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Riara School of Business
Nurturing business innovators

JANUARY – APRIL 2025 SEMESTER
EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION (FINANCE OPTION)
DAY PROGRAMME
RFN 303: CORPORATE FINANCE

[bookmark: _GoBack]DATE:	7TH 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) Corporate Finance is concerned with the evaluation of the decisions made by the finance manager. Explain five main decisional roles of the finance manager.	(10 marks)
b) The corporate entity must regularly engage in capital expenditure projects. Evaluate five attributes of such projects. 							(10 marks)
c) ABC Ltd is considering an investment in an office block. The office block is projected to deliver net rental income of KShs. 50 million per year for five years after which ABC Ltd expects to sell off the asset at KShs. 400 million. The cost of capital is 10%. Assume no taxation is applicable.
Required: 
i. Compute the maximum price that ABC Ltd should pay for the office block now.										(5 marks)
ii. Explain the meaning and types of capital rationing			(5 marks)
QUESTION TWO (20 MARKS)
a) Briefly explain the Efficient Market Hypothesis.				(6 marks)
b) A company uses both equity and debt to finance its operations. The company has a 12.5% Corporate Bond with a current market value of KShs. 600 million and 20 million shares with a market price KShs. 20.00 per share outstanding. The cost of equity capital is 15% and the corporation tax rate is 30%.
Required:
i) Explain five factors that determine the optimal capital structure.	(10 marks)
ii) Compute the Weighted Average Cost of Capital for the company.	(4 marks)	
QUESTION THREE (20 MARKS)
a) The management of a firm is responsible for shareholder wealth maximization. However, oftentimes, conflicts of interest hinder the realization of that goal. Explain five ways in which such conflicts of interest may be resolved.				(10 marks)
b) Critically evaluate five strategies that shareholders and management of a firm can take in response to a hostile takeover.						(10 marks)


QUESTION FOUR (20 MARKS)
Kiboko PLC board is considering a dividend policy proposal from management. The directors are uncertain about the effect of their decision about the management’s proposal.
Required: Advise the board on the following matters:
a) The Miller – Modigliani Dividend Irrelevance argument. 			(4 marks)
b) Three ways through which dividends may be paid. 				(6 marks)
c) Five arguments in support of a zero dividend policy.			(10 marks)
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