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                                               NURTURING INNOVATORS

                                           RIARA SCHOOL OF BUSINESS
                                       JANUARY – APRIL  2026 TRIMESTER 
                        EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION
                                              EVENING PROGRAMME

   RBFI 7423         :             CASES OF CORPORATE FINANCE            
APRIL   2026		                    TIME: 2 HOURS

GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 
This is a closed book examination. Textbook/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 the answer booklet(s). 
1. Marks allocated to each question are shown at the end of the question. 
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 them. 
1. Write your answers in paragraph form unless stated otherwise.
1. Keep your phone(s) SWITCHED OFF at the front of the examination room.
1. 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.
1. You are only allowed to leave the examination room 30minutes to the end of the Examination.

QUESTION ONE

(a)	The following information represents the financial position and financial results of AMETEX Limited for the year ended 31 December 2025.

	AMETEX Limited
 Income Statement for the year ended 31 December 2025

	
	      Sh.”000”
	            Sh.”000”

	Sales – Cash
          - Credit

Less: cost of sales
Opening stock
Purchases

Less: closing stock
Gross profit
Less expenses:
Depreciation
Directors’ emoluments
General expenses
Interest on loan

Net profit before tax
Corporation tax at 30%
Net profit after tax
Preference dividend
Ordinary dividend
Retained profit for the year
	



210,000
660,000
870,000
(150,000)


13,100
15,000
20,900
  4,000




4,800
10,000
	300,000
600,000
900,000




720,000
180,000





(53,000)
127,000
(38,100)
88,900

14,800
74,100



	AMETEX Limited
Balance Sheet as at 31 December 2025

	
	Sh.”000”
	Sh.”000”
	        Sh.”000”

	Fixed Assets
Current Assets:
     Stocks
     Debtors
     Cash

Current Liabilities:
     Trade creditors
     Corporation tax payable
     Proposed dividend

	

150,000
35,900
  20,000


60,000
63,500
14,800
	



205,900




138,300
	213,900








  67,600
281,500


	Financed by:
Ordinary share capital (Sh.10 par value)
8% preference share capital
Revenue reserves
10% bank loan
	



	
100,000
60,000
81,500
  40,000
	



______
281,500



	Additional information:
	1.	The company’s ordinary shares are selling at Sh.20 in the stock market.
	2.	The company has a constant dividend payout of 10%.


	Required:
	Determine the following financial ratios:
(i) Acid test ratio.							(2 marks)
(ii) Return on total capital employed				(2 marks)
(iii) Price earnings ratio.						(2 marks)
(iv) Interest coverage ratio						(2 marks)
(v) Total assets turnover						(2 marks)

(b)	Determine the working capital cycle for the company.	            (4 marks)

(c)         The Directors of AMETEX Limited are of the opinion that the assets of the
              Company is undervalued. Describe FOUR reasons which can make the company 
              Value its assets                                                                                    (8 marks)       

        
d)            During the last years Annual General Meeting one of the Shareholders of the company
               complained that the dividend paid by the company of Kshs 0.30 cents per share 
               is below the average industry payment Kshs 0.55 cents per share. Enumerate 
               FOUR factors the company needs to consider when paying dividends (8 marks)                         
	


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

	                                         
(b)	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:

· Utilize 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)            (10 marks)
								




QUESTION THREE
(a)	Explain the THREE main forms of agency relationship in a firm.	       (6 marks)

(b)	(i)	Define the term Financial Intermediation?			        (3 marks)
	(ii)	Identify any FIVE services that financial intermediaries provide. (5 marks)

(c)	Differentiate between an “Operating Lease” and a “Finance Lease”?          (6 marks)



								

	
	

	
	


QUESTION FOUR
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.		                     (2 marks)

b) Evaluate FIVE reasons why companies in your country may seek “cross-border” listing.						                                                        (10 marks)

 c)      Describe FOUR factors that should be taken into account by a firm in making the choice between financing by short-term and long-term sources.	                      (8 marks)
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