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CERTIFIED PUBLIC ACCOUNTANT
INTERMEDIATE LEVEL EXAMINATIONS
11.1: MANAGERIAL FINANCE
DATE: THURSDAY 27, FEBRUARY 2025

INSTRUCTIONS:

1. Time Allowed: 3 hours 15 minutes (15 minutes reading and
3 hours writing).

2. This examination has Two sections; A & B.

3. Section A has Three Compulsory Questions while B has
three questions of which Two should be attempted.

4. In summary attempt Five questions.

5. Show all your workings where necessary

6. Marks allocated to each question are shown at the end of the
question.
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SECTION A

QUESTION ONE

a) Zipline Limited is a start-up company in technology sector and looking to expand its
operations by developing new software product. The company has two options: Obtain loans
from commercial bank or raise equity by selling shares. The founder has decided to raise FRW
2 billion by selling ordinary shares and utilises FRW100 million from retained earnings, this
decision means the ownership is diluted among new shareholders but the company is avoiding
taking on debt. Over the next year, the company will be using equity to expand its product line
resulting to increased revenue and market share.

Required:

Explain two advantages and three disadvantages of using equity as a source of finance
for the company. (5 Marks)

b) Silverback Cargo Freights Ltd is a company based at Remera offering airline transport
services in Rwanda. The company is evaluating a cheaper source of finance to fund its
operation. The credit manager has identified two modes of finance. Option A is equity finance
and option B is 10% debt finance.

The following information relates to the two options and operational results

Details FRW” Million”

Capital required from either source 100

Operating profit 400

Operating cost 10

Taxe rate 30%
Required:

Using the relevant calculations, advise Silverback Cargo Fright Ltd on the best option to
finance its operation (4 Marks)

¢) An investment company based in Kigali is evaluating an investment opportunity requiring
an initial capital outlay of FRW 100 million for a period of five years. The company’s financial
analyst has identified two potential investment options and has gathered the following
information:

Option I:

The company can invest in a debenture issued by Rwanda Housing Corporation, which offers
an annual interest rate of 10%, compounded quarterly.

Option II:

The company can alternatively invest in securities of Old Mutual Fund, which provide an
annual return of 12%, compounded semi-annually.
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Required:

Advise the investment company on the most profitable option to undertake by using the
future value at the end of five years and discuss two other considerations beyond the
future value. (6 Marks)

d) SOLEKTRA Rwanda Ltd a company specializing in renewable energy solution, recently
completed a successful issue of equity financing through new shares attracting new
shareholders.

Discuss five compositions of shareholders that SOLEKTRA will attract in its issuing
new shares (5 Marks)

(Total: 20 Marks)
QUESTION TWO

a) Kigali Car Rental Ltd (KCR) is a car rental company that started its operations in 2018, it
has recorded a good performance and it is well known in car rental services. Among car rental
services offered to a wide range of clients is “Self Drive Service (SDS)” where a given
customer rent a car with the company and drive him/herself.

During the year ended 2023, KCR Ltd’s management presented to the board of directors that
running costs continue to increase resulting from vehicle repair cost and vehicle service cost as
vehicles operating in SDS presented a lot of defects and car mileage increase and caused
changing oil of the vehicle engine which is also costly. The Board of Directors assigned tasks
to the management to go and assess the option of vehicle (assets) replacement policy to be
presented to the next board meeting for approval.

Cars operating under SDS has an estimated life of five years and running costs as well as the
resale value are estimated as follow for a single car:

Details Yearl Year2 Year3 Yeard Year5s
Running Costs 15,000,000 20,000,000 : 25,000,000 @ 30,000,000 35,000,000
Resale Value 35,000,000 32,000,000 | 27,000,000 22,000,000 @ 18,000,000

Vehicle costs FRW50,000,000 and the KCR Ltd’s cost of capital is 10%.

