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CERTIFIED PUBLIC ACCOUNTANT
ADVANCED LEVEL 2 EXAMINATIONS
A2.1: STRATEGIC CORPORATE FINANCE
DATE: WEDNEDAY 27, AUGUST 2025

l.

INSTRUCTIONS:

Time Allowed: 3 hours 45 minutes (15 minutes reading and
3 hours 30 minutes writing).
This examination has Two sections; A & B.

. Section A has One Compulsory Question while Section B

has Three Optional questions to choose any Two.

. In summary attempt three questions.
. Marks allocated to each question are shown at the end of

the question.

. The question paper should not be taken out of the

examination room.

A2.1 Page 1 of 16



SECTION A

QUESTION ONE

a) Kiruhura & Brothers Investment Ltd, a well-known publicly listed manufacturing
company, specializes in the production and marketing of high-quality residential standby
(backup) multi-fuel electricity generators powered by liquid propane or natural gas.

Kiruhura & Brothers Investment Ltd: Strategic review amid business downturn

In recent times, the company has experienced a downturn in both its operations and overall
business performance. In response, an extraordinary board meeting was convened to assess the
situation and explore potential strategies for a business turnaround.

One of the key topics discussed during the meeting was the adoption of acquisition growth
strategies. After thorough deliberation, the board resolved to engage a financial consultant. The
consultant’s mandate will be to identify suitable acquisition targets, estimate their market value,
and conduct a comprehensive assessment of their financial health and viability.

This move is aimed at revitalizing the company’s operations, enhancing profitability, and
positioning Kiruhura & Brothers Investment Ltd for sustainable long-term growth.

Potential acquisition of Maranyundo Ltd

As part of its growth strategy, Kiruhura & Brothers Investment Ltd is considering the
acquisition of Maranyundo Ltd, a privately-owned company operating in the same sector.
Maranyundo Ltd specializes in the design and development of residential standby (backup)
multi-fuel electricity generators powered by liquid propane or natural gas.

Maranyundo Ltd is a rapidly growing company and is widely regarded as a market leader in
the sector. Its strong position is attributed to a high volume of awarded tenders, advanced
technological capabilities, and significant investment in research and development.

The Board of Directors at Kiruhura & Brothers Investment Ltd has identified Maranyundo Ltd
as an attractive acquisition target. The proposed acquisition is expected to not only enhance
production capacity and increase market share but also deliver cost efficiencies in the
foreseeable future.

To support the valuation of Maranyundo Ltd, the following financial projections have been
provided for the next Four years following the merger.
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Maranyundo Ltd Projected Cashflows, Production and Sales of four years ending 31%
December

Description Year 1 Year 2 Year 3 Year 4
Production and sales-Units 70,000 72,500 47,800 78,400
Selling Price per unit-FRW 14,500

Other financial data

FRW'000 FRW'000 FRW'000 FRW'000

Selling and distribution expenses 10,050 10,260 10,510 10,740
Administration expenses 73,500 80,182 130,370 124,057
Depreciation and Amortization 22,000 22,000 22,000 22,000
Interests Expenses 1,000 1,200 1,300 1,500
Total 106,550 113,642 164,180 158,297

The following additional information should also be considered:

1. Selling price per unit is expected to grow at a rate of 5% in year 2, 3% in year 3, and 5%
per year in year 4,

2. Cost of sales are expected to be 76% of total annual sales per annum,

3. Both companies operate in a 30% tax rate on operating profit and they are paid in the year
in which profit arises,

4. Maranyundo Ltd expects the annual investment in capital expenditures of FRW 40 million
per annum,

5. Maranyundo Ltd will need the investment in working capital of 10% of annual total sales.

6. After the fouth year the cashflows available to Kiruhura & Brothers Investment Ltd from
Maranyundo Ltd is expected to grow by 4% per annum in perpetuity,

7. Maranyundo Ltd has long term debts with book and market value of FRW 300 million
and FRW 360 million respectively in issue. It has no other debts.

8. Kiruhura & Brothers Investment Ltd believes that a weighted average cost of capital
(WACC) from the following financial data would reflect the risk of the cashflows
associated with the acquisition of Maranyundo Ltd. In its capital structure, Kiruhura &
Brothers Investment Ltd has the following sources of finance:

e 7%, 2 million loan notes currently trading at FRW 95.45 each which will be redeemed at
premium of 10% in 6 years ‘time with nominal Value of FRW 100. The company also has
5% irredeemable debts totalling FRW 200 million with nominal and market value of FRW
100 and FRW 115 respectively each in issue.

