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PART A - COMPULSORY
Question One

Mary Mulenga owned and operated a transportation business as a sole frader since 2009. Her
friends wanted to become her business partners. To ring fence her other businesses, Mary and
her friends agreed to turn the transportation business into a limited liability company to be
named Hillside Logistics Limited (the "Company")..

The Company was incorporated on 10 June 2019. Upon incorporation, the Company
purchased Mary's business on credit at an excessive price for its value. As security for the debt,
the Company issued to Mary, ZMW 1,000,000 in debentures secured by all the assets of the
Company.

At incorporation, Mary took 15,000 of the Company's 20,000 shares as part payment from the
Company for her old business. Jane, Kate, and Grace subscribed for 1,000 shares each. As
consideration for the shares, Jane and Kate agreed to provide services to the Company.
Grace agreed to pay for the shares in cash. Further, Mary, Jane and Kate were the first
directors of the Company.

During the course of the Company's operations Mary as the Chief Executive Officer obtained
ar unsecured loan for the sum of ZMW 1,000,000 from Lima Loans Limited (“LLL") to be used as
operating capital of the Company. However, Mary transferred a sum of ZMW 500,000 to her
personal account as part payment of the debt which the Company owed to Mary.

Mary also caused the company to lose ZMW 200,000 by her practice of signing blank cheques
and then passing them to his personal assistant, Ben, o complete and forward to creditors.
Ben had made certain cheques payable to himself.

On 15 February 2020, an audit carried out on the Company revealed that the Company was
insolvent and did not have any viable assets as all the motor vehicles were not roadworthy.
The audit also revealed that at the time the vehicles were transferred to the Company, the
vehicles value had deteriorated and therefore the Company overpaid. In light of this LLL has
approached you for advice on the following issues:

a) Whether LCC can sue Mary, Jane, Kate and Grace for the unpaid shares;

bl  Whether the debenture issued fo Mary is valid;

o} Whether Mary's action to transfer the sum of ZMW 500,000 was iegal;

dj  Whether Mary is liable for Ben's actions;

e) Whether LLL can sue Mary; and

f) What alternative legal course of action does LLL have and which of the available routes
would you advise her to take?

Required:

With the aid of appropriate legal authorities, advise LLL on the issues above



PARTB
Question Two

With aid of the appropriate provisions of the Companies Act

a) Explain what is meant by the ‘right of pre-emption’ on the allotment of shares?

b} Indicate the type of resolution that is required to take the following decisions:

(i) Removal of a director;

(i)  Alteration of the Articles of Association;
(i)  Alteration of share capital;

(iv)  Winding up a company; and

(v]  Approving the sale of an assefs.

Question Three

With the aid appropriate legal provisions

a) Explain three duties of a liquidator; and
b) The different types of security charges.
PARTC

Question Four

With the aid of appropriate authorities, discuss

{a) The difference types of directors under the Companies Act;

(14 Marks)

(14 Marks)

(b} how the powers of directors are controlled or limited by the shareholders and

Companies Act;

Question Five

(14 Marks)

With the aid of appropriate authorities, discuss how a company may raise finances for ifs

operations.

(14 Marks



PARTD
Question Six

Discuss the statutory protection that is offered to a third party who enters info a contract with
a person purporting to act on behalf of @ company which is not yet incorporated.

(14 Marks)
Question Seven

With the aid of the provisions of the Companies Act discuss how a person may become or
cease to be shareholder in a company.

(14 marks)

End of Examination
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PART A - COMPULSORY
Question One

Chewe and Cheza were running an animal husbandry business as partners. Chewe owns a
200 hectors farm which he partially used for keeping various animals for the business, while
Cheza operated the logistics side of the business using fifteen trucks he owns as a sole trader
under the name and style of Cheza Investments. Chewe and Cheza had other businesses
which they operated and managed independently. For instance, Chewe is a majority
shareholder in a small-scale mining company Crescent Mining Investments Limited (“CIL"),
while Cheza uses the trucks to transport and supply fertiliser.

Chewe and Cheza decided to combine their experience and resources and incorporated a
company called Zed Meat International Limited (“Zed Meat") on 19 November 2019. Chewe,
Cheza and CIL are the shareholders of Zed Meat, holding 5,000 shares fully paid shares each.,
The shares have a nominal value of ZMW 1. Chewe and Cheza are the only directors and the
articles of association of Zed Meat restricts the business of Zed Meat to that of animal
husbandry and the supply of meat.

To leverage the financial position of their respective businesses to source for funding for Zed
Meat, CIL signed a corporate guarantee to guarantee the debts of Zed Flowers on 10
November 2019. On the same date, Cheza entered into a number of oral agreements for the
" supply of meat to Shoprite, Pick and Pay and Merlisa in Lusaka. In accordance with the
agreement Pick and Pay and Merlisa on 12 November 2019 paid an upfront deposit of 40% of
the purchase price with the balance to be settled upon delivery of the meat on 10 January
2020. Cheza also informed Shoprite, Pick and Pay and Merlisa that as he is in the process of
incorporating a company and the agreements are for and on behalf of Zed Meat. Upon being
informed of this development, Shoprite requested Cheza to sign a Shoprite standard supply
contract for and on behalf of Zed Meat which he did on 18 November 2019.

On 20 November 2019, all the movable assets and rights and obligations of their respective
businesses were transferred to Zed Meat from the date of incorporation. A formal agreement
to effect this was signed between Zed Meat, Chewe and Cheza.

