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CERTIFIED PUBLIC ACCOUNTANT
ADVANCED LEVEL 2 EXAMINATIONS
A2.1: STRATEGIC CORPORATE FINANCE
DATE: WEDNEDAY 25, FEBRUARY 2026

INSTRUCTIONS:

1. [bookmark: _GoBack]Time Allowed: 3 hours 45 minutes (15 minutes reading and 3 hours 30 minutes writing).
2. This examination has Two sections: A & B.
3. Section A has One Compulsory Question while Section B has Three Optional questions to choose any Two.
4. In summary attempt three questions.
5. Marks allocated to each question are shown at the end of the question.
6. The question paper should not be taken out of the examination room.






SECTION A
QUESTION ONE
Munezero Limited is a fast-growing small-to-medium-sized manufacturing enterprise in Rwanda, established four years ago under the ownership of three directors who have retained full equity control and benefit from limited liability protection. The company competes in a tough import-substitution segment and has achieved strong revenue growth, yet it still relies on outsourced accounting services, which limits the depth and speed of internal financial analysis. Although the business has momentum, its financial management maturity has not yet fully caught up with its growth, creating exposure in planning, forecasting, and timely decision-making.
The company’s statement of financial position includes an existing bank loan secured against general business assets, with no personal guarantees from the directors. Under the forward assumptions agreed with the directors, the level of the loan will be maintained at FRW 1 billion and, based on the forward yield curve, interest rates are not expected to change. The loan therefore continues to carry interest at 12% per annum across the projection horizon, providing stability in financing costs but also highlighting that the business’s resilience will depend heavily on the stability of operating cash flows and the quality of working capital management. In addition, the directors are aware of an industry benchmark gearing ratio of 0.7, which serves as a strategic reference point when considering whether the firm’s financing structure is efficient or under-optimized relative to peers.
Despite its growth trajectory, Munezero faces persistent cash flow volatility caused by cyclical demand, customer concentration, and inefficient working capital management. This volatility threatens the company’s ability to meet financial obligations consistently, invest at the right time, and maintain stakeholder confidence. 
Revenue and cost of sales are projected to grow by 10% annually, with variable costs maintained at 15% of revenue and growing in line with sales. Fixed costs are expected to rise at a slower 5% annual rate, reflecting controlled overhead expansion. A critical modelling feature is that the company incurs tax on its profits at 28% and pays interest at 12% per annum on the outstanding loan, but both tax and interest are payable in the following year.
The directors confirm a zero-dividend policy for the next three years, with distributions to be reviewed thereafter based on sustainable cash flows. The equity beta is 0.8, with a 6% risk-free rate and an 11% expected market return.
Munezero Limited recognises that long-term financial performance is closely linked to sustainable and socially responsible business practices. In the Rwandan manufacturing and import-substitution context, the company views its operations not only as a source of shareholder value but also as a platform for strengthening community resilience, workforce capability, and stakeholder trust. 
Throughout its expansion and operational investments, Munezero Limited contributes to local economic development by creating stable employment opportunities across production, administration, and supply chain functions, thereby supporting household incomes and local spending. The company also prioritises skills development, investing in employee training, safety awareness, and technical capacity building to improve productivity and career progression for local workers. 
Munezero Limited supports community well-being by engaging local suppliers and small businesses, helping to develop domestic value chains and reduce reliance on imports. From an environmental perspective, the company seeks to improve resource efficiency through better energy management, waste reduction, and responsible use of raw materials, which lowers operating risk while aligning with Rwanda’s sustainability objectives.
Munezero Limited Trial Balance as at 31st December 2025:
	Account Description
	 Debit 
	 Credit  

