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SECTION A 

QUESTION ONE 

a) Turindane Face shield Ltd (TFS) is a local manufacturer producing laboratory consumables, 
and other protective equipment. Due to limited demand, the company has been producing only 
personal protective equipment including face masks for its staff while making solutions and 
laboratory consumables when cleaning up spills of infectious materials. During the Coronavirus 
outbreak, the company faced the more demand of face masks. TFS Ltd is considering a new 
machine “Mask Making Machine’ (MMM) to replace the existing machine currently being used 
in the production process. The new machine requires an investment of FRW 12,000,000. The 
production of MMM is expected to last five years after which the machine will be sold at FRW 
3,000,000. 

 
Masks produced would be sold at FRW 1,200 per box with a variable cost of FRW 480 per box.  
TFS will incur fixed production costs (excluding depreciation) amounting to FRW 1,200,000 per 
annum. The company depreciates the machine using straight-line method. 
 
The number of boxes of facemasks expected to be produced and sold per annum for the next five 
years is indicated in table below: 
Period (Year) Boxes expected to be produced 
1 16,000 
2 14,000 
3 14,000 
4 10,000 
5 6,000 

 
Additional Information: 
1. The Company’s cost of capital is 10% per annum,  
2. The corporate tax rate is 30%. 

 
Required:  
i) Calculate the five-year net present value of TFS Ltd and advise whether the Mask    
  Making Machine should be invested in or not.            (12Marks) 
ii) Briefly explain any TWO types of real options available in capital investments decisions. 
                                                                                                                                            (2 Marks) 
iii) In making investment decisions, cashflows are considered to be more important than    
  accounting profits. Why is this the case?             (3 Marks) 
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b) Kigali Hides and Skins Ltd is a local manufacturer that processes and exports raw hides and 
skins to the entire East African region. The company has been enjoying the market dominance 
until recently when new companies producing similar products entered the market. This 
development has affected the company’s profitability and the stakeholders’ value. In a bid to 
reduce the impact of competition and to increase shareholders’ value, management is planning for 
a replacement cycle of an older machine with a new one to be purchased. This new machine will 
cost FRW 100,000 and the company’s cost of capital is 11%. The operating costs and resale values 
for future years are estimated in table below: 
 
Period Year 0 Year 1 Year 2 Year 3 
Operating Cost 0 120,000 130,000 140,000 
Resale value 0 80,000 65,000 35,000 

 
Required: 

Advise Kigali Hides and Skins Ltd on whether to replace this new machine on a one-year, 
two-year or three-year cycle. NOTE: Please round off your calculations to the nearest whole 
number.                                                                                                                              (8 Marks) 

    (Total: 25 Marks) 
 
QUESTION TWO 

a) In 2020, there was a general global economic recession caused by the COVID-19 pandemic. 
From this recession, individual national economies started the recovery process from the end of 
2020 till now. This process of significantly improving the pace of economic growth is to continue, 
in line with the current forecasts of economic development and possibly also in the following 
years. 
 
However, this process of recovery to be carried out effectively, the government of Rwanda applies 
various anti-crisis, pro-development socio-economic policy instruments, including various fiscal, 
budgetary, and sectoral policy programs. In addition, government of Rwanda also applies 
enterprise development support programs, and public financial aid programs aimed at specific 
types of economic entities, programs supporting the business cycle sectors in the economy, social 
programs to activate consumption, programs to activate entrepreneurship and innovativeness of 
citizens and enterprises.  
The effects of the application of these interventionist programs are different and require 
government to mobilize more funds to finance their implementation.  
 
Required: 

Discuss eight sources of finance for government Rwanda which could help pull the economy 
out of the economic recession caused by the pandemic.                                (8 Marks) 
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b) Kigali Hides and Skins Ltd is a local manufacturer that processes and exports raw hides and 
skins to the entire East African region. The company has been enjoying the market dominance 
until recently when new companies producing similar products entered the market. This 
development has affected the company’s profitability and the stakeholders’ value. In a bid to 
reduce the impact of competition and to increase shareholders’ value, management is planning for 
a replacement cycle of an older machine with a new one to be purchased. This new machine will 
cost FRW 100,000 and the company’s cost of capital is 11%. The operating costs and resale values 
for future years are estimated in table below: 
 
Period Year 0 Year 1 Year 2 Year 3 
Operating Cost 0 120,000 130,000 140,000 
Resale value 0 80,000 65,000 35,000 

 
Required: 

Advise Kigali Hides and Skins Ltd on whether to replace this new machine on a one-year, 
two-year or three-year cycle. NOTE: Please round off your calculations to the nearest whole 
number.                                                                                                                              (8 Marks) 

    (Total: 25 Marks) 
 
QUESTION TWO 

a) In 2020, there was a general global economic recession caused by the COVID-19 pandemic. 
From this recession, individual national economies started the recovery process from the end of 
2020 till now. This process of significantly improving the pace of economic growth is to continue, 
in line with the current forecasts of economic development and possibly also in the following 
years. 
 
