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Riara School of Business
Nurturing business innovators
SEPTEMBER DECEMBER 2024 TRIMESTER EXAMINATIONS 
DAY PROGRAMME
[bookmark: _Toc306263693]EXAMINATION FOR DIPLOMA IN BUSINESS ADMINISTRATION/DBIT/DBRSM
RBM 024: FUNDAMENTALS OF FINANCIAL MANAGEMENT

DATE:	10TH 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: COMPULSORY (30 MARKS)
a) XYZ plc has an opportunity to invest in one of two machines with the following benefits: 

	
	Machine A
	Machine B

	
	Sh. 
	Sh. 

	Initial expenditure
	3,850,000
	3,850,000

	Estimated future cash flows:
	
	

	Year 1
	1,350,000
	1,600,000

	Year 2
	1,350,000
	           1,600,000

	Year 3
	1,050,000
	1,050,000

	Year 4
	150,000
	1,050,000

	Year 5
	150,000
	200,000



At the end of the five years the expected scrap value for machine A is sh. 250,000 and sh. 170,000 for machine B. It is company policy to charge depreciation on a straight-line basis. The company has estimated that their cost of capital is 14%.
Required:
a) Calculate Net Present value for each machine 			(6 marks)
b) Calculate payback period for each machine 			(6 marks)
c) Calculate the accounting rate of return for each machine 	(4 marks)
d) Explain which the machines you would recommend for acceptance under 
each method 					              	(2 marks)

b) Explain FIVE factors that should be taken into account when deciding on the appropriate mix of long-term and short-term borrowing to finance a business                 (10marks)	

c) Explain the difference between financial management and financial accounting 

										 (2 marks)
QUESTION TWO
a) Explain FIVE factors that influence dividend policy	                                   (10 marks)
b) Explain FOUR agency problems that may arise between management and shareholders in a corporation like Safaricom Ltd. For each problem, suggest one effective mitigation measure 									(10 marks)



QUESTION THREE
a) [bookmark: _Hlk105943304]Discuss FOUR similarities between preference shares and debt as sources of capital for an organization	    							(8 marks)

b) [bookmark: _Hlk180500344]XYZ Plc. Has the following sources of long-term capital:

1. 22 million Kshs.1 Ordinary Shares with a market value of Kshs3.62 per share.  A dividend of Kshs. 0.354 per share has just been paid and are expected to grow at 6% per annum. 

2. 2 million irredeemable Kshs.1 Preference Shares with a market value of 0.86.  The annual dividend is Kshs.0.048 per share.

3. Kshs.30 million of irredeemable Debenture Stock with a market value of Kshs.80 for each Kshs100 nominal value with an annual interest rate of 7%. Current corporation tax is 30% 
Required:

i. Calculate the cost of capital for ordinary shares, preference shares and the debentures
(6 marks)
ii. Calculate the Weighted Average Cost of Capital from the above information
(3 marks)
c) Explain THREE reasons for time preference for money		                   (3 marks)

QUESTION FOUR 
						      
a) Evaluate FOUR areas of decisions faced by a finance manager in an organization 
										     (10 marks) 
b) Explain the importance of the following financial ratios used in analyzing financial performance of a company 
										    (5 marks)
i. Profitability ratios
ii. Liquidity ratios
iii. Efficiency ratios/Activity ratios
iv. Solvency ratios
v. Investment ratios 
c) Using the following financial data for ABC Inc., 

[bookmark: _GoBack]Financial Data:
1. Sales Revenue: shs. 500,000
2. Cost of Goods Sold: shs. 300,000
3. Net Income: shs. 50,000
4. Current Assets: shs. 200,000
5. Current Liabilities: shs. 100,000
6. Quick Assets (excluding inventory): shs. 120,000
7. Opening  Inventory: shs. 40,000
8. Closing inventory: shs.    40000
9. Average Accounts Receivable: shs. 60,000
10. Total Liabilities: shs. 300,000
11. Total Equity: shs. 200,000
12. Interest Expense: shs. 20,000
calculate the following ratios:
i. Gross profit Margin                                                                   ( 1 mark)
ii. Current ratio 							   ( 1 mark)
iii. Quick ratio   							   ( 1mark)
iv. Inventory turnover in days                   			  ( 1 mark)
v. Debt to equity ratio 						 ( 1 mark)
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