	 
	 FRW 
	 FRW 

	Revenue
	 
	 12,000,000,000 

	Cost of sales
	    8,000,000,000 
	 

	Other operating costs
	    3,000,000,000 
	 

	Interest on loan
	       120,000,000 
	 

	Income tax expense
	       100,000,000 
	 

	Non-current assets (Gross)
	    4,000,000,000 
	 

	Accumulated depreciation
	 
	   1,500,000,000 

	Net current assets
	    1,000,000,000 
	 

	Loan
	 
	   1,000,000,000 

	Share capital
	 
	   1,000,000,000 

	Retained earnings
	 
	      720,000,000 

	Total
	  16,220,000,000 
	 16,220,000,000 


Additional Information:
1. Depreciation is charged at 10% per annum on the year end non-current asset balance before accumulated depreciation.
2. The company’s net working capital requirement is projected to rise in line with the percentage growth in gross profit, thereby ensuring that working capital investment scales proportionately with operating performance.
3. Other operating costs consisted of variable costs, fixed costs, and depreciation.
4. The net current assets reported in the statement of financial position contain FRW 200 million of cash.
5. No disposals of non-current assets are anticipated. Instead, the company expects to increase its non-current asset base by 5% per annum. Depreciation is applied using a straight-line method that aligns with the prevailing tax capital allowance regime, and no change to this policy is anticipated.
6. Terminal value based upon a sustainable growth rate is 2% per annum.
INVESTMENT IN SUBSIDIARY
Munezero Limited has a subsidiary in Musanze called ICYARO Limited that is 60% owned. Last year, non-controlling shareholders complained about reduction in dividend payments.  The Head Office had advised that the ICYARO’s management should be keen on controlling costs, as these may be the reason for decreasing profitability.
Below is an extract of profit and loss account of ICYARO and adjusted sector results in which ICYARO trades
ICYARO limited Extracted statement of Profit or Loss and Other Comprehensive Income 
	Year ended
	 31/12/2023

	
	 FRW’ Millions 

	Sales revenues
	                                         80,000 

	Cost of sales 70% variable
	                                        (62,800)

	Gross profit
	                                         17,200 

	operating expenses 30% variable 
	                                         (6,200)

	Profits before interest and tax
	                                         11,000 

	Interest payable
	                                           2,500 

	Profit Before Tax
	

	Taxation
	                                           2,550 

	Profit After Tax
	

	Average number of issued share capital
	                                           1,000 



Average Sector Data
	Extracted statement of Profit or Loss and Other Comprehensive Income

	Year ended
	 31/12/2023 

	
	 FRW’ Millions 

	Sales revenues
	107,200 

	Cost of sales 100% variable
	(82,800) 

	Gross profit
	24,400 

	Operating expenses  70% variables
	(10,200)

	Profits before interest and tax
	 14,200 

	Interest payable
	            1,500 

	Profit Before Tax
	

	Taxation
	            3,810 

	Profit After Tax
	

	Average number of issued share capital
	            1,000 





Required:
a) Prepare a three-year cash flow forecast for the business on the basis described above highlighting the free cash flow to equity in each year and estimate the value of the business based upon the expected free cash flow to equity.                            (27 Marks)                                                                                                           
 
b) Advise the directors on the assumptions and the uncertainties within your valuation.  
(4 Marks)
c) Provide FIVE solutions to address cash flow volatility for Munezero limited to avoid negative impact on the company's financial stability and growth prospects. (5 Marks)    
d) Beyond financial returns, how does Munezero Limited, through its Corporate Social Responsibility (CSR), contribute to local sustainability and social development, and what FOUR metrics are used to measure its impact?                                       (8 Marks)                                                                                          
e) Using the financial information provided, calculate and interpret appropriate financial ratios to explain why the non-controlling interests in ICYARO Ltd are concerned about the reduction in dividend payments, with reference to profitability, cost structure, and finance costs, compared with the sector average.                 (6 Marks)  
At least one ratio on each category specified        
(Total: 50 Marks)