On the basis of the corporate guarantee from CIL, ZED Meat obtained a loan for ZMW
5,000,000 plus interest from Absa Bank Zambia Plc (“Bank”) Limited for its working capital on 10
December 2020. Unknown to Chewe, Cheza on 11 December 2019 as a director of Zed Meats
also entered into a contract with Keda Farms Limited for the suppily of fertiliser.

In January 2020, as a result of the outbreak of foot and mouth disease which killed all the
cattle, Zed Meat is failing to meet its obligations which include supplying meat to Shoprite,
Pick and Pay and Merlisa and making timely loan repayments to the Bank. The Bank is also
attempting to enforce the corporate guarantee or alternatively force a sale of the 200
hectors farm to recover the amounts due. Shoprite, Pick and Pay and Merlisa are demanding
for the delivery of the meat, while Keda also demanding for the delivery of the fertiliser.

Required

Advise Chewe, Cheza and Zed Meat on their potential personal liability for the debts, liabilities,
demands and on any other matters that you feel are relevant.



PART B
Question Two
Chimutengo Limited has three directors, John, Peter and James. They are also shareholders
but they do not hold a majority of the shares. They seek your advice, with the aid of

appropriate authority, on the legal issues arising out of the following situations which have
occurred:

a)  Mulenga, the finance director, caused the company to lose ZMW 100,000 by his
practice of signing blank cheques and then passing them to his personal assistant,
Chopin, to complete and forward to creditors. Chopin has made certain cheques
payable to himself and has used the money to pay off his debts.

)  Proposed sale of 20 trucks whose value has deteriorated which the company has owned
for ten years.

c) A proposed loan for a sum of ZMW 1,000,000 from Absa Bank Zambia Plc.

d) Toincrease the salary of the directors by 10%.

e)  The maijority shareholder has written to the company secretary, Chrispine, asking him for
advice on the legal position in relation to these matters. Without further reference to the
board, Chrispine instructed a law firm to prepare the advice at a cost of ZMW 50,000,
which the board is refusing to pay.

Required

Advise the directors.

(14 Marks)

Question Three

in the case of Kasengele and Others v Zambia National Commercial Bank Limited (SCZ
Judgment No. 11 of 2000) [2000] ZMSC 20, the Supreme Court of Zambia relying on earlier
Supreme Court decisions held that:

(i) Shareholders enjoy as a matter of right overriding authority over company affairs,
even over the wishes of the Board of Directors and Managers.

To what extent is the decision of the Supreme Court watertight in light of the provisions of the
Companies Act No. 10 of 2017.

(14 Marks)



PART C

The facts below are for question four and five

A friend of yours from South Africa is considering setting up a business in Zambia. Your friend
has asked you to draw up a report briefly explaining the following matters with the aid of the
provisions of the Companies Act:

Question Four

(a) The attributes of a private company limited by shares;

(b)  The distinction between a public company and private company; and

(c) How acompany is formed in Zambia.

(14 Marks)
Question Five
(Q) How limited companies are controlled and managed;
(b) The company can raise finance for its operations; and
(c) How companies are wound up.
(14 Marks)



PART D
Question Six

(a) The notion that a company may have limited liability is a myth. To what extent is this
assertion water tight2

(b)  The ulira vires doctrine is well and alive in Zambia's company law jurisprudence. To what
extent do you agree with this assertion; and

(c) three duties of directors?

(14 Marks)
Question Seven
‘With the aid of the provisions of the Companies and Corporate Insolvency Act, explain:
(a) the difference between an ordinary share and preference share.
(b)  The types and nature of dentures.

(c) The existence of a company without articles is not only questionable but also impossible.
Justify this statement or otherwise

(14 marks)

End of Examination
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PART A - COMPULSORY

Question One

Chimuntengo Cement Company Limited (the “Company") is a company that manufactures
and supplies cement for the Zambian market. Due to increase in the prices of raw materials
and stiff competition, the company has been facing financial challenges. As a result, in
December 2020, some of the Company's creditors petitioned the High Court for Iambia for
the company to be liquidated and nominated Ms. Pamela Tembo to be the liquidator. After
her appointment as a provisional liquidator, Ms. Pamela Tembo has prepared areport in which
she highlighted the following matters:

{al

(o),

(d)

(e)

Big Money Lenders Financial Services ("BML"} in March 2020 advanced a loan of ZMW
5,000,000 to the Company in order to keep it afloat during the difficult times and as
security for the loan, BML obtained:

(i} afloating charge over the company's motor vehicles; and

i) afixed charge over the Company's bank accounts and two warehouses situated
in the central business district of Lusaka.

in June 2020 a human resources officer approved and executed an amendment 1o
contracts of employment of the Managing Director and Chief Financial Officer who
are both directors of the Company. The amendment increase the salary of the MD and
CFO by 25%. :

The Board of Directors in June 2020 approved a new iease agreement relating to the
office building used by the Company as its Head Office and owned by its majority
shareholder. One of the terms being a rent increasement at rate of 30% from the
current rent being paid by the Company.