However, this process of recovery to be carried out effectively, the government of Rwanda applies 
various anti-crisis, pro-development socio-economic policy instruments, including various fiscal, 
budgetary, and sectoral policy programs. In addition, government of Rwanda also applies 
enterprise development support programs, and public financial aid programs aimed at specific 
types of economic entities, programs supporting the business cycle sectors in the economy, social 
programs to activate consumption, programs to activate entrepreneurship and innovativeness of 
citizens and enterprises.  
The effects of the application of these interventionist programs are different and require 
government to mobilize more funds to finance their implementation.  
 
Required: 

Discuss eight sources of finance for government Rwanda which could help pull the economy 
out of the economic recession caused by the pandemic.                                (8 Marks) 
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b) Refer to venture capitalists and answer the following questions:  

i) Briefly explain the nature of venture capital financing.                    (2 Marks) 
ii) Briefly explain the advantages and disadvantages of venture capital financing. 

(8 Marks) 
iii) List any Two methods of withdrawal by venture capitals.                    (2 Marks) 

                                                                                                                     (Total: 20 Marks) 
 

QUESTION THREE 

a) Distinguish between systematic and unsystematic risk in relation to portfolio theory.                                                                                                                      
(4 Marks) 

b) State any Four limitations of portfolio analysis.                                                    (4 Marks) 
 

c) Ms Kankundiye, the finance manager of URUKALI Ltd has invested 75% of her funds in 
shares of company X and 25% in shares of company Y. The rate of return on the two assets 
under different economic conditions are presented in table 3.1 below: 

State of economy Probability Return on company 
X shares (%) 

Return on company Y 
shares (%) 

Boom 0.2 24 5 
Steady growth 0.6 12 30 
Slump 0.2 0 -5 

          
Required: 
i) Calculate the expected returns on the shares of companies X and Y.                 (1 Mark) 
ii) Compute the standard deviation of the returns on shares of companies X and Y. Note: 

Please round of your answer to two decimal places.                                                (2 Marks) 
iii) Calculate the coefficient of correlation between the returns on shares of companies X 

and Y.                                                                                                                        (2 Marks) 
iv) Calculate the expected portfolio return.                                                                 (1 Mark) 
v) Compute the portfolio risk.                                                                                      (1 Mark) 
                                                                                                                           (Total: 15 Marks) 
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SECTION B 

QUESTION FOUR 

a) The primary objective of working capital management is to avoid over/under investment in 
current assets as a very large amount of funds are blocked in current assets in practical 
circumstances. Management of working capital ensures that sufficient cash is available to meet 
day-to-day cash requirements. Maximisation of profits is another primary objective of working 
capital management. The management of working capital involves managing inventories, 
accounts receivables, accounts payables, and cash. Assume you are the Financial Director of a 
company with a large investment program. 
Required: 
Discuss the conflicts that might arise among the objectives of working capital Management.    

(2 Marks)                                                                                           

b) Tunozisuku Ltd produces a wide range of quality sanitary products ranging from tissue 
products to perfumed laundry bar soap and detergents. It has been selected as the best Made in 
Rwanda selling quality sanitary products. On average, the company has been selling 2,000 units 
of product “Detergents” per month. The purchase price per unit of the product is FRW 200.  The 
cost of placing each order in FRW 5,000 and the carrying cost is 10% of the purchase price. 

Required: 

i) Calculate the Economic Order Quantity (EOQ).                                                  (1 Mark) 
ii) Calculate the total cost of inventory per annum.            (4 Marks) 
iii) Calculate the Total cost of inventory assuming that the company has received a 

discount offer of 1% for purchases of at least 4,500 units per order.                   (4 Marks) 
iv) Using supporting calculations, advise the company on whether to take advantage of 

the discount offer.                                                                                                    (2 Marks) 
 
c) The information in table 4.1 was extracted from the books of Ubumwe Trading Ltd at the end 
of the financial year ended 31 December 2021 and 31 December 2022. 