SECTION B
QUESTION TWO
Diamond Limited is a fast-growing technology company in Rwanda specializing in software development and IT solutions. The company has invested heavily in R&D and recently launched a new software product aimed at improving efficiency for SMEs. Despite its growth, the firm faces increasing competitive pressure in a rapidly evolving market.
At a tech conference, the CEO, Mr. Nkurunziza, made bold public claims during a Q&A session, describing the new software as the best in the market and suggesting it could revolutionize industries internationally. He also hinted at ongoing discussions with major international clients in Europe and the USA. These statements were widely reported by the media, leading to the rise in the company’s stock price and increased interest from investors and customers.
However; internally, the software is facing serious challenges, including unresolved bugs and customer feedback indicating that it does not meet the advertised performance levels. The product is not ready for large-scale international expansion. As CFO, you recognize significant gaps between the CEO’s public claims and the product’s actual readiness, creating legal, financial, and reputational risks.
Following the surge in investor and customer’s inquiries, the board calls an urgent meeting and asks the CFO to prepare a report on how to manage the company’s communications strategy and address the pressure created by the CEO’s statements and discussed the future investment and financing strategy of the business in the cross-border, two suggestions were advanced for additional review.
Proposal 1
To raise the company's debt level by borrowing an additional FRW 80 million and utilize the funds to repurchase share capital.
Proposal 2
To divest surplus non-current haulage assets valued at FRW 85 million for FRW 107 million and concentrate on expanding services within the core business unit, which necessitates no further investment in non-current assets. All proceeds from the asset sale will be allocated towards reducing the company's debt.
Extracts from the forecast financial position for the coming year
	
	 FRW ‘000’ 

	Non-current assets 
	742,200 

	Current assets
	179,400 

	Total assets 
	921,600 

	
	

	Equity and liabilities
	

	Share capital (100 per share par value)
	 245,000 

	Retained earnings 
	 144,000 

	Total equity 
	389,000 

	
	

	Non-current liabilities 
	 420,000 

	Current liabilities 
	 112,600 

	Total liabilities 
	 532,600 

	Total liabilities and capital 
	   921,600 


Additional information: 
1. Diamond Limited anticipates a post-tax profit of FRW 3,800,000 for the upcoming year, 
2. Current share price at FRW 400 per share. 
3. The non-current liabilities consist entirely of a medium-term loan carrying an interest rate of 18% per annum, repayable over five years and interest is paid during the year in which it is occurred.
4. According to the loan agreement, an increase in borrowing will lead to a corresponding 3% increase in the coupon payable on the total borrowed amount, whereas a reduction in borrowing will decrease the coupon payable by 2% on the total borrowed amount.
5. Diamond Limited has an effective tax rate of 30%. 
Required: 
As a CFO of the Diamond Limited, prepare a report that:
a) Estimates and discusses the impact of each of the two proposals on the forecast statement of financial position, the earnings and earnings per share, and gearing of Diamond Limited. 							            (20 Marks)
b) Assess the ethical issues in this case.                                                                   (5 Marks)
 (Total: 25 Marks)

















QUESTION THREE
You are a Senior Finance Analyst at INGABIRE CO Ltd, a provider of financial services including financial literacy training and investment advisory services. Your responsibilities include client training and the provision of investment advice. Two clients, Agro Ltd and Iris Matz Ltd, have recently been assigned to you.
Agro Ltd
The management of Agro Ltd plans to obtain financing for specialized equipment intended for use in a major upcoming project. The company has the option to either lease the equipment or purchase it outright at a cost of FRW 500 million. The equipment is expected to have a useful life of four years; after which it will have an estimated residual value equal to 25% of its purchase price.
Agro Ltd can secure borrowing at an annual interest rate of 18%. Alternatively, the equipment can be leased, with lease payments amounting to FRW 130 million in the first year, increasing by 5% annually in subsequent years. If the equipment is purchased, annual maintenance costs will be FRW 5 million annually. Both lease payments and maintenance costs are payable at the beginning of each year. Agro Ltd is subject to corporate income tax at a rate of 28%.
Iris Matz Ltd
Iris Matz Ltd needs immediate advice on whether to issue a Five-year bond with a coupon rate of 18% or a Seven-year bond with a coupon rate of 16%.
You have ascertained that the Five-year bond will be redeemed at par value, whereas the Seven-year bond will attract a premium of 10% and both bonds have a par value of FRW 100.
You have obtained the following information to help you advise the client:
The annual spot yield curve for this risk class of bonds in the financial press is given as:
	Year
	          %

