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University Examinations 2017/2018  

THIRD YEAR, SECOND SEMESTER EXAMINATION FOR BACHELOR OF COMMERCE 
(FINANCE OPTION) 

 
 

BFC 3380: FINANCIAL MANAGEMENT IN PUBLIC SECTOR 
 

 DATE: SEPTEMBER 2018                           TIME: 2 HOURS 

INSTRUCTIONS:  
 
Answer question One and any other Two  questions  
      
QUESTION ONE (30 MARKS) 

The following comments appeared on the daily nation.  MPs are not justified to raise the salaries.  
Kenyans are going through harsh economic times, characterized by slow growth and high cost of 
living.  Companies have been reporting remarkably decline performances and consequent negative 
impact on jobs and earnings.  Government spending is rising and the debt portfolio widening while 
tax collections have consistently fallen below target.  In the circumstances, the only way to survive 
is cost containment and tightening the belt. 

We are providing this background because of a fresh proposal by MPs to increase their salaries and 
other emoluments.  Last year, the Salaries and Remuneration (SRC) issued a gazette notice that 
reduced salaries and benefits for various public officers among them MPs and Members of County 
Assemblies. 

The essence was first to cut the bulging government payroll cost and two, establish equity and 
proportionality in compensation for public workers.  Underlying this was the fact that that Public 
sector wage bill was unsustainably huge and that there were wide gaps between the high and low 
income earners and even among workers doing the same job.  Indeed, there had been disquiet that 
the pay structure in the entries public service has been distorted and sewed in favor of small clique.  

MPs have the notorious distinction of pushing up their pay every season they start a new 
parliament.  Even before considering the ramifications, it demonstrates that the MPs driven by 
selfish gain and have no qualms about earning millions of shillings when the rank and file fo the 
workers is netting in peanuts.  Often, the MPs’ singular argument is that they ought to be paid 
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highly because they spend their money on fundraising or sorting out personal problems afflicting 
their constituencies.   This is misnomer.  It is the MPs who have created the bad culture of 
dependency, where the electorates view them as deep-pocketed individuals   ready to meet their 
financial needs at the personal and community levels. 

Yet, this should not be the case.  The very reason for the creation of constituency Development 
Funds, as well as bursary and road kitties and subsidies to the Vulnerable like elders and disabled 
is to have structures for community development and social protection.  It is not the duty of MPs to 
pay school fees or medical bills for their constituencies.   Participating in fundraising is voluntary 
and never a preserve of MPs even ordinary people do it all the time.  So all these should not be 
used as a justification for raiding the public coffers. 

There is no justification to give MPs a raise when everybody else is struggling and the economy 
shrinking.  The proposal is ill-advised, unrealistic and unsustainable, hence should be rejected 
outright. 

(a) Discuss the role of parliament in financial management (10 marks). 
 

(b) The finance of a country is ultimately associated with the liberty of their country.  Discuss 
this statement with a view of Kenyan constitution specifically on reference of Public 
Finance Management and the information provided in the commentary above (7 marks). 
 

(c) Discuss the principles of public expenditure that Members of Parliament should take into 
consideration as they perform their constitutional duties (6 marks). 
 

(d) Discuss the failure of Parliament Committee of Finance in Public Financial Management in 
reference to the editorial above (7 marks). 

 

QUESTION TWO (20 MARKS) 

(a) Discuss the key objectives of Public Financial Management Act 2012 (5 marks). 

(b) Discuss the qualities of a good public financial management system (5 marks). 

(c) Outline stages of budgeting process (5 marks). 

(d) Discuss 5 important documents and their timelines used in budget making stating the 

importance of each (5 marks). 

 

QUESTION THREE (20 MARKS)  

(a) Define Public finance and discuss its importance to a country (10 marks) 

(b) Explain  the principle of maximum social advantage theory (10 Marks) 
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QUESTION FOUR (20 MARKS)  

(a) Discuss the causes of increase in public expenditure (10 marks). 

(b) Discuss the following hypothesis of Public expenditure: 

(i) Wagner’s hypothesis (5 marks). 

(ii)  Peacock-wiseman hypothesis (5 marks). 

 

QUESTION FIVE (20 MARKS) 

(a) Explain the following concepts used in taxation: 
 

(i) Tax neutrality (2 marks) 
(ii)  Tax rate structure (2 marks) 
(iii)  Tax base (2 marks) 
(iv) Buoyance of tax (2 marks). 
(v) Capital gain tax (2 marks) 

 
(b) Discuss five methods of repayments of public debt (5 marks). 
(c) Discuss five principles of central government finance (5 marks). 

 
 