 Particulars 2021 2022 
  FRW’000’ FRW’000’ 
Stock of raw material                                     20,000            30,000  
Work in progress                                        5,000              9,000  
Finished goods stock                                     25,000            35,000  
Trade debtors                                     70,000            90,000  
Annual sales                                1,000,000       1,100,000  
Cost of production                                   500,000          525,000  
Annual cost of sales                                   600,000          625,000  
Trade creditors                                     55,000            50,000  
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SECTION B 

QUESTION FOUR 

a) The primary objective of working capital management is to avoid over/under investment in 
current assets as a very large amount of funds are blocked in current assets in practical 
circumstances. Management of working capital ensures that sufficient cash is available to meet 
day-to-day cash requirements. Maximisation of profits is another primary objective of working 
capital management. The management of working capital involves managing inventories, 
accounts receivables, accounts payables, and cash. Assume you are the Financial Director of a 
company with a large investment program. 
Required: 
Discuss the conflicts that might arise among the objectives of working capital Management.    

(2 Marks)                                                                                           

b) Tunozisuku Ltd produces a wide range of quality sanitary products ranging from tissue 
products to perfumed laundry bar soap and detergents. It has been selected as the best Made in 
Rwanda selling quality sanitary products. On average, the company has been selling 2,000 units 
of product “Detergents” per month. The purchase price per unit of the product is FRW 200.  The 
cost of placing each order in FRW 5,000 and the carrying cost is 10% of the purchase price. 

Required: 

i) Calculate the Economic Order Quantity (EOQ).                                                  (1 Mark) 
ii) Calculate the total cost of inventory per annum.            (4 Marks) 
iii) Calculate the Total cost of inventory assuming that the company has received a 

discount offer of 1% for purchases of at least 4,500 units per order.                   (4 Marks) 
iv) Using supporting calculations, advise the company on whether to take advantage of 

the discount offer.                                                                                                    (2 Marks) 
 
c) The information in table 4.1 was extracted from the books of Ubumwe Trading Ltd at the end 
of the financial year ended 31 December 2021 and 31 December 2022. 

 Particulars 2021 2022 
  FRW’000’ FRW’000’ 
Stock of raw material                                     20,000            30,000  
Work in progress                                        5,000              9,000  
Finished goods stock                                     25,000            35,000  
Trade debtors                                     70,000            90,000  
Annual sales                                1,000,000       1,100,000  
Cost of production                                   500,000          525,000  
Annual cost of sales                                   600,000          625,000  
Trade creditors                                     55,000            50,000  
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 Particulars 2021 2022 
  FRW’000’ FRW’000’ 
Annual purchase of raw materials                                   350,000          390,000  

QUESTION FIVE  

a) Umuyenzi Ltd is a public limited company located in Nyanza. The company’s management 
intends to understand its value through various valuation methods to gauge whether the company 
is growing or not.  

The company’s last published Statement of Financial Position (SOFP) indicates the following 
information: 

Particulars  Amount FRW’000’ 
Ordinary Shares of FRW 20 each                       100,000  
Reserves                       130,000  
Current liabilities                         80,000  
Total                       310,000   

Assets: 
 

Non-current Assets                       160,000  
Current assets                       150,000  
Total                       310,000  

 
Profit for the last five years 

Period  Amount FRW ‘000’  
Year 1                         18,000  
Year 2                         12,000  
Year 3                         20,000  
Year 4                         16,000  
Year 5                         34,000  

Note: P/E ratio applicable is 12:1. 
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Required: 

i) Compute the value of Umuyenzi Ltd and its share using the Price Earnings Ratio   
       Method.                                                                                                                     (4 Marks) 
ii) Compute Umuyenzi Ltd’s share value using the Asset method of valuation.        (2 Marks) 

b) New Vision Ltd has followed a policy of paying out a gradually increasing dividend per 
share. Table 5.1 below shows New Vision Ltd’s Earning Per Share and Dividend Per share over 
5 Years. 
Year Earnings per share Dividend per share 
 FRW FRW 
2016 114 6 
2017 126    6.5 
2018 147 7 
2019 136     -7.5 
2020 161    8.3 

 
Additional information: 
1. The company has paid dividend for the year. The share is therefore quoted ex-dividend. 
2. Management is considering a change in the financing policy whereby greater financing will 

be provided from internally generated funds. This change is expected to reduce the dividend 
per share to FRW 6 in the 2021. 