¢ In addition to this, the company has currently FRW 300 million of 10% bank loan in ABX
commercial bank.

e Kiruhura & Brothers Investment Ltd has currently 3 million shares in issue whose nominal
and market values are FRW 100 and FRW 150 respectively.

e Recently, the government has issued its 10 years treasury bills at a rate of 5% while the
market risk premium was 6%. Kiruhura & Brothers Investment Ltd related business and
financial risk can be estimated with a beta of 1.69.
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In addition to the financial projections provided, Maranyundo Ltd should also be valued using
the Price-to-Earnings (P/E) ratio method. For this purpose, Muhima Ltd, a publicly listed
company operating in the same sector, with a similar size and capital structure has been selected
as a suitable proxy. Muhima Ltd currently has a market price per share of FRW 1,680 and
earnings per share (EPS) of FRW 134.4, providing a relevant benchmark for the valuation.

Presented below are selected extracts from Maranyundo Ltd’s annual financial statements,
which will support its valuation analysis.

Statement of Profit or loss for the year ended 31° December 2024

Description FRW'000
Sales revenues 256,000
Cost of sales 179,200
Gross Profit 76,800
Administrative expenses 24,000
Selling and Distribution expenses 12,850
Earnings Before Interests and Tax 39,950
Finance costs 6,000
Earnings Before Tax 33,950
Taxation @ 30% 10,185
Earnings After Tax 23,765
Statement of Financial Position as at 31%* December 2024
Description FRW'000
Assets
Non-Current Assets
Property, Plant and Equipment 700,650
Intangible Assets 460,000
Investment Property 240,000
Total Non-Current Assets 1,400,650
Current Assets
Inventory 365,000
Accounts Receivable 85,600
Cash and Cash Equivalent 68,700
Total Current Assets 519,300
Total Assets 1,919,950
Equity & Liabilities
Equity
Share capital (Nominal value: FRW 185) 583,550
Share Premium 210,000
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Revaluation Surplus 138,900
Retained Earnings 489,500
Total Equity 1,421,950
Liabilities

Non-Current Liabilities 300,000
Current Liabilities 198,000
Total Liabilities 498,000
Total Equity and Liabilities 1,919,950

Note: The market value of equity is FRW 725,000,000
Required:

i) Write a briefing paper for management making an evaluation of Maranyundo Ltd
valuation using Discounted Cashflow and Price Earning (P/E) Ratio Methods.

(27 marks)

ii) Using Altman model for predicting bankruptcy, determine the Z-score index for
Maranyundo Ltd and comment on likelihood of its potential failure. (6 Marks)

iii) Considering the fact that a negotiated merger failed, advise shareholders of Kiruhura
& Brothers Investment Ltd on what to do to ensure the successful acquisition of the
target. (5 Marks)

b) Amahoro Corporation recently underwent a comprehensive organizational and financial
assessment revealing deep-rooted structural and operational weaknesses. At the core, the
company is led by a highly autocratic Chief Executive Officer who also serves as the Chairman
of the Board. A dual role that has resulted in unchecked executive authority. The board of
directors remains largely passive, providing minimal oversight or challenge to leadership
decisions.

The company suffers from a critical imbalance in managerial skill sets. While it boasts a highly
competent and experienced Finance Director, other key functions namely legal, marketing, and
general operations lack depth and expertise. Furthermore, the organization lacks “management
in depth,” meaning succession planning and operational redundancy are virtually nonexistent.
While the company demonstrates some effort to respond to market and internal changes, these
efforts are reactive rather than strategic.

A major red flag identified was the lack of a formal budgetary control system. Individual
departments create their own budgets with no overarching coordination, variance analysis, or
accountability review. Notably, the company has not conducted comprehensive budget reviews
for five years. Product costing errors both over and under-costing were detected, exacerbated
by the absence of a functional Management Information System (MIS) to support cost
accounting and operational decision-making. Despite these issues, the company prepares the
cashflow plans which are approved by senior management.
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Financially, Amahoro Corporation is under severe strain. It carries a high gearing ratio due to
a FRW 2 billion loan from QBF Commercial Bank, used to fund large-scale projects with
positive Net Present Value (NPV). Despite this, liquidity indicators such as the current and
quick ratios are critically low. Sales have grown substantially since the last fiscal year, but this
growth was entirely financed through working capital, further straining cash reserves.

Since May 2024, the company has faced a series of distress signals:

e Frozen management salaries
e Delayed capital expenditure
e Declining market share

e Rising employee turnover

The company has optimistic statements which have been made to the public and figures are
altered by making inventory valued higher and depreciation lower to boost the profitability.

These symptoms have become so pronounced that even external observers now recognize the
company’s struggles. Operational costs can no longer be reliably covered, placing the company
at a high risk of insolvency if corrective action is not urgently taken.
Amahoro Corporation faces a governance and financial crisis. During the assessment no
material findings of any misstatements in the financial statements.

