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RIARA SCHOOL OF BUSINESS
NURTURING INNOVATORS
JANUARY – APRIL 2025 SEMESTER 
EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION
 EVENING PROGRAMME
RFN 201: PRINCIPLES OF FINANCE

DATE: 7TH APRIL 2025							TIME: 2HOURS
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). 
1. Answer Question ONE and ANY other TWO questions.
1. Questions in all sections should be answered in answer booklet(s) 
1. PLEASE start the answer to EACH question on a NEW PAGE.
1. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
1. Write on both sides of each leaf and indicate number of each question at the top of each page.
1. Write the answers in a paragraph form unless stated otherwise. 
1. Marks allocated to each question are shown at the end of the question. 
1. All rough work must be done on the answer booklet and crossed through!
1. Use supplementary pages only when you have exhausted those in this book
1. Fasten the supplementary pages to the inside back cover of this booklet
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QUESTION ONE: COMPULSORY (30 MARKS)

a) Describe FOUR functions of a Financial System				       (8 marks)
b) Discuss any FOUR differences between money markets and capital markets	       (8 marks)
c) Analyze THREE differences between annuities and perpetuities		       (6 marks)
d) Evaluate the difference between simple interest and compound interest	       (2 marks)
e) Baraka plans to invest Kshs. 200,000 for a period of five years. At the rate of 15% compound interest, determine how much interest the investment will generate after the 5 years under:
i) An annual compound interest plan					       (3 marks)
ii) A monthly compound interest plan					       (3 marks)
QUESTION TWO
The management of Rangers Sports Club Ltd wishes to expand and is considering two capital investment projects. Project 1 is to construct a swimming pool in order to attract more members and Project 2 is to refurbish the bar and restaurant. Both projects require the same amount of capital (Kshs. 2,000,000) to be invested in year 0 (zero). However, the net cash flows each project is expected to generate over the next four years are likely to differ. The following table gives details of the estimated annual net cash flows. (Assume the annual net cash flows arise evenly throughout the year)

	
	Project A
	Project B

	Year
	Net cash inflow
	Net cash inflow

	1
	800,000
	1,100,000

	2
	  900,000
	  900,000

	3
	1,000,000
	  900,000

	4
	1,100,000
	  900,000


Required
The finance director has asked you to use your knowledge of capital investment appraisal techniques to analyze the financial information available for the two projects.
(a) Calculate the payback period for each project					       (4 marks)
(b) Calculate the discounted payback period for each project and the net present value for each project using a discount factor of 8%						     (16 marks)

QUESTION THREE
a) Define financial risk and evaluate the relationship between risk and return	       (4 marks)
b) Analyse FOUR types of Financial risks					       (8 marks)
c) An investor, John, is considering investing in one of two potential portfolios, A or B. Each portfolio consists of four stocks. Given the risk-free rate and the expected market return, he wants to calculate the expected return of each portfolio using the CAPM and decide which portfolio to invest in based on this information
	
	Stock
	Weight (Portfolio A)
	Weight (Portfolio B)
	Beta

	Aapl
	40%
	30%
	1.2

	Googl
	20%
	30%
	0.9

	Amzn
	20%
	20%
	1.5

	Msft
	20%
	20%
	1.0



i) Calculate the beta for each portfolio using the given weights	       (6 marks)
ii) Advice John on which portfolio he should invest in 		       (2 marks)

QUESTION FOUR
a) Discuss THREE methods of valuation of financial assets			       (6 marks)
b) Evaluate FOUR Stock market ratios that may be used by a prospective investor to make a decision on future returns								       (8 marks)
c) Discuss any THREE functions of the Central Bank				       (6 marks)
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