The share register as at December 2020 is as follows:

Share Capital MW 100,000
Uncalled Capital IMW 10,000
Unissued Capital IMW 16,000
Paid up Capital IMW 50,000
Authorised Share Capital ZMW 100,000

The maijor liabilities identified as at December 2020 are as follows:

Shareholders Loans IMW 500,000

Suppliers IMW 4,000,000

Employee Packages IMW 5,000,000

Overdrafts IMW 700,000

Taxes IMW 1,500,000

Local Authority Rates IMW 200,000

Required

Advise the provisional liquidator regarding her basic duty and explain the law relating to the
matters that she has highlighted in her report.

(21 Marks)




PART B
Question Two

In 2017 John and Peter operated as partners under the name and style of Good Fellas Car
Dzalers. After obtaining ZMW 250,000 from a Mr. Phiri and failing to deliver a Mercedes Benz $
Class to Mr. Phiri, John and Peter decided to incorporate a company - Good Fellas Investments
Limited ("Good Fellas"} in December 2017. John and Phiri also moved the place of business
from Livingstone to Lusaka. John and Peter were both directors and Shareholders in Good
Fellas.

Business was booming for Good Fellas in Lusaka and as a result of its reputation, in 2019 Good
Fellas managed to win a tender 1o supply second-hand vehicles to Greenland investments
Limited ("Greenland"). Good Fellas, however, failed to suply the vehicles and Greenland
threatened io sue Good Fellas for specific performance or refund of the first instalment in the
sum of ZMW 1,000,000 . To avoid liability, Jonn and Peter as shareholders of Good Fellas passed
a special resolution changing the name of the company to JP Investments Limited. Upon
failing to comply with the demand, Greenland has proceeded to sue JP Investments Limited
for refund of the denosit paid. At the same, Mr. Phiri become aware that John and Peter are
the proprietors of JP Investments Limited and decided to sue them for ZMW 250,000 plus
interest. JP Investments Limited has resisted both claims arguing that the contract with
Greenland was with Good Felias a different company and the contract with Mr. Phiri was with
Good Fellas General Dealers. '

Required
Advise John and Peter on the claims by Greenland and Mr., Phiri.

(13 Marks)
Question Three

Mulenga and Mumbi are both directors and sharehoiders of Grace Farm Limited
("Company") with each owning 5,000 shares in the Company. In 2018, Mulenga's son, Mutale,
joined the Company. He also became a director and shareholder, owning 3,000 shares.

Mulenga and Mutale had a strong disagreement with Mumbi shortly after Mutale joined the
Company. They claimed that Mumbi did not devote enough time to the business, and that
he did not support their plans to expand the business. Mulenga and Mutale then removed
Mumbi as a director and replaced him with Charity . Mumbi has refused to step down and
claims that Mulenga and Mutale did not consult him on important matters, and that he was
excluded from taking part in the management of the company. When Mumbi asked Mulenga
cnd Mutdale to purchase his shares instead, they refused.

Required

Advise:

{a) Mulenga and Mutale whether they were legally entitled to remove Mumbi as a director,
and appoint Charity instead.

(D)  Mumbion any remedies he may have,

(13 Marks)




PART C
Question Four
With the aid of appropriate authorities discuss the various methods a private company may
Utilise to raise capital to finance its operations, clearly highlighting the merits and demerits of

sach option.

(13 Marks)

Question Five

Discuss the case of Salomon v Salomon, clearly highlighting how its principles have been
incorporaied under the Companies Act No. 10 of 2017.

(13 Marks)

PART D
Question Six
With the aid of appropriate authorities, explain:

() ‘pre-incorporation contracts and why a company is generally not liable under such a
contract. [ 7 Marks ]

(o) the function of a liquidator and why it is important to ascertain the date of the
commencement of winding up. {3 Marks]

(¢) The duty of a director fo act in the best interest of the company. [3 Marks]

TOTAL (13 Marks)

Question Seven
With the aid of cppropriate authorities, explain:

(a) four differences between a public company and a private company limited by shares.
[8 Marks]

(o) the difference between a share and a debenture. [2.5 Marks]
(c) The purpose of-a ‘negative pledge’ clause in a floating charge. [2.5 Marks]

(13 marks)

End of Examination
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PART A - COMPULSORY

Question One

Chimuntengo Mining Limited (the “Company”) is a company incorporated in accordance
with the provisions of the Companies Act of Zambia. The Company has a share capital of
15,000. Peter, Judas and Luke are the registered shareholders and directors of the Company.
Peter, Judas and Luke hold 8,000, 2000 and 5000 shares in the Company, respectively. The
Company as it core business mines copper and cobalt in Kalumbila District. The five-year
strategy plan of the Company is to expand the mine and increase the output and benefit from
the soaring copper prices. To achieve the shareholders, have proposed two options. The first
is to sale 50% of the shares to the new partner and the second option is to obtain aloan from
a commercial bank.

One of the potential shareholders, a Mr. Jones has approached you for advice in relation to
the potential transaction and in partficular the following issues which came to his attention
during the course of his investigation in relation to the Company:

1. Judas has indicated that he prefers the second option and to stop the transaction, he
will not approve or vote in favour of any resolution which will be presented to approve
the first option. Mr. Jones is concerned by the stance taken by Juda’s

2. Peter has assured Mr. Jones that should Judas continue to be a problem he will be
removed both as a director and shareholder.

3. The articles of association of the Company can only be amended if all the three
founding shareholders have consented to the proposed amendments and that Ken Phiri
shall be the Chief Account of the Company until the date of his refirement. Mr. Jones
want to amend the articles and also use his long term account a Mr. Kaswili.