	Bond 1
	13.3

	Bond 2
	13.8

	Bond 3
	14.2

	Bond 4
	14.8

	Bond 5
	15.5

	Bond 6
	16.1

	Bond 7
	16.7


Required:
a) As a Senior Finance Analyst at INGABIRE CO Ltd, you are required to prepare an analytical report that assesses whether Agro Ltd should lease or borrow to finance the acquisition of equipment                                                                                                 (14 Marks)
b) Based on the information provided, determine the expected issue price of each bond using the given spot yield curve and assess the corresponding yield to maturity (YTM) in support of the client’s strategic debt financing decision.                                                     (11 Marks)
 (Total: 25 Marks)
QUESTION FOUR

On 1st March 2024, Kigali International Trade (KIT) Co engaged in a business transaction to purchase different goods from the United States as listed below: 
	Item Description
	Quantity
	Unit Price (USD) or /overall price

	Consumer Electronics (Smartphones)
	57,500 units
	$278 

	Laptops
	97,350 units
	$480 

	Tablets
	235,100 units
	$140 

	Accessories (Headphones, Chargers, etc.)
	N/A
	$3,458,900 


The goods were intended for resale in the Rwandan market, where KIT Co. had an expanding presence, particularly in the importation of consumer electronics. Due to the volatility in exchange rates between the Rwandan franc (FRW) and the U.S. dollar, KIT Co. sought to mitigate the risk of fluctuating currency values that could negatively affect the cost of the goods upon payment, which was scheduled for two months later on 	
To protect against such currency risk and secure a rate that was more favorable than the spot rate, KIT Co. decided to use Rwandan franc futures contracts available in the money market in order moderate hedge, reducing the potential impact of currency fluctuations during the two-month period where by these futures contracts were sold in blocks of FRW 45,000,000, and a transaction fee of FRW 3,500 per futures contract was payable, providing a way to lock in an exchange rate at the time of purchase and ensure more predictable financial outcomes.
On 1st March 2024, the spot exchange rate was FRW 1,269.72 per U.S. dollar. As the two-month period progressed, the forward exchange rate on 30th April 2024 increased to FRW 1,277.43 per U.S. dollar, a depreciation of the Rwandan franc against the U.S. dollar. This higher forward rate was reflective of expectations in the market about future currency movements. However, the importer had utilized futures contracts to hedge against this fluctuation in the exchange rate and these futures contracts were settled at a rate of FRW 1,273.575 per U.S. dollar. This settlement rate, while lower than the forward rate of FRW 1,277.43, was still higher than the initial spot rate of FRW 1,269.72. 
Following the transaction, senior management requested a strategic review of alternative hedging methods that could be used in future transactions. In particular, the Board asked for an evaluation of a Money Market Hedge as a possible substitute for futures contracts.
The following annual interest rates were available on 1 March 2024:
	Currency
	Borrowing rate
	Lending rate

	Rwandan franc (FRW)
	10% p.a.
	9% p.a.

	U.S. dollar (USD)
	6% p.a.
	4% p.a.


Interest is calculated on a simple basis
You are a member of the senior management team of Kigali International Trade Co, tasked with preparing a report for the Board of Directors.

Required: 
a) From a strategic risk management perspective, identify and explain THREE key risks arising from the international procurement transaction described in the case study that could materially affect KIT Co’s financial performance.                        (5 Marks)
b) Evaluate the effectiveness of the currency futures contracts previously employed by KIT Co by quantifying the net financial impact (gain or loss) arising from their use in managing exchange rate exposure on this transaction.                             (12 Marks)
c) Alternative risk management strategies, quantify the total Rwandan-franc cost that KIT Co would have incurred had the company instead adopted a money market hedge to settle the import payable on 30 April 2024.                                       (6 Marks)
d) Using the quantitative outcomes derived in (b) and (c), advise the Board on the most appropriate hedging mechanism for managing foreign exchange risk in future import transactions, taking into account cost efficiency, risk exposure, and long-term financial strategy.                                                                                                           (2 Marks)
 (Total: 25 Marks)




End of Question Paper
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