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. No cell phones are allowed in the examination venue.

INSTRUCTIONS TO CANDIDATES:

. Use of silent, non-programmable calculators is allowed
. Answer all questions Section A and in Section B.

. Begin each question on a new page.

. The number of marks for each question or part question is shown in brackets ( )

. Show all workings, where applicable.
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SECTION A: ANSWER ALL QUESTIONS
Read the following case study and answer questions that follow:

Whether the companies choose shareholders’ funds or borrowed funds or a
combination of both, each type of fund carries a cost. Canz Investments acknowledged
that computation of cost of capital enables it to have efficient financial management.
The company shifted its focus from profit maximisation to wealth maximisation. Canz
Investments pays a dividend off ZiG$ 8.32 per share and the growth rate in dividend
is expected to be 5% and the current market price for its share is ZiG$ 21.47. The
company enjoyed strong performance and this has resulted in the earnings per share
being pegged at ZiG$ 4.51. Apart from using equity, Canz Investments issued US$
144 000 debenture at 8.7 % premium, with a 12% interest. The company as well as
its shareholders are in a 25% tax bracket as contained in the Zimbabwe 2024 National
Budget Statement. The shareholders expect the strong financial performance to
persist and they face a 2.4% brokerage cost when they want to invest their dividends
in alternative assets. The company prefers the dividend approach in calculating the

cost of retained earnings.
QUESTION 1

a) Critique the use of wealth maximisation objective being pursued by Canz

Investments. (9 marks)

b) Based on the earnings per share and dividend plus growth approaches, compute

the cost of equity capital for Canz Investments. (4 marks)
c) Compute the cost of debt capital for Canz Investments. (6 marks)

d) Compute the cost of retained earnings for Canz Investments based on the dividend

approach. (6 marks)

Total marks [25 marks]
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SECTION B: ANSWER ALL QUESTIONS
QUESTION 2

a) Critique the use of recognition and matching principles used in the preparation of

income statements. (12 marks)

b) Madyenyoka is an investor who wants to determine the best investment asset he
can purchase. The Treasury Bill rate is 5.29% and the market return is 11.87%. The
following information is given for a set of asset:

Asset Beta

A 1.06

' B 0.93
C 1.2

D 0.86

Appraise Madyenyoka on the best asset to purchase based on the expected value.
(9 marks)

c) Distinguish between risk and uncertainty as used in capital budget risk analysis.

(4 marks)
Total marks [25 marks]
QUESTION 3
a) Study information below for the investment undertaken by Jongwe Club.
Year Expected cash flow ($) Certainty Equivalent
coefficient

1 1200 0000 0.48

2 1745 0800 U 74

8 2119 000 0.88

4 2 596 520 0.74
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The initial investment proposal is $3 095 000, the cost of capital is 8.25% and risk free

rate is 4.6%. lluustrate the net present value of the investment using the certainty

equivalent technique. (6 marks)

b) Evaluate the conditions under which managers might be prepared to provide

projected financial information to those outside the business. (12 marks)

c) Amandla United has total assets of $14 933 424, current liabilities of $4 442 187
and non-current liabilities of $7 5400 118. Calculate the equity for Amandla United.

(3 marks)

d) Anp organisation has an opportunity to invest $174 320 now in return for $95 760 in
year one and $99 780 in year two. If the cost of capital is 6.75%, illustrate the NPV of

this investment. (4 marks)
Total marks [25 marks]
QUESTION 4

a) Evaluate the effectiveness of each the three working capital approaches or policies

that can be implemented by modern firms. (12 marks)

b) Calculate the future value of investment of $108 523, after 3 years, if interest per

year is 11.3%. (4 marks)

¢) Sponono United sold a player to Makushata F.C for ZiG $2 398 453, which will be
received after three years, earning an interest of 9.76%. Calculate the value of the

payment now. (4 marks)

d) Chazunguza F.C has invested $212 400 for 4 years in a unit trusts account that
pays annual interest of 6.8%, compounded semi-annually. Calculate the value of

Chazunguza F.C investment at the end of 4 years. (5 marks)

Total marks [25 marks]

END OF EXAMINATION PAPER.
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FORMULAS
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NP = Amnt of D — D Acq fees + Prem — Disc K, =
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RADR = Rs + R,
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Op = O x Wy
RP= (Rm - Rf)
NCA+CA=NCL+CL+E

Total CF = CF from operating activities + CF from investing activities + CF from financing activities

; CA
Current ratio= oy

CA+CE

Cash ratio=
CL

. : TD
Debt- equity ratio= —
TE

EBIT

Int

Interest cover ratio =

365 days

Days' sales in inventory =
y y mvT/0O

4

. 5
Receivables turnover = —

TA
NI
ROA= —
TA
E
EPS = - ——
Ordinary shares in issue
EG
BEP =
Cont

E(R;)) =Rf + B (R, — Ry)
TA= L+ FE
NWC =CA—CL

. . ; CA-I
Acid/quick test ratio= c.r,m
; TA-TE
Total debt ratio=
TA
: ot TA
Equity multiplier= o
: COGS

Inventory turnover =
Inv

5 S5
Receivables turnover = e

. ; NI
Profit margin = =

NI
ROE) = ——
. _ pricepershare
P/E ratio = e o
Cont=SP - VC

Dividends announced during the period

Dividends per share =

Number of shares in issue

Value of target firm = Market thare price * number of outstanding shares
Value of target firm = Total assets — total liabilities

o [20 PM

Page 6 of 6



