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RIARA SCHOOL OF BUSINESS
NURTURING INNOVATORS

JANUARY – APRIL 2025 SEMESTER EXAMINATIONS 
EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION 

DAY PROGRAMME

RFN 201: PRINCIPLES OF FINANCE

[bookmark: _GoBack]DATE:   11TH 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. 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: COMPULSORY (30 MARKS)
a) Finance is concerned with financial decisions of households and firms. Articulate five financial decisions that firms regularly make.					(10 marks)
b) Explain five benefits of a well-functioning financial system in a modern economy. 													(10 marks)
c) Nyang’au has been in retail business for the last 5 years. While the business has performed well so far, it requires a revamp and repositioning. Advise Nyang’au on five sources of short term capital that he could rely on, to raise funds to revamp the business.	(10 marks)
QUESTION TWO
a) Abdi wants to make a one-time deposit to take care of his daughter’s university education estimated at Kshs. 2,000,000. The daughter will join university 4 years from today. How much should he deposit if the interest rate is 15% per annum?		(5 marks)
b) Financial statements offer a vital mirror for assessing the financial health of a firm. Critically evaluate five users of financial statements highlighting their needs. 												(10 marks)
c) Outline five types of financial instruments.					(5 marks)	
QUESTION THREE 
a) You have been recently hired as a finance analyst at Kufuga PLC. Your first task is to advise management on capital budgeting. Explain five reasons why Kufuga PLC should commit funds in capital expenditures.					(10 marks)
b) Describe five financial intermediaries in the financial system.		(10 marks)
QUESTION FOUR
a) A sole proprietorship is a common form of business organization. Evaluate five reasons why it is preferred by many entrepreneurs. 					(10 marks)
b) The management of Kibanda PLC is evaluating investment in two projects. The two projects are independent and are expected to cost KShs. 10,000,000 each. The cost of capital is 10%. The projected cash flows after tax for each project are as shown below:
	
	Project

	
	Sanya
	Sambaza

	Year
	Cash flows (KShs.)
	Cash flows (KShs.)

	1
	2,000,000
	4,000,000

	2
	2,200,000
	3,000,000

	3
	2,100,000
	4,800,000

	4
	2,240,000
	800,000

	5
	2,760,000
	0



Required:
i) Distinguish between independent and mutually exclusive projects.	(4 marks)
ii) Compute the NPV for each project and advise the management of Kibanda on which project it should implement on a priority basis.				(6 marks)
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