[image: image1.png]Riara@l

University




Riara School of Business

Nurturing business innovators
EXAMINATION FOR DIPLOMA IN BUSINESS MANAGEMENT/ INFORMATION TECHNOLOGY/ PROCUREMENT AND SUPPLY CHAIN MANAGEMENT

RBM 024: FUNDAMENTALS OF FINANCIAL MANAGEMENT

DATE: 9TH APRIL, 2025





                 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. Marks allocated to each question are shown at the end of the question. 
5. PLEASE start the answer to EACH question on a NEW PAGE. 
6. For the questions, write the number of the question on the answer booklet(s) in the order you answered them. 
7. Write your answers in paragraph form unless stated otherwise. 
8. Keep your phone(s) SWITCHED OFF at the front of the examination room. 
9. Keep ALL bags and caps at the front of the examination room and do not refer to any unauthorized material before or during the course of the examination. 
10. You are only allowed to leave the examination room 30minutes to the end of the Examination.
QUESTION ONE (COMPULSORY (30 MARKS)

a) Discuss the concept of Agency theory under the following headings. Your discussion should include the relationship between each, the conflicts and solutions.        (16 marks)

i. Shareholders and Management

ii. Shareholders and creditors 

iii. Shareholders and government

iv. Shareholders and auditors
b) Equipment A has a cost of Kshs.750, 000 and a net cash flow of Kshs.200, 000 per year for six years. A substitute equipment B would cost Kshs.500, 000 and generate net cash flow of Kshs.140, 000 per year for six years. The discount rate of both equipment is 11%.

Required: 
(i) Payback period of equipment A and B



       (4 Marks)
(ii) Net present value of equipment A and B                                                  (6 Marks)
(iii) Recommend the efficient equipment and why


       (2 Marks)
c) Explain two goals of the financial management                                                   (2 Marks)
QUESTION TWO
a) Evaluate FOUR significance of cost of Capital in an organization  
                  (8 Marks)
b) Below is a limited balance sheet, profit and loss account as at 31/12/22.
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Profit & loss A/C
For the year ended 31/12/2022

Ksh.000 ksh.000

Sales 36,250
Cost of sales 21750
Profit on disposal of asset 14,500

700
Gross profit 15200
Wages & salaries 1,600
Other cash expenses 3,600
Depreciation 35,000
Debenture interest 2,000 10,700
Profit before tax 4500
Tax 11,500
Profit affer tax 3,000
Proposed dividend 2,000
Retained profit for the year 11,000
Retained profit for previous year 4000

Total profit 15,000
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Profit and loss
Non-current liabilities
10% Debentures

Current liabilities

Trade creditors

Taxation
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Total capital & liabilities

Non-current Assets
Premises
Fixtures
Vehicles

Current Assets
Stock.

Debtors

Bank & cash
Total Assets

A Limited
Balance sheet as at:
31/12/2022
(kshs.000)
60,000
5,000

15,000

31/12/2021
(kshs.000)

50,000
4,000

20,000

2,500
1,000
1,000





Required: 
a) Compute the Limited Current Ratio for both 2021 and 2022.                             (4 Marks) 

b) Compute the Limited Quick Ratio for the year 2022                                           (2 Marks)    

c) Compute the Limited Stock Turnover                                                                  (4 Marks)   

d)   Compute the Debtors Ratio for the Year 2022                                                   (2 Marks)        

QUESTION THREE

(a) Evaluate TWO sources of short term finances and THREE sources of long term finances    

                                                                                                                             (10 Marks)     
(b) Explain THREE factors that influence the dividend policy of a listed company(6 Marks)
(c) Compute the future value of Kshs. 200,000 deposited in the bank account for six years, Kshs.300, 000 deposited for four years and Kshs.400, 000 deposited for 2 years at 14% per annum.





                                           (4 Marks) 
QUESTION FOUR

(a) Explain FOUR Merits of Net Present Value as a method of Investment Evaluation  
                                                                                                                               (8 Marks)              
(b) Explain  FIVE main factors that determine the source of finance/ capital for a corporation                                                                                                      

                                                                                                                             (10 Marks)
    

(c) State TWO advantages of ordinary shares as a source of finance                        (2 Marks)
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