Required:

As a financial consultant, prepare a report to be presented to the next board meeting including
the following:

Using Argenti (A) Score Model, analyse the financial and non-financial performance of
Amahoro Corporation. (12 Marks)
(Total: 50 Marks)
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SECTION B

QUESTION TWO

a) Kimihurura Ltd Co. intends to raise FRW17 million through a rights issue, offering new
shares at FRW 680 each on a 1-for-8 basis. The subscription price of FRW 680 per share
represents a discount compared to the current market price of FRW850, making it an attractive
opportunity for shareholders to increase their stake at a lower cost. This capital-raising
initiative aims to strengthen the company’s financial position while ensuring fairness to current
investors by giving them priority in the share offering.

The capital structure of Kimihurura Itd Co is as follows:

Equity

Ordinary shares (FRW Inominal) 200,000 Shares
Reserves FRW 75 million
Non-current liabilities

15% Loan notes FRW 47 million

Additional information:

e The net cash raised by the rights issue will be used to redeem part of the loan note issue.
Each loan note has a nominal value of FRW100 and an ex-interest market value of
FRW104.

e Kimihurura Ltd Co to redeem the loan notes at a par but will pay higher charge on the
remain part of the loan

e Current price/earnings ratio is NOT expected to change

e The earnings per share of Kimihurura Ltd Co is currently FRW42 per share

e Total earnings were FRW 8.4 million for the year.

e The company pays corporation tax of 30% per year.

Required:

Evaluate the effect on the wealth of the Kimihurura ltd Co’s shareholders of using the
net rights issue funds to redeem the loan notes. (8 Marks)

b) The investment literature has observed that financial management is concerned with
investment decisions, dividend decisions and financing decisions. More academics and
practitioners have claimed that only investment decisions are the most important of the three.
ICPAR Organized a seminar and invited Martha Karangwa who is an investment specialist in
one of the leading investment banks in Rwanda to speak about investment decisions. The
following examples have been highlighted by Martha in Power Point Presentation (PPT) to
participant:

1. Let us use Wilson Chemical Company, a manufacturer of specialty chemicals used in
industrial manufacturing and increasingly in technology applications. Wilson Chemical is
considering whether to recommend a special dividend of FRW70 million or a repurchase of 2
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million shares of Wilson common stock in the open market. Wilson has a long-term record of
gradually increasing earnings and dividends. Wilson’s board of directors has also approved
capital spending of FRW15 million to be entirely funded out according to the target capital
structure.

Wilson Chemical Company Financial Information:

Book value of equity FRW 50 million
Shares outstanding 25million

Current share price FRW35

After-tax cost of borrowing 7%

Net Estimated full year earnings FRW25 million

Last year’s dividends FRW9 million

Target capital Expenditure (market value) 35% debt, 65% equity

2. TABARO Peter is a financial adviser to an investment firm. He is currently reviewing the
equity portfolio of a client and is considering adding new investment to it as the client has
indicated a preference for more income-producing investments. With this in mind, Peter takes
a closer look at Beta Company, a chain of Rwandan boutiques that has recently registered
unusually high sales, resulting in large increases in the company’s cash balance. Beta
Company’s current stock price is FRW47, Exhibit 2 shows EPS and DPS for the preceding
four years.

Beta Company Earnings and Dividend History

2018 2019 2020 20121
EPS FRWS80 FRWS2 FRW85 FRW86
DPS FRW?20 FRW22 FRW22 FRW22

3. RUBAVU Ltd is a company that produces both soft and hard drinks since 1988. The
company has recorded steady growth over the past years. The board of directors has approved
the new strategic plan of 10 years where it will grow in segments to achieve the targeted market
share.

The CFO of RUBAVU Ltd has been invited to speak about the new strategic plan of RUBAVU
Ltd at CNBC Africa. The interviewer at CN Africa asked the CFO whether RUBAVU Ltd will
take advantage of the “Global Financial Integration” in terms of capital raising to finance
Future expansion plans.

Martha Karangwa who is a guest speaker has asked participants the following questions. You
are one of the participants to answer the following questions:
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Required:

i) With reference to the Residual theory principle, calculate the dividend amount and
Dividend payout ratio for Wilson Chemical Company. (5 Marks)

ii) Advise the dividend policy applied by Beta company and discuss THREE (3) reasons
to justify your answer. (6 Marks)
Hint: Refer to residual, constant dividend payout ratio policy or stable dividend policies.

iii) State FOUR (4) advantages of global Finance integration in capital raising that the
Chief Finance Officer (CFO) is likely to provide. (6 Marks)

(Total: 25 Marks)
QUESTION THREE

a) Irembo Co (IC) is a Rwandan listed company that imports pharmaceutical lab devices from
Tanzania. The company’s operating currency is Rwandan Francs (FRW) and has ordered
supplies worth 30 million Tanzanian shillings. The devices will be delivered in the next three
months and IC has agreed to pay for the devices after they have been delivered. IC has
negotiated payment with its Tanzanian suppliers in three months’ time. IC has entered into an
agreement with its bank to borrow at 3.0% above the base rate and invest surplus funds at
0.35% below the base rate in both Rwanda and Tanzania.