4. The articles of association provide that the Company shall be mining copper and cobalt
only. Mr. Jones, however, intends for the company to be mining Gold as well.

5. Luke has an outstanding loan with Lima Bank and Mr. Jones is worried that should Luke
fail to settle the loan, Lima Bank may come after the assets of the Company to settle any
outstanding balance

Required:

With the aid of appropriate legal authorities advice Mr. Jones on the legal issues arising out of
the points above and your recommendation for each point.



PARTC

Question Four
In Darmouth v Warword [ ] 4 Wheat (US) 518, Marshall C.J. defined a company as

“A person, artificial, invisible, intangible and existing only in the contemplation of the law being a
mere creature of the law. It possesses only those properties which the charter of its creation confers
upon it, either expressly or incidental to its existence.”

With the aid of appropriate authority, discuss the above quotation as to what a company is.

(13 Marks)

Question Five

Discuss the case of Salomon v Salomon, clearly highlighting how its principles have been
incorporated under the Companies Act No. 10 of 2017.

PARTD
Question Six
With the aid of appropriate authorities, explain:

(a) statutory protection is offered to a third party who enters into a contract with a person
purporting to act on behalf of a company which is not yet formed?

Ib) Explain the difference between a company limited by shares and a company limited
by guarantee.

(c) Whatis meant by the ‘right of pre-emption’ on the allotment of shares?

Question Seven
With the aid of appropriate authorities, explain:

(a) the difference between a compulsory and voluntary liquidation, and how each is

commenced;
(b) the four circumstances in which a company may be wound up by the court;
(c) The difference between liquidation and receivership

End of Examination
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SECTION A

ALL questions are compulsory and MUST be attempted.

1. TASILA GROUP OF COMPANIES

When Tasila bought 75% of the Zulu 50 ngwe equity shares on 30 June, 2020, the value

of the Tasila K1 equity shares was K4.30 and the Zulu shares had a market value of K2.20.

The terms of the acquisition were a combination of elements:
(i) for every 3 shares acquired Tasila issued 1 new share
(i) a payment of K1.21 for each 2 shares acquired payable on 1 July 2021

(iii) a payment of KO.60 per share acquired immediately

The Tasila cost of capital is 10% per annum.

Only the cash paymeht on 30 June 2020 has so far been recorded

On 31 December 2020, the respective Statements of Financial Position were:

STATEMENT OF FINANCIAL POSITiON

Tasila Zulu
K K

Assets
Non-Current Assets
Property, plant and equipment 260,000 200,000
Investment in Zulu 36,000 )

296,000 200,000
Current Assets
Inventory 100,000 50,000
Receivables 90,000 80,000
Cash 5,000 36,000
Total Assets 491,000 366,000
Equity and Liabilities
Equity
Share Capital - K1 shares and K0.50 Zulu 100,000 40,000
Share Premium 30,000 20,000
Retained earnings 215,000 124,000

345,000 184,000
Non-Current Liabilities
3% Debentures 30,000 80,000
Current Liabilities 116,000 102,000
Total Equity and Liabilities 491,000 366,000

2|Page



(1) Atthe date of acquisition, some of Zulu's inventory had a fair value K12, 000 in excess of
its carrying value. This entire inventory had been sold before the year-end.

(i) On 30 September 2020, Zulu had sold an item of property, plant and equipment to Tasila
realising a profit on sale of K36, 000. Tasila was depreciating this item over its remaining
useful life of 4 years. It is group policy to charge a full year’s depreciation in the year of
purchase, and none in the year of sale.

(iii) On 1 December 2020, Tasila had despatched goods to Zulu at a transfer value of
K26, 000. Tasila sells goods at a margin of 30%. Zulu had sold a quarter of these goods
by the Statement of Financial Position date.

(iv) The current accounts did not reconcile at the year-end because Zulu had sent a payment
of K6, 500 to Tasila, but Tasila only received it on 2 January 2021. Before any necessary
adjustment, the intra group balance in Zulu’s records showed an amount owing to Tasila
of K11, 500.

(v) Goodwili is impaired by 25%.

v(vi) Profits for the two companies for the year to 31 December 2020 (before any adjustments

- necessary to be made) were respectively K70, 000 and K60, 000.

(vii)Both entities have declared but not yet accounted for a dividend per share of 10 ngwe
(Tasila) and 3 ngwe (Zulu).

(viii)  The directors valued the NCI investment on a fair value basis using the market value

of the Zulu shares as a fair measure.

Required
Prepare a Consolidated Statement of Financial Position for the Tasila Group as at 31
December 2020

(40 Marks)

. The Conceptual Framework for Financial Reporting

Mr. Kayama is a newly employed Assistant Accountant of your company and has approached
you as his superior for professional guidance. Mr. Kayama has clearly explained to you that
he does not fully understand the need for a Conceptual framework for financial reporting.

Therefore, he is seeking help from you in this regard.

Required;

As you enlighten the Assistant Accountant on the need for Conceptual Framework for
Financial Reborting, clearly:

(a) Describe the general purpose of the conceptual framework and state its advantages and;
(b) Identify the two fundamental qualitative characteristics that make financial information

useful. (10 marks)

3|Page



SECTION B

Attempt any TWO questions in this section

3. ZAMBIA SUGAR PLC
ZAMBIA SUGAR PLC is incorporated in the Republic of Zambia in accordance with the
Companies Act of 2017. It is listed on the Lusaka Stock Exchange and in accordance with the
requirements of the Securities Act No. 41 of 2016, Zambia Sugar Plc announced its results for

the financial period ended August 2019.

