have fluctuated or not, it is paid.  This policy is normally preferred by shareholders who depend on dividend income to meet their expenses e.g. pensioners.                                                (2 marks)
Constant payout ratio – Here, the percentage of earnings paid out in dividends is 
held constant e.g. a company may declare that 10% of earnings should be paid out as dividend every year.  It is vital to note that much as the dividend ratio is stable, the actual amount of dividend fluctuates from year to year as the profits fluctuate.                       (2 marks)
A small regular dividend per year plus extra in good years – A company may decide to pay a small regular dividend per year say Shs.3,000 per share plus extra dividend in periods of boom e.g. an extra 1% of earnings if they exceed a given amount.  This policy is normally preferred by companies with fluctuating earnings.  The small fixed dividend reduces the uncertainty of them missing dividend in a given year.                                                                (2 marks)

Cash dividends: Companies normally pay dividends in form of cash.  Firms that pay dividends in cash should have sufficient cash on their bank accounts or should prepare to liquidate the near cash assets (T.B’s).                                                                                             (2 marks)
Stock dividend / bonus issue – This is where additional shares are issued to shareholders instead of a cash dividend e.g. if a 10% stock dividend is declared, that means that an investor with 10 shares will receive an additional share.                                                           (2 marks)

QUESTION FIVE
a) Payback period
3 + 25/50
3 and ½ years                                                              3 marks

b) 
	  Year
	  Net cash inflows in UGX

	Present value factor at 15%
	Present value

	1
	20,000.000
	0.870
	17,400,000

	2
	25,000.000
	0.756
	18,900,000

	3
	30,000.000
	0.658
	19,740,000

	4
	50,000.000
	0.572
	28,600,000

	5
	60,000.000
	0.497
	29,820,000

	Present value
	114,460,000

	Net present value     114,460,000 -100,000,000
	14,460,000



                                                                                   7 marks
c) Advantages of the NPV method

· It recognizes the time value of money
· It considers cash flows over the entire life of the project in its calculations.
· It ranks projects according to the level profitability.
· The projects with highest NPV is ranked highest thereby enabling management to choose the project to invest in.
· The method uses cash flows and not profits which makes it a reasonable assessment of 
	the viability of the investment.                                              (4 x1 =4 marks)

Disadvantages of the NPV method

· It is more difficult to use than the traditional methods since it involves more cumbersome computation
· It presupposes that there is a known discount rate, but in practice it is rather difficult to determine the discount rate because of other indirect costs which may be difficult to determine
· It assumes that cash flows or returns generated at the end of the year are strictly in cash form
· It assumes that uncertainty does not exist.  However, in the real-world uncertainty is a common feature
· It may not give satisfactory results when the projects compared involve different amounts of investments.                                                                     (4 x1 =4marks)


QUESTION SIX
a)	 The 5 Cs of credit management policy
•	Character
•	Capacity 
•	Capital
•	Collateral
•	Condition                                                                                       (5 x 1 =5 marks
b)	costs are associated with investing in debtors and include:
•	Opportunity costs-Funds are tied up in debtors hence business opportunities such as expansion are foregone.
•	Administration costs e.g. having a department in the organization to supervise and investigate debtor’s accounts.
•	Collection costs i.e. costs of sending reminding letters, phone 
•	Production and selling costs charges, costs of litigation, (going to court), etc.
•	Bad debt losses – some accounts receivables may be un-collectable and would require debts being written off.                                                                                      5x1=5 marks
d) Collection procedures
Procedures to collect dues form slow paying of non-paying customers include:-
· Reminders -This should be a step by step process that involves 
· Sending credit notes to inform the debtor of the accounts due
· Send a polite letter to remind him of the amount due
· Send a stronger letter to remind the customer.
· Make personal contacts wither on phone or make actual visits.
· If all the above steps fail, resort to legal action (litigation). However, this should be as a last resort as it may include higher costs and loss of customer goodwill.
                                                                                                       5x2= 10 marks
QUESTION SEVEN
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