Current base rates

Tanzania 17.0%

Rwanda 15.5%

Current exchange rates Tshs/FRW

Spot 2.1515-2.1525

3 months forward 2.1465 - 2.1485
Required:

i) Using your calculations, evaluate THREE (3) ways in which IC might take action to
hedge against foreign exchange exposure. (9 Marks)

ii) Discuss how foreign currency risks can be hedged against using financial futures
market and foreign currency options. (4 Marks)

iii) Briefly explain with example what is meant by “currency swaps” to the management
of IC. (2 Marks)

iv) Identify and explain to the Directors FIVE key financial risks facing IC from
information provided above. (5 Marks)
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b) IC also has the following foreign currency receivables and payables due in three months:

Currency Receivables Payables
USD 500,000 350,000
Ksh 25 million 18 million
EUR 400,000 550,000

The FRW Exchange rates (per 1 unit of foreign currency) was tabulated below:

Currency = Spot Rate (FRW) 3-Month Forward Rate (FRW)
USD 1,181 1,190
Ksh 8.65 8.95
EUR 1,285 1,300
Required:

Use netting to determine the overall net inflow or outflow in Rwandan Francs (FRW)
using the 3-month forward rates. (5 Marks)
(Total: 25 Marks)

QUESTION FOUR

Mataba Investment Co (MIC) Ltd, a brewery operating in Rwanda since 2000, has not replaced
its production machines since its establishment. As a result, the company has experienced
slower production processes and frequent disruptions.

In a recent management meeting, the decision was made to explore the possibility of leasing
new machines, as purchasing them outright has become prohibitively expensive in the current
market. Additionally, management requested the financial controller to assess the appropriate
replacement cycle for the production machines in order to prevent future production shutdowns
caused by aging equipment.

The financial controller has gathered all the necessary information to inform the decision-
making process for both the leasing option and the replacement cycle.

Lease or Buy Decision,

MIC Ltd is considering an investment in new equipment that will reduce operating costs
through the reduction of electricity and ensure energy efficiency as well as environmental
conservation through the reduction of air pollution. The new equipment will require an initial
investment of FRW 100 million and have a five-year life, at the end of which it will have a
scrap value equivalent to FRW 20 million. A professional licensing fee in regards to the use of
the new acquired equipment of FRW 22 million is payable at the end of the first year and is a
tax allowable expense. This license fee will increase by 5% per year in each subsequent year.
The new equipment is expected to reduce operating costs by FRW 580 per unit in real terms.
This reduction in operating costs is before taking account of expected inflation of 5% per year.
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Forecast production volumes over the life of the new technology are expected to be 60,000
units in year 1; 75,000 units in year 2; 95,000 units in year 3 ; 80,000 units in year 4 and 80,000
units in year 5. Once the new equipment is purchased, the company would finance it through a
five-year bank loan paying an annual before tax rate of 12.85%.

Alternatively, MIC Ltd could lease the new technology. The company would pay five annual
lease rentals of FRW 52 million per year, payable in advance at the start of each year. The
annual lease rentals include the cost of the professional licensing fee.

If MIC Ltd buys the new technology, it can claim tax allowable depreciation on the investment
on a 25% reducing balance method. The company pays taxation one year in arrears at an annual
rate of 30%. MIC Ltd has a before and after-tax weighted average cost of capital of 12% and
8.4% per year respectively.

Asset replacement decision,

MIC Lts is also considering the replacement policy for its industrial size machines, which are
used as part of a production line that makes non-alcoholic (soft) drinks. Given its heavy usage,
each machine has to be replaced as much frequent as possible. The choice is between replacing
the machine every two years or every three years. Only one type of machine is used, each of
which costs FRW 490 million. Maintenance costs and resale values are as follows:

Years Maintenance costs Residual value
FRW’million FRW’million

Year 1 10

Year 2 16 312

Year 3 30 224

Original cost, maintenance costs and resale values are expressed in current prices. It is expected
that maintenance costs will increase at 9% per year and machine replacement cost and resale
values at 5% per year. The money discount rate is 14%.

Required:

a) Based on financing cash flows only, calculate and determine whether MIC Ltd should
lease or buy the new equipment. (13Marks)

b) Using a nominal terms approach, calculate the Net Present Value of buying the new
equipment and advise whether MIC Ltd should undertake the proposed investment.
(5 Marks)

¢) Calculate the preferred replacement policy for the machine in a choice between a two-
year or three-year replacement cycle. (7 Marks)

(Total: 25 Marks)

End of Question Paper
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