Consolidated Statement of Profit or Loss & Other Comprehensive Income

31-Aug-19 31-Aug-18
K'000 K'000
Revenue ' 2,955,958 2,362,468
Operating profit 605,741 387,601
Net finance costs (299,492) (242,530)
Profit before taxation : 306,249 145,071
Taxation (36,855) 11,323
Profit for the period 269,394 156,394
Profit attributable to:
Shareholders of Zambia Sugar Plc 263,730 152,642
Non-controlling interest 5,664~ 3,752 ]
269,394 156,394

4|Page




Consolidated Statement of Financial Position as at 31 August 2019

Assets

Non-Current Assets
Property, plant and equipment
Intangible asset

Current Assets
Growing cane
Inventories
Trade and other receivables
Other current assets
- Cash and bank balances

Total assets

Equity and liabilities

Equity attributable to shareholders

Non-controlling interest

Non-Current Liabilities
Deferred tax liability

Long and short-term borrowings

Current liabilities
Current liabilities

Total equity and liabilities

Other relevant information include:

Number of shares in issue ('000)
Weighted average number of shares in issue ('000)

Dividend per share (ngwee)

August 2019 August 2018
K '000 K '000
1,901,875 1,913,060
67,902 _ 67902
1,969,777 1,980,962
336,745 302,495
687,390 666,486
584,477 447,024
42,118 13,077
313,017 173929
1,963,747 1,603,011
3,933,524 3,583,973
1,412,679 1,113,888
- - - 40?2%.9,“
1,412,679 1,154,617
138,357 121,262
1,631,697 1,614,187
1,770,054 1,735,449
750,791 693907
750,791 693,907
3,933,524 3,583,973
316,571 316,571
316,571 316,571

You have been approached for investment advice by your colleague who is a non-finance

manager in your organisation and has clearly told you that he is considering buying shares

from Zambia Sugar Plc.

5|Page



Required:

You are required to assess the performance of Zambia Sugar Plc through the use of
financial ratios and clearly interpret the meaning of the key ratios analysed. Your
analysis should focus on the following categories of the ratios;

{a) Profitability

(b) Liquidity

{c) Gearing

{d) Investor's ratios
You should include in your commentary the overall performance of Zambia Sugar Plc

based on the set of financial statements presented.
(25 marks)
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4. ACCOUNTING STANDARDS

(a) Changes in Accounting Policy

Two of the qualitative characteristics of information contained in the IASB’s Conceptual

Framework for Financial Reporting are understand ability and comparability.

Required:
Explain the meaning and purpose of the above characteristics in the context of
financial reporting and discuss the role of consistency within the characteristic of
comparability in relation to changes in accounting policy.

| (6 marks)

(b) Changes in Accounting Policy

You are a newly employed Accountant for the Ubuntu group of companies and you are
fihalising the financial statements for the year ended 31 December 2020. The following
transactions and events occurred during the year under review:

(i) The interest of K1 million earned on fixed deposits in the year 2019 was recorded as
income earned during the year 2020

(ii) As of the beginning of the year, the remaining useful life of a plant was reassessed as
four (4) years rather than seven (7) years. The plant had a cost of K500, 000 and an
estimated nil residual value.

(iii) Bonuses of K12 million, compared with K2.3 million in the previous year, had been
paid to employees. The financial manager explained that a new incentive scheme was
adopted whereby all employees shared in increased sale.

(iv) The internal auditor noticed in 2020 that in 2019 the entity had omitted in its books of
accounts an amortization expense amounting to K30, 000 relating to an intangible

asset.

Required:
a. Explain to the Assistant Accountant the difference between changes in accounting
policies, estimates and errors.
b. How would each transaction and event be treated in the financial statements.
(19 marks)
(Total: 25 marks)
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ASSETS AND IMPAIRMENT
(a) Your assistant has been criticised over a piece of assessed work that he produced for his
study course for giving the definition of a non-current asset as ‘a physical asset of

substantial cost, owned by the company, which will last longer than one year’.

Required:

Explain the weaknesses in the assistant’s definition of non-current assets. (5 marks)

(b) The objective of IAS 36 Impairment of assets is to prescribe the procedures that an entity

applies to ensure that its assets are not impaired.

Required:
Explain what is meant by an impairment review. Your answer should include reference

to éssets that may form a cash generating unit.

-Note: you are NOT required to describe the indicators of an impairment or how

impairment losses are allocated against assets. (5 marks)

(c) Zambia University of Education ‘

(i) Zambia University of Education (ZUE) acquired an item of plant at a cost of K800,000
on 1 January 2018 that is used to produce and package pharmaceutical pills. The plant
had an estimated residual value of K50,000 and an estimated life of five (5) years,
neither of which has changed. ZUE uses straight-line depreciation. On 31 December
2020, ZUE was informed by a major customer (who buys products produced by the
plant) that it would no longer be placing orders with ZUE. Even before this information
was known, ZUE had been having difficulty finding work for this plant. It now estimates

that net cash inflows earned from the plant for the next three years will be:

K000

year ended: 31 December 2021 220
31 December 2022 180

31 December 2023 170

On 31 December 2023, the plant is still expected to be sold for its estimated realisable value.
ZUE has confirmed that there is no market in which to sell the plant at 31 December 2020.

