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NURTURING INNOVATORS

RIARA SCHOOL OF BUSINESS
SEPTEMBER –DECEMBER 2024 TRIMESTER
EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION
EVENING PROGRAMME

RFN 404: GLOBAL FINANCE

7TH 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). 
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.

QUESTION ONE 
(a)	Explain the meaning of the term “cost of capital” and explain why a company should calculate its cost of capital with care.			         (4 marks)

(b)	Identify and briefly explain THREE conditions which have to be satisfied before the use of the weighted average cost of capital (WACC) can be justified.  								        (6 marks)

(c)	Biashara Ltd. has the following capital structure:

	
	Sh.’000’

	Long-term debt
Ordinary share capital
Retained earnings
	3,600
6,500
4,000



The finance manager of Biashara Ltd. has a proposal for a project requiring Sh.45 million.  He has proposed the following method of raising the funds:

· Utilise all the existing retained earnings
· Issue ordinary shares at the current market price.
· Issue 100,000 10% preference shares at the current market price of Sh.100 per share which is the same as the par value.

· Issue 10% debentures at the current market price of Sh.1,000 per debenture.

Additional information:
1. Currently, Biashara Ltd. pays a dividend of Sh.5 per share which is expected to grow at the rate of 6% due to increased returns from the intended project.  Biashara Ltd.’s price/earnings (P/E) ratio and earnings per share (EPS) are 5 and Sh.8 respectively.
2. The ordinary shares would be issued at a floatation cost of 10% based in the market price.
3. The debenture par value is Sh.1,000 per debenture.
4. The corporate tax rate is 30%.

Required:
Biashara Ltd.’s weighted average cost of capital (WACC).        (8 marks)
								
(d Describe THREE ways of managing foreign exchange risk             ( 6 marks)

(e) Explain THREE roles of transfer pricing in cash management        (6 marks)


QUESTION TWO 
In recent years, there has been a trend towards “cross-border” listing of securities of quoted companies.  This has reduced the over-reliance by companies on domestic capital markets.


Required:
(a)	Explain the meaning of “cross-border” listing.			     (3 marks)

(b)	Identify and explain six reasons why companies in your country may seek “cross-border” listing.						     (12 marks)

(c)	Identify five barriers to “cross-border” listing.			    (5 marks)
								



QUESTION THREE
(a)	Explain Any FOUR advantages of Balance of Payment.	  (8 marks)
(b)	Although profit maximization has for a long time been considered as the main goal of a firm, shareholder wealth maximization is gaining acceptance among most companies as the key goal of a firm.
Required  
							
(i) Distinguish between the goals of profit maximization and shareholders 
Wealth maximization                                               	          (6 marks)

(ii) Explain THREE limitations of the goal of profit maximization 	
(6 marks)



QUESTION FOUR 
(a) The increased number of Multi-National and Global firms, it has become necessary for students of finance to study Global Finance. Identify THREE reasons why in your opinion you feel there is need to study Global Finance                                                                           
(6 marks)

(b)	Global Finance is more complex and has a wider scope than Domestic Finance. Required 
              Identify FOUR reasons why this is so.                                          (8 marks)
[bookmark: _GoBack](c)	Describe THREE types of foreign exchange risk                             (6 marks)
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