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QUESTION ONE [25 Marks|

Define the term “ethics™ [3 marks)

Why is ethics an important principle in Financial Management? [5 marks]

As a future professional Finance Manager, explain how day to day unethical behavior by
individuals affects business and the society as a whole. |10 marks]

Outline the relationship between ethics and corporate governance, [7 marks]

QUESTION TWO [25 Marks|

a) Briefly explain three methods of analyzing risk in capital budgeting. |3 Marks]
b) Given below are details in respect of two machines to be acquired by Tonto Ltd.

The expected before tax operating cash flows for the machines are as follows:

Year 1 2 | 3 4 l 5
| Machine A - 20500 22 860 24 210 231 410 35 100
Machine B 32000 26 100 25 400 | 26 000 | 38 600 |
Other relevant details are as follows: )
| Machine A _ Machinc B
Cost . $50 000 ~ $88 000
Terminal Value §5 000 o &8 000
Relevant Discount Rate reflecting risk 12% 14%*

*Machine B will use new untested technology that management deems to be more risky.

Both the machines would require investment in working capital of $10 000 at the beginning of
the investment period, to be recovered immediately after the end of the productive life of
respective machine. Capital allowances are at a rate of 25% on a reducing balance basis and tax
is at a rate of 35% payable one year in arrears.

Reguired;
1.
ii.

v,

Determine the discounted pavback period for each machine. [4 marks]
Determine the NPV for cach machine.
[10 marks]

Advise the company on which machine lo Buy.
[5 marks]

Briefly, explain the factors you would take into account before deciding on the
‘cost of capital’ to apply in appraising an investment project.
[3 marks]
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QUESTION THREE [25 Marks]

. The value of a company is the present value of future dividends. Is this inconsistent with the
proposition that dividends are irrelevant? Explain.
[10 Marks]

2. Kops Ltd has budgeted to produce 5 000 units of product Alpha. Each umt requires 20kg of
material ‘K’ whose cost per kilogram is $7 500. Holding cost per unit per year is estimated at
$320. Ordering cost per order is $10 000,
Required:
a) Determine the Economic Order Quantity and the total stock management cosls. |4
Marks]
b) After how many days should an order be placed?
[1 mark]
¢) Compute the average dollar investment in stock.
[2 marks)]
d) What are the objectives of a debtor’s credit policy?
[3 marks]

QUESTION FOUR [25 Marks|

Mogale Ltd is considering expanding its operations to Mutare. The company wishes to make a
rights issue to raise the required funding of $24 million. The company is listed on the ZSE and
has currently 9 million shares in issue. The current share price on the ZSE is 310 and the
subscription price will be set at 38 per share.

You are required to:

a. Compute the number of shares to be issued through the rights issue. [3 marks]

b. What is the expected ex - rights price?
[5 marks]

c. What 15 the value of each right?
[2 marks]

d. List the advantages and disadvantages of obtaining a listing on the ZSE.
[10 marks]

e. List and explain five alternatives of  obtaining a listing.
[ 10 marks]
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QUESTION FIVE [25 Marks|

i,

b.

To what extent may the goals of a firm differ from those of a financial manager?
[5 marks)

From your understanding of financial accounting, what are your thoughts about the
accuracy and value of financial statements, such as the Statement of Comprehensive
Income and the Statement of Financial Position, for use by the financial managers?

[10 marks]
Why are the concepts of risk and time value of money important in making investment
and financing decisions?
|5 marks|

END OF PAPER
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FINANCIAL MANAGEMENT FORMULA SHEET
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