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Question 1 [20 Marks] 

a) Clearly explain any four methods used to hedge foreign currency risk.         (15 marks) 

b) John (Pvt) Ltd is a company in Zimbabwe which is in a business of buying and selling 

cosmetics from Chorol Company in Zambia. The company buys goods on credit and pays 

later after 3months or 6 months.        

 

In January 2022, the John (Pvt) Ltd bought goods worth K650 000.00 from Chorol of 

which the invoice is payable in March 2022. The company borrow in USD for 3 months at 

an annual interest rate of 6% and can deposit in Kwacha for 3 months at 10% per annum. 

 

Spot rate is K25.5 – K26.4: USD1 

 

Required 

Calculate the money market hedge and the forward contract hedge.            (5 marks) 

 

Question 2 [20 Marks] 

Owing to the automation of securities trading on the Zimbabwe Stock Exchange, Alpha securities 

have decided to acquire a new market data and quotation system for its Harare branch. The 

system receives current market prices and other information from several online data sources and 

displays the information on a screen or stores it for latter retrieval by the firm’s brokers. The 

system also permits customers to call up current quotes on terminals in the lobby. 

 

The equipment costs $1 100 00, and, if purchased, Alpha could obtain a term loan for the full 

purchase price at 10% interest rate. The equipment will claim capital allowances as follows: year 

1, 25%; year 2, 30%; year 3, 30%; year 4, 13%. 

 

If the equipment is purchased, a 4-year maintenance contract will be signed for a cost of $25 000 

for year 1 and in subsequent years maintenance cost will increase by 10% per year. Maintenance 

costs are payable at the beginning of each year. The equipment can be sold after 4 years at  

$125 000. 
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As an alternative to the borrow and buy plan, the equipment manufacturer informed Alpha 

Securities that it would be willing to write a 4 year operating lease on the equipment, including 

maintenance, for payments of $290 000 at the beginning of each year. Alpha Securities is in the 

35% tax bracket. 

 

Required 

Evaluate whether Alpha Securities should lease or buy the securities automations system.   

                 (20 marks) 

Question 3 [20 marks] 

Trevor company operates as a mining company in Shurungwi. The company is unquoted on the 

Zimbabwe sock exchange. Below is the statement of financial position as at 31 December 2022: 

 

ASSETS                                                                                                  $        

Non-current assets  

Buildings         2 000 000       

Trucks          1 200 000 

Motor Vehicles        200 000 

Equipment         150 000 

                           3 550 000 

Current assets  

Inventory          15 000 

Receivables              37 000 

                3 602 000 

 

EQUITY & LIABILITIES 

Equity  

Ordinary share Capital       1 900 000 

Retained Earnings        1 200 000 

          3 100 000 

Liabilities 



Page 4 of 7 

 

Non-current liabilities 

Long term loan         400 000 

 

Current liabilities 

Payables         102 000 

          3 602 000 

 

Additional information 

1) Trevor Limited share capital as a nominal value of $0.50 each. 

2) The net profit after tax as at that date was $250 000. Preference dividend     

and ordinary dividend were $50 000 and $60 000 respectively. 

3) P/E ratio of a quoted company in the same industry as Trevor Limited was 8 and earnings 

yield of 10%. 

4) The growth rate of the profit is 5%.  

5) The replacement value of the equipment was $180 000, and the company is expected that 

$10 000 will be written off as bad debts. Value of the motor vehicle is revalued down by 

$10 000.  

 

Required 

Calculate the value of the company using: 

i. Asset based valuation.                 (5 marks) 

ii. P/E ratio.                  (5 marks) 

iii. Earnings yield                              (3 marks) 

 

b) Trevor company has 7% redeemable debt. The debt will be redeemed after 5years at its 

nominal value. The investors will require a rate of return of 10%.  

 

Required 

Calculate the value of the debt.                 (7 marks)
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Question 4 [20 Marks] 

a) Describe the views of Miller and Modigliani on capital structure both with and without taxation 

and their assumptions. Clearly explaining the relationship between the value of the firm, the 

weighted average cost of capital and the cost of equity. Include diagrams as part of your 

explanations.                  (14 marks) 

 

b) Evaluate the Efficient Market Hypothesis (EMH) and its various forms.                      (6 marks)   

              

Question 5 [20 marks] 

The finance manager is evaluating the financial feasibility of a new project. The project requires 

an initial investment of $500 000 and is expected to generate annual cash flows of $150 000 for 

the next five years. The discount rate is 12%. 

 

Required 

a) Perform a sensitivity analysis by varying the discount rate from 10% to 14% in increments 

of 1%. Calculate the net present value of discount rate and determine the sensitivity of the 

project ‘s profitability to changes in the discount rate.   

                 (16 marks) 

b) Based on your results of the sensitivity analysis, discuss the implication for the projects 

financial feasibility and decision making.  

         (4 marks) 

 

END OF EXAMINATION 
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