ZUE’s cost of capital is 10% and the following values should be used:

value of K1 at: K

end of year 1 0.91
end of year 2 0.83
end of year 3 0.75
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(1) ZUE owned a 100% subsidiary, Eduroam that is treated as a cash generating unit. On
31 December 2020, there was an industrial accident (a gas explosion) that caused
damage to some of Eduroam’s plant. The assets of Eduroam immediately before the

accident were:

K'000
Goodwill 1,800
Patent _ 1,200
. Factory building 4,000
Plant 3,500
Receivables and cash 1,500
12,000

As aresult of the accident, the recoverable amount of Eduroam is K&.7 million. The explosion
destroyed (to the point of no further use) an item of plant that had a carrying amount of K500,
000. Eduroam has an open offer from a competitor of K1 million for its patent. The receivables

and cash are already stated at their fair values less costs to sell (net realisable values).

Required:

Calculate the carrying amounts of the assets in (i) and (ii) above at 31 December 2020
after applying any impairment losses.

Calculations should be to the nearest K1,000.

The following mark allocation is provided as guidance for this requirement:

(i) 5 marks

(ii) 8 marks

Two (2) professional marks will be awarded for presentation.
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CHOOSE & ANSWER ANY FOUR (04) QUESTIONS

~ QUESTION ONE

The following intformation relates to the statement of Financial Position as at December

i

31 2021
_ “Liabilities - K Assets o __“,,,K_,,,,__, ;
“Share Capital o 200,000 | Land & Building 1140,000
Retained Earnings 130,000 |Plant& Machinery [ 350,000 |
~General Reserves - 140,000 | Inventories 200,000
- 12% Debenture /420,000 | Sundry Receivables 100,000 ‘
, Sundry Payables o - 100 OOO | Trade Accounts Receivables | 1_O_OOO B
Trade Payables 50 OOO Cash & Bank _‘» o ,v,,w‘,,40,,000
: | 840000 | B 840,000

Net Operating Profit before tax was K280,000, assume tax is 40%, dividend declared
amounts o K30,000. !

Required

Cempute and Comment on your finding on the following ratios:

TTTe e a0 T

Total

Current Assets

Acid Test Ratios

Inventory to Working Capital Ratio
Debt to Equity Ratio

Proprietary Ratios

Capital gearing Ratio

Current Assets to Fixed Assets Ratio
Return on Total Resources

Return on Capital Employed

Return on Shareholder’'s Funds

(25 marks)

QUESTION TWO

a.

b.

Compare and contrast the Principle Based Accounting Standards to Rules Based
Accounting Standards (10 marks)
Various Stakeholders who receive accounting information differ in their

informational needs. Discuss Six of these, citing their areas of.interest.

(15 marks)



QUESTION THREE

The summarized draft statements of financial position of the three companies at 31st
DECEMBER 2019 are:

TEMS Ty E
(K000 (K000 K000

ASSETS - :

‘Non-current Assets o

PPEs 1959 - 980 840

' Investment: 630, 000 shares in J 8 |
investment 168,000 shareswm E - 224 o -

_____ ) 1988 . 1980 840

Current Assets L

' Inventory . 130 840 190
‘Trade Receivables 190 1310 100

' Bank - /3% 158 4B,

Total Assets ... .......2593 1988 178
Equity and Liabilities N
|Equity Shares atK1.00each 1120 840 560
' Retained Earnings 1232 1602 448 :
| ~ S 2352 | 1442 1008
Current Liabilities j '
Trad_e_F_’ayables - 150 L 480 o 136
Taxation - 91 o 66 7 32
Total Equity & Llabxlmes 12593 g 1988 1176

Add:tlonal notes: )

) T Acquired its shares in J on Januéry 1, 2019, when J had Retained 'Fa"“*nings
of K160,000. NCI's are to be valued at thelr Fair Value at the date of acquis sition.
" The Fair Value of the NCI holding in J at January 1, 2019 was K250, 000"
(fy T acquired its shares in E on January 1,2019 when E had Retained Earnings
of K140,000. * g
(1 " An impairment test at the year end shows that the Goodwill for J mmams
' unimpaired but that the Investment in E is impaired by K2.000
(IV)  During the year J had sold inventory to T for K60,000. These had at a margin .
- 0f 25%. A quarter of these inventory still remains unsold.

Required: Fﬁrepare the Consolidated Financial Statement of Financial Position for T as at,
31t DECEMBER 2019. ' , (25 marks)

!
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QUESTION FIVE

The following information relates to PanaSeed a limited liability company for the year
ended December 31, 2020

Extracts from the§tatement of Profit or Loss for the year ended December 31. 2020
Finance costs (400

Investment Income . 180
Profitbeforetax 1 15000

Less Tax ] 4350

Profit for the year ) 10,650

Statement of Financial Position as at December 31, 2020 o
‘ 2020 2019
K000 | K000

Assets - ; o
Non currentAssets e . 43282 | 26574
Current Assets ‘

Inventories | 3560 | 9635

“Receivables - 6,405 | 4542
Cash o 2,045 1,063
] 12010 | 15240
| Total Assets 7 55,292 41,814
Eqmty & Liabilites
Capltal & Llab|I|t|e‘s T
‘Ordinary Share Capital | 19365 | 1749
_Retamed Earnings =~ | 16115 : 6465 465

35480 ’23 961

i Non-current Liabilities B
LLE?'L ,..8,000 10,300

_Qurrent Liabilities - e
Bank Overdraft » ! 1,230 429

_Trade Payables 7562 4,364

_Taxation 2,760

l()Ji_

o

1N
(@)

Total Liabilites 55202 | 41814

Additional information:
1. Depreciation expense for the year was K4,658,000
2. Assets with a carrying value of K1,974 000 were disposed of at a profit of K720,000

Prepare the statement of cash flows for the year ended December 31, 2020 for
PanaSeed.