Required:

i) What is equivalent annual cost? (2 Marks)
ii) With proper calculations, prepare a summary presentation to the KCR Ltd’s Board of
Directors for approval which indicate how frequently vehicle operating in SDS should
be replaced. (13 Marks)
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b) Briefly discuss five factors influencing working capital management. (10 Marks)
(Total: 25 Marks)

QUESTION THREE

Rwanda Food Manufacturing Ltd (RFM), is one of the Rwanda's largest food manufacturing
companies located in the Prime Economic Zone and listed on the Rwanda Stock Exchange
(RSE), the Chief Finance Officer (CFO), Murenzi, evaluating an investment proposal for a new
product named Packed Fast Food (PFF). The packaging materials for PFF are environmentally
friendly, avoiding the use of plastics. Customers can purchase PFF, heat it for 2 minutes, and
consume it, thereby saving on home cooking costs. This product has shown promising results
in recent test marketing trials conducted by RFM Ltd’s research and development department.
PFF will be produced using a fully automated process, necessitating significant investment in
IT equipment. The following details pertaining to this investment proposal have now been
compiled:

1. Investment in new equipment will require FRW 1,100,000,000

2. Selling price in year 1 is FRW 8,000 per unit of PFF and going forward is expected to be
increased by an inflation rate of 3% per year.

3. Variable operating costs in year one is FRW 3,000 per unit of PFF and going forward is
expected to increase due to inflation by 4%.

4. Fixed operating costs in year one is FRW 2,937,500 and because of inflation, it will
increase in line with operating cost inflation rate.

The research and development department has prepared the following demand forecast as a
result of its test marketing trials. The forecast reflects expected technological change and its
effect on the anticipated life-cycle of Product PFF.

Year 1 2 3 8
Demand (units) 60,000 70,000 120,000 45,000

It is expected that all units of Product PFF produced will be sold, in line with the company’s
policy of keeping no inventory of finished goods. No terminal value or machinery scrap value
is expected at the end of four years when production of Product PFF is planned to end. During
CFO’s investment appraisal of this product, company’s cost of capital is at 12% and targeted
return on capital employed is 30% per year. This CFO’s assessment ignored tax.

Required:

a) AsaCPA student, you have been tasked as CFO to advise whether this project will be

undertaken or not using Net Present Value (NPV) (10 Marks)
b) Calculate Internal Rate of Return for this PFF project (3 Marks)
¢) Calculate the return on capital employed (Accounting Rate of Return) (2 Marks)

(Total: 15 Marks)
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SECTION B

QUESTION FOUR

Gasabo Printing Services Ltd (GPS) is a company registered with Rwanda Development Board
(RDB) since 2007. It has different business lines and the most profitable and well known are
Bill Board Design and Printing Services, Printing and photocopy machine rent to both
government and private companies. GPS Ltd is stable and has never paid dividends since
COVID 19 pandemic ended after resolution from shareholders not to distribute dividend during
COVID 19 pandemic. During the Annual General Meeting (AGM) of the shareholders in 2023,
GPS Ltd’s Chief Executive Officer (CEO) SEKAMANA presented to the shareholders that the
performance of the company after Covid-19 pandemic, was excellent so that the company is
expecting to pay a dividend to its shareholders. Before Covid-19 company paid FRW
3,000,000. CEO informed shareholders that dividends are expected to grow at a constant rate
of 5% per year. The required rate of return for investors holding GPS Ltd’s stock is 10%.

Below is a summary extract of the financial statements audited and certified for the year ended
31% December 2023 presented to the AGM:

Gasabo Printing Service Ltd (GPS)

Statement of Profit/Loss and other Comprehensive income for the year ended 31%
December 2023

Details 31-Dec-23 31-Dec-22
FRW"000 FRW"000 Movement % Movement
Revenue 12,867,500 9,987,315 2,880,185 29%
Direct costs (4,167,835)  (3,121,600)  (1,046,235) 34%
Gross profit 8,699,665 6,865,715 1,833,950 1
Employment costs (1,257,300)  (1,155,760) (101,540) 9%
Administrative expenses (862,800) (931,400) 68,600 -7%
Other operating costs
EBIT 6,579,565 4,778,555 1,801,010 38%
Finance costs (517,300) (538,700) 21,400 -4%
EBT 6,062,265 4,239,855 1,822,410 43%
Tax @30% (1,818,680)  (1,271,957) (546,723) 43%
Net Profit for the year 4,243,586 2,967,899 1,275,687 43%
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Gasabo Printing Service Ltd (GPS)