3. The growth rate in earnings per share and dividend per share is expected to increase to 14% 
per annum from year 2021. 

4. The company’s shareholders require a minimum return on investment of 16%. 
 
Required: 
i) Discuss any three factors that a company should consider when formulating its dividend 

policy.                                                                                                                          (10 Marks) 
ii) Using the dividend growth model, calculate the market price per share as at 31 

December 2020 prior to the change in the company’s financial policy. NOTE: Round 
your calculations off to the nearest whole number.                                                  (3 Marks) 

iii) Calculate the market price per share as at 31 December 2020 under the new financing 
policy.                                                                                                                        (1 Marks) 

                                                                                                                            (Total: 20 Marks) 
 
 

 
 
 
 

 
Required: 
Calculate the working capital cycle (in days) of Ubumwe Trading Ltd for 2022. Note: 
assume 365 days in a year.                                        (7 Marks)                                                                                                               
               (Total: 20 Marks) 
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Required: 

i) Compute the value of Umuyenzi Ltd and its share using the Price Earnings Ratio   
       Method.                                                                                                                     (4 Marks) 
ii) Compute Umuyenzi Ltd’s share value using the Asset method of valuation.        (2 Marks) 

b) New Vision Ltd has followed a policy of paying out a gradually increasing dividend per 
share. Table 5.1 below shows New Vision Ltd’s Earning Per Share and Dividend Per share over 
5 Years. 
Year Earnings per share Dividend per share 
 FRW FRW 
2016 114 6 
2017 126    6.5 
2018 147 7 
2019 136     -7.5 
2020 161    8.3 

 
Additional information: 
1. The company has paid dividend for the year. The share is therefore quoted ex-dividend. 
2. Management is considering a change in the financing policy whereby greater financing will 

be provided from internally generated funds. This change is expected to reduce the dividend 
per share to FRW 6 in the 2021. 

3. The growth rate in earnings per share and dividend per share is expected to increase to 14% 
per annum from year 2021. 

4. The company’s shareholders require a minimum return on investment of 16%. 
 
Required: 
i) Discuss any three factors that a company should consider when formulating its dividend 

policy.                                                                                                                          (10 Marks) 
ii) Using the dividend growth model, calculate the market price per share as at 31 

December 2020 prior to the change in the company’s financial policy. NOTE: Round 
your calculations off to the nearest whole number.                                                  (3 Marks) 

iii) Calculate the market price per share as at 31 December 2020 under the new financing 
policy.                                                                                                                        (1 Marks) 

                                                                                                                            (Total: 20 Marks) 
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QUESTION SIX 

a) Explain the meaning of the term “cost of capital” and explain why a company should   
     calculate its cost of capital with care.                                                                           (4 Marks) 
b) State key assumptions of cost of capital relevant to a firm's investment decision. (4 Marks) 
c) Explain the effect of the use of debt capital on firm’s weighted average cost of capital.                                                                                                     

(2 Marks) 
d) Millennium investment Ltd wishes to raise funds amounting to FRW 10 million for a project 
in the following manner: FRW 6 million from debt and FRW 4 million from floating new ordinary 
shares. The present capital structure of the company is presented in table below. 

 
Description                                    Amount 
600,000 fully paid ordinary shares                                            FRW 10 each 
Retained earnings                                                FRW 4,000,000 
200,000, 10% preference shares                                                FRW 20 each 
40,000 6% long term debentures                                             FRW 150 each 

 
The current market value of the company’s ordinary shares is FRW 60 per share. The expected 
ordinary share dividend in a year’s time is FRW 2.4 per share. The average growth rate in both 
dividends and earnings has been 10% over the past years and this growth rate is expected to be 
maintained in the foreseeable future. 
 
The company’s long-term debentures currently change hands for FRW 100 each. The 
debentures will mature in 100 years. The preference shares were issued four years ago and still 
change hands at face value. Assume a 30% tax rate. 
 
Required: 

i. Calculate the component cost of ordinary share capital. Note: Round off your answer to 
the nearest two decimal places.                                                                                   (2 Marks) 

ii. Calculate the component cost of debt capital. Note: Round off your answer to the nearest   
two decimal places.                                                                                                      (3 Marks) 

iii. Calculate the component cost of preference share capital.                                    (1 Marks) 
iv. Compute the company’s current weighted average cost of capital. Note: Round off your 

answer to the nearest two decimal places.                                                                  (4 Marks) 
                                                                                                                            (Total: 20 Marks) 
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