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NURTURING INNOVATORS
RIARA SCHOOL OF BUSINESS
SEPTEMBER–DECEMBER 2024 TRIMESTER
EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION
EVENING PROGRAMME
RFN 406: CASES IN CORPORATE FINANCE

DATE: 5TH DECEMBER 2024					TIME: 2 HOURS

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). 
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s) 
4. PLEASE start the answer to EACH question on a NEW PAGE.
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
6. Write on both sides of each leaf and indicate number of each question at the top of each page.
7. Write the answers in a paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question. 
9. All rough work must be done on the answer booklet and crossed through!
10. Use supplementary pages only when you have exhausted those in this book
11. Fasten the supplementary pages to the inside back cover of this booklet


QUESTION ONE 
a) Capital investment decisions can be defined as the firms’ decisions to invest its current funds more efficiently in the long-term assets in anticipation of expected flow of economic benefits to the firm over a series of years in the future. Magma Ltd is considering making such investment decisions and in their recent Board meeting the Chief Executive Officer and the Finance Director have failed to agree on whether to use cash flows or profits in evaluating the viability of such capital investments. The Finance Director argues that cash flows are considered to be more important than accounting profits when used as a tool of evaluating capital investment decisions.  Briefly explain if you agree with the Finance Directors argument and why			                                                           					(4 marks)

b) Magma Ltd. wishes to make a choice between two mutually exclusive projects.  Each of these projects requires Sh.400,000,000 in initial cash outlay.  The details of the two projects are as follows:

	Project A
This project is made up of two sub-projects.  The first sub-project will require an initial outlay of Sh.100,000,000 and will generate Sh.25,600,000 per annum in perpetuity.  The second sub-project will require an initial outlay of Sh.300,000,000 and will generate Sh.85,200,000 per annum for the 8 years of its useful life.  This sub-project does not have a residual value at the end of the 8 years.  Both sub-projects are to commence immediately. The Chairman of the Finance Committee of Magma Ltd advised the Board that the company will apply the Net Present Value (NPV) and the Internal Rate of Return (IRR) to appraise the viability of the investments, since they consider time value of money.

Project B
This project will generate Sh.87,000,000 per annum in perpetuity.

The company has a cost of capital of 16%.

Required:

(i)	Determine the net present value (NPV) of each project 		(6 marks)

(ii)	Compute the internal rate of return (IRR) for each project. 		(6marks)		                

c) The management of Magma Ltd have engaged a financial analyst who has advised them that in addition the Net Present Value and the Internal Rate of Return as an appraisal technique, it is important that they consider other non-financial factors. Required as a Corporate Finance expert advise the company on any   FOUR non-financial factors they need to consider before making the investment decisions                                                    										(4 marks)


d) Define the term financial distress and explain THREE indicators of financial distress
                                                                                                                      		 (6 marks)

e) Identify FOUR factors a company need to consider when making decisions on if to invest in Foreign or Domestics Markets                                                           (4 marks)



QUESTION TWO 

             Ngomongo Holdings Limited has investment interests in three companies.  Kirinyaga Video Limited (KVL), Kilgoris Hauliers Limited (KHL) and Turkana Fisheries Limited (TFL).  The following financial data relate to these companies.

1.	As at 31 December 2022, the financial statements of two of the companies revealed the following information:

	Company
	Price of share
Sh.
	Earnings per share
Sh.
	Dividend per share
Sh.

	Kirinyaga Video Ltd. (KVL)
Kilgoris Hauliers Ltd. (KHL)
	160
270
	  8
18
	8
9


	
	2.	Earnings and dividend information for Turkana Fisheries Ltd. (TFL) for the 
		past five years is given below:

	Year ended 31 December
	2018
Sh.
	2019
Sh.
	2020
Sh.
	2021
Sh.
	2022
Sh.

	Earnings per share
Dividend per share
	5.0
3.0
	6.0
3.0
	7.0
3.5
	10.0
5.0
	12.0
5.5



The estimated return on equity before tax required by investors in Turkana Fisheries Ltd.’s shares is 20%.

	Required:
	(i)	For Kirinyaga Video Ltd. (KVL) and Kilgoris Hauliers Ltd. (KHL), determine 
		and compare:
· Dividend yields					(2 marks)
· Price/Earnings ratios					(2 marks)
· Dividend covers.					(2 marks)

(ii)	Describe FIVE factors a company such as Ngomongo Holdings Ltd will have to consider when making dividend payment decisions.                     (10 marks)
                               
(iii)       Explain TWO reasons which can make the management of a company such Ngomongo to value it’s shares                                                    	(4 marks)
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QUESTION THREE 
a) Write short notes on the following:
	(i)	Systematic and unsystematic risk.					(4 marks)
	(ii)	Conservative credit policy and liberal credit policy.			(4 marks)
b) Discuss the limitations of using ratio analysis in the evaluation of the performance of a company.								         (12 marks)
					

QUESTION FOUR 
a) Describe SIX benefits to a country of integrating its financial markets with those of other countries.							(12 marks)
b) Distinguish between the following terms: 
	(i)	Weighted average cost of capital and marginal cost of capital.	(4 marks)
	(ii)	Finance lease and operating lease.		        		(4 marks)
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