Statement of financial position as at 315 December 2023

Details 31-Dec-23 31-Dec-22 %
FRW"000 FRW"000 Movement . Movement

Assets

Non-current assets

PPE 25,763,900 22,859,760 2,904,140 13%

Total non-current assets 25,763,900 22,859,760 2,904,140 13%

Current assets

Receivables 2,523,675 1,987,465 536,210 27%

Cash and cash equivalent 6,527,400 6,124,560 402,840 7%

Total current assets 9,051,075 8,112,025 939,050 12%

Total assets 34,814,975 30,971,785 3,843,190 12%

Equity and liabilities

Equity

500 Ordinary shares of FRW

20,000,000 each 10,000,000 : 10,000,000 - 0%

Reserves 3,500,600 2,127,000 1,373,600 65%

Retained earnings 8,771,166 4,527,580 4,243,586 94%

Total equity 22,271,766 . 16,654,580 ¢ 5,617,186 34%

Liabilities

Non-current liabilities

Shareholder's loan 2,000,000 4,500,000 | (2,500,000) -56%

Bank loan 1,759,300 2,958,460 (1,199,160) -41%

Total non-current liabilities 3,759,300 7,458,460 (3,699,160) -50%

Current liabilities

Supplier payables 6,965,230 5,586,789 1,378,442 25%

Tax payables 1,818,680 1,271,957 546,723 43%

Total current liabilities 8,783,910 6,858,745 1,925,165 28%

Total liabilities 12,543,210 14,317,205 (1,773,996) -12%

Total equity and liabilities 34,814,975 30,971,785 3,843,190 12%

Required:
a) Calculate the current share price of GPS Ltd using the dividend. (5 Marks)
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b) With appropriate calculation, interpret the following Ratios

i) Dividend Per Share (DPS) (1.5 Marks)
ii) Dividend Yield (DY) (1.5 Marks)
iii) Earnings Per Share (EPS) (1.5 Marks)
iv) Dividend Cover (DC) (1.5 Marks)
c) Describe at least 2 forms of dividends (4 Marks)

d) Another business line of GPS Ltd is cash management business and one of its strategic
operations involves balancing the costs associated with holding cash and the costs of converting
Government bonds into cash. During the financial year ended 31% December 2023, the GPS
Ltd has an average cash balance requirement of FRW 200,000 per month for its operations.
The cost of each cash withdrawal or conversion is FRW 50, and GPS Ltd earns an annual
interest rate of 13% on government bond issued by National Bank of Rwanda (BNR).

Required:

Calculate the optimal cash balance of GPS Ltd using Miller - Orr Model. (5 Marks)
(Total: 20 Marks)

QUESTION FIVE

a) Companies and individuals rely on various sources of funds to finance their operations and

investments. It is argued that, there are quick and cheaper source finance in attaining the
company’s success.

Required:

Discuss five advantages of using venture capital as a source of finance (10 Marks)

b) Interest rates are expected to rise, and major investors in Rwamagana Ltd. the company
where you work are asking for larger dividend payments. Reviewing Rwamagana Ltd.'s cost
of capital is asked by your chief finance officer, who is thinking of suggesting to the board of
directors that the firm restructure its capital structure.

Optimal capital Structure FRW” Million”
Ordinary shares (par value FRW 100) 2,500
Retained earnings 1,250
15% preference shares (par value FRW 80) 800
8%Bank loans 400
14% irredeemable debentures (par value 60) 600
Total equity and debt 5,550
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Additional information:

1. Rwamagana Ltd anticipates paying dividends of FRW 12.75 per share this year, with a
2.5% annual growth rate.

2. The market value of ordinary shares is FRW 120 per share, preferences shares are trading
at FRW 80 and 14% irredeemable debentures are sold at FRW 70 each

3. return on the market is 12%.

4. The Government Treasury bond issued by the National bank of Rwanda (BNR) is at
2.6%.

5. The company's beta is 1.12

6. The corporate tax rate is 30%.

Required:

Calculate weighted average cost of capital (5 Marks)

¢) Discuss five limitations of weighted average cost of capital (5 Marks)
(Total: 20 Marks)

QUESTION SIX

a) Define the term capital rationing and give at least 4 possible ways of solving capital
rationing (5 Marks)

b) The Capital Asset Pricing Model (CAPM) is an extension of Portfolio Theory, which is
concerned with the risk and return of portfolios and the process by which risk can be reduced
by efficient diversification. The CAPM assumes that all investors are efficiently diversified
and examines the risk and return of any capital asset. A capital asset can be a portfolio, an
individual share or security, a portfolio of projects or investments made by a company or even
an individual project.

Required:
Discuss three assumptions, two applications and two limitations of CAPM (7 Marks)
c) Briefly, discuss at least 4 factors to consider in paying dividends (8 Marks)

(Total: 20 Marks)

End of question paper
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