END OF EXAMINATION PAPER
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QUESTION ONE-COMPULSORY

The consolidated statements of profit or loss for the Pipo group for the years ended 31
December 2019 and 2018 are shown below.

2019 2018
K000 K000

Revenue 213,480 216,820
Cost of sales ' (115,620) (119,510)
Gross profit : 97,860 97,310
Operating expenses (72,360) (68,140)
Profit from operations 25,500 29,170
Finance costs (17,800) (16,200)
Investment income 2,200 2,450
Profit before tax 9,900 15,420
Share of profit of associate 4,620 3,160
Tax expense (2,730) (3,940)
Profit for the year - 11.790 14.640
Attributable to:
Shareholders of Pipo Co 8,930 12,810
Non-controlling interest 2,860 1,830

The following information is relevant:

a)

f)

On 31 December 2019, the Pipo group disposed of its entire 80% holding in Sombe
Co, a software development company, for K300m. The Sombe Co results have been
fully consolidated into the consolidated financial statements above. Sombe Co does
not represent a discontinued operation.

The proceeds from the disposal of Sombe Co have been credited to a suspense
account and no gain/loss has been recorded in the financial statements above.

Pipo Co originally acquired the shares in Sombe Co for K210m. At this date, goodwill
was calculated at K70m. Goodwill has not been impaired since acquisition, and
external advisers estimate that the goodwill arising in Sombe Co has a value of K110m
at 31 December 2019.

On 31 December 2019, Sombe Co had net assets with a carrying amount of K260m.
In addition to this, Sombe Co’s brand name was valued at K50m at acquisition in the
consolidated financial statements. This is not reflected in Sombe Co’s individual
financial statements, and the value is assessed to be the same at 31 December 2019.
Sombe Co is the only subsidiary in which the Pipo group owned less than 100% of the
equity. The Pipo group uses the fair value method to value the non-controlling interest.
At 31 December 2019, the non-controlling interest in Sombe Co is deemed to be
Keém.

Until December 2018, Pipo Co rented space in its property to a third party. This
arrangement ended and, on 1 January 2019, Sombe Co’s administrative department
moved into Pipo Co’s property. Pipo Co charged Sombe Co a reduced rent. Sombe
Co’s properties were sold in April 2019 at a profit of K2m which is included in
administrative expenses.



g) On 31 December 2019, the employment of the two founding directors of Sombe Co
was transferred to Pipo Co. From the date of disposal, Pipo Co will go into direct
competition with Sombe Co. As part of this move, the directors did not take their
annual bonus of K1m each from Sombe Co. Instead, they received a similar ‘joining
fee’ from Pipo Co, which was paid to them on 31 December 2019. These individuals
have excellent relationships with the Iargest customers of Sombe Co, and are central
to Pipo Co’s future plans.

h) Sombe Co’s revenue remained consnstent at K26m in both 2019 and 2018 and Sombe

Co has high levels of debt. Key ratios from the Sombe Co financial statements are
shown below:

2019 2018
Gross profit margin 81% 80%
Operating profit margin 66% 41%
Interest cover 1-2 times 1-1 times

Required:

-~ a) Calculate the gam/loss on the disposal of Sombe Co which will be recorded in:

e The individual financial statements of Pipo Co; and

e The consolidated financial statements of the Pipo group. (10 marks)

(b) Calculate ratios equivalent to those provided in note (viii) for the Pipo group for the
years ended 31 December 2019 and 2018. No adjustment is required for the gain/loss on
disposal from (a). (6 marks)
c) Comment on the performance and interest cover of the Pipo group for the years ended
31 December 2019 and 2018. Your answer should comment on:
e The overall performance of the Pipo group; How, once accounted for, the disposal
of Sombe Co will impact on your analysis; and
o The implications of the disposal of Sombe Co for the future results of the Pipo
group. (24 marks)
Total (40 marks)

QUESTION TWO
(a) The IASB’s Framework for the Preparation and Presentation of Financial Statements

requires financial statements to be prepared on the basis that they comply with certain
accounting concepts, underlying assumptions and (qualitative) characteristics. Five of
these are:

Matching/accruals
Substance over form
Prudence
Comparability
Materiality
Required’
a) Briefly explain the meaning of each of the above concepts/assumptions.
(10 marks)



b) For most entities, applying the appropriate concepts/assumptions in for inventories
is an important element in preparing their financial statements. lllustrate with an
example how each of the concepts/assumptions in (a) may be applied to
accounting for inventory. (10 marks)

Total (20 marks)

SECTION B: CHOOSE & ANSWER ANY OTHER TWO FROM THIS SECTION
QUESTION THREE |

Alpha Co purchased 1,400,000 ordinary shares in Beta Co on January 1, 2010 for
K1,450,000 when the general reserve of Beta stood at K400,000 and there were no
retained earnings. The Investment was classified as available for sale with any associated
gains or losses recorded within other components of Equity in Alpha'’s individual financial
statements. The investment is recorded at its fair value of K1,450,000 as at December
31, 2014.

