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SECTION A: ANSWER ALL QUESTIONS [25 MARKS]
Read the case study below and answer the questions that follow.

Wanga Enterprises uses three sources of capital and these are debt, equity and
retained earnings. The company has been enjoying good fortunes and its share price
is now at ZiG$5.43. The firm paid a dividend of ZiG$0.84 to its shareholders and the
dividend is expected to grow by 1.32%. The shareholders have been investing their
dividends in other investments and incurring a 1.79% brokerage costs and facing
23.38% tax. The firm issued a ZIG$320 125 debenture at 16.32% interest with a
discount rate of 9.7%. The company uses the dividend plus growth approach to

computé its cost of equity.
Required:

a) Evaluate the key features of debt capital that distinguishes it from equity capital.
[9 marks]

b) Determine the cost of equity capital using the dividend plus growth approach.

[5 marks]
c) Calculate the cost of debt capital which Wanga Enterprises face. [5 marks]
c) Calculate the cost of retained earnings for Wanga Enterprises. [6 marks]

&

SECTION B: ANSWER ALL QUESTIONS [75 MARKS]
QUESTION 1

a) An enterprise is investing $14 080 000 in a football project. The risk-free rate of
return is 9.33%. Risk premium expected by the Management is 11.23%. Calculate the

risk adjusted discount rate. [3 marks]

b) Management at Ingwe Farms expect a risk premium of 9.1% and the treasury bill

rate is 4.35%. The cashflows of the project undertaken by the firm are given below.
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Year 1 Year 2 Year 3
Cash flows ($) | Probability cas';;)’ws Probability | Cash flows ($) | Probability
1977 .31 4000 0.42 6 400 0.44
3239 0.32 5020 0.18 5 350 0.06
7 142 0.21 1335 0.11 8 250 0.29
4 800 0.16 11 970 0.29 6 630 0.21
The discount rate is 10.27%.
i) Calculate the risk adjusted discount rate for the project. [3 marks]

i) Calculate the net present value of the project using the discount rate and
appraise on its viability to management at Ingwe Farms. [5 marks]
iii)  Calculate the net present value of the project using the discount rate and

appraise on its attractiveness to management at Ingwe Farms. [5 marks]

b) Evaluate the differences between systematic and unsystematic risk using diagrams

and examples. [9 marks]

QUESTION 2 ¢

a) Evaluate the strengths and weaknesses of Modigliani and Miller theory used in the

determination of capital structure [13 marks]

b) With aid of examples, critically evaluate the factors that affect working capital of

an organisation of your choice. [12 marks]

QUESTION 3

a) Chingwa United firm pays $21 888 per month in fixed costs and also pay $15.29

per unit to produce its sanitary products.

i) Determine the total cost of producing 1589 units of sanitary products you

produce 1000 units? [4 marks]
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i) Compute the total variable costs if the total costs are $35 995.  [4 marks]

B) The manager at Allan Zhizha Co. has been presented with the following

information:
Selling price $42.71
Fixed costs $36 897
Variable costs per unit $25.63
Calculate the break-even in units and sales value. [7 marks]

c¢) Assume that there is deflation in Zimbabwe and the selling price and variable cost
decrease. The selling price per unit decreases by 7.48% and variable costs per unit

decrease by 5.46%. Calculate the Break-even units and sales value. [10 marks]
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ONNEA + CA = NCL+CL+E

/

E(R)) = Rf + B (Ryy — Rp)
A —FELEEEi
NWC =CA - CL

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

4 CA
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E
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TA-TE
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Total debt ratio=
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Inv
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g S
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B
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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

¢

END OF EXAMINATION PAPER.

Page 6 of 6