The statements of financial position of the two companies as at 31 December 2014 are
set out below.

Alpha Beta
K’000 K’000

Assets
No- current
Property, plant and equipment . 8,868 1,787
Investment in Beta at cost 1,450 000

10,318 1,787
Current assets
Inventories 1,983 1,425
Receivables 1,462 1,307
Cash 25 16

3,470 2,748

Total assets 13,788 4535
Equity and liabilities
Equity Share capital (50n ordinary shares) 5,500 1,000
General reserve 1,200 800
Other Components of Equity 50
Retained earnings 435 100
Total equity 7,185 1,900
Non-current liabilities
Borrowings 10% 4,000
Borrowings 15% - 500
Total non-current liabilities 4,000 500
Current liabilities
Bank overdraft 1,176 . 840
Trade payables 887 1,077
Taxation 540 218
Total current liabilities 2,603 2,135
Total liabilities 6,603 2,635

Total equity and liabilities 13,788 4,535




At the end of the reporting period the current account of Alpha with Beta was agreed at
K23,000 owed by Beta. This account is included in the appropriate receivable and trade
payable balances shown above. There has been no impairment of goodwill since the date
of acquisition. It is the group's policy to value the non-controlling interest at its
proportionate share of the fair value of the subsidiary's net assets.

REQUIRED \ '

(a) Prepare a consolidated statement of financial position for the Alpha Beta Group.

(b) Show the alterations necessary to the group statement of financial position if the
intragroup balance owed by Beta to Alpha represented an invoice for goods sold by Alpha
to Beta at a mark-up of 15% on cost, and still unsold by Beta at 31 December 20X4.

(c) Atacquisition the Fair Value of Property, Plant and Equipment was more by K400,000
and had an estimated remaining economic useful life of 10 years. ,
(d) Alpha had sent a cheque of K5,000 to Beta, which was not received at reporting date.
Total (20 marks)

- QUESTION FOUR
You are the accountant of Trott Ltd, a business that buys and sells cricket equipment.
The trial balance at 31 December 2017 was as follows:

K K
Equity Share capital (K1) : 5,000
Retained earnings at 1 January 2017 5,835
Revenue 66,980
Staff cost 5,400
Inventory at 1 January 2017 3,930
Purchases 38,760
Distribution costs 3,130
Administrative expenses 3,790
Loan interest 200
Investment income 250
Tax 200
Receivables and payables 9,290 2,360
Bank 3,300 175
Motor vehicles @ cost 5,000
Buildings @ cost 12,000
Motor vehicles @ accumulated depreciation 1 Jan, 2017 1,000
Buildings - accumulated depreciation 1 January 2017 2,400
Debentures (2020) 1,000
85,000 85.000

Additional information:

1. Trott has not made any additions or disposals of tangible non-current assets in the
year. Its depreciation policy is as follows:
e Motor vehicles @ 20% reducing balance Buildings @ 25 years straight line.
The depreciation expense for the year is charged to cost of sales.
2. Inventory at the end of the year was valued as follows:



Cost(K)  NRV (K)

Bats 2,500 4,000

Gloves 650 500

Pads 1,000 2.000
4.150 6,500

3. Staff costs are to be apportioned equally across cost of sales, distribution costs
and administrative expense.

4. The balance of tax on the tax account represents the over/under provision for the
prior year. An estimate of K1,500 has been made for the tax payable at the year-
end.

REQUIRED
Prepare in a statement of profit or loss for the year-ended 31 December 2017 and a
statement of financial position at that date. (20 marks)

QUESTION FIVE
The core principle in IAS 36 is that an asset must not be carried in the financial statements
at more than the highest amount to be recovered through its use or sale. If the carrying
amount exceeds the recoverable amount, the asset is described as impaired. The entity
must reduce the carrying amount of the asset to its recoverable amount, and recognise
an impairment loss. 1AS 36 also applies to groups of assets that do not generate cash
flows individually (known as cash-generating units).

a) ldentify and discuss both the Internal and External indicators Impairment

(10 marks)
b) Peter owned 100% of the equity share capital of Sharon, a wholly-owned
subsidiary. The assets at the reporting date of Sharon were as follows:

K'000
Goodwill 2,400
Building 6,000
Plant & Equipment 5,200
Other Intangibles 2,000
Receivables and Cash 1,400

17,000

On the reporting date a fire within one of Sharons buildings led to an impairment review
being carried out.

The recoverable amount of the business was determined to be K9.8 million. The fire
destroyed some plant and equipment with a carrying value of K1.2 million and there was
no option but to scrap it.

The other intangibles consist of a license to operate Sharons plant and equipment.
Following the scrapping of some of the plant and equipment a competitor offered to
purchase the patent for K1.5 million. The Receivables and Cash are not stated at their
Realisable value and do not require Impairment "
Show how the impairment loss in Sharon is allocated amongst the assets.

(10 marks)
Total ‘ (20 marks)

END OF EXAMINATION PAPER
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SECTION A — COMPULSORY

QUESTION ONE

1. The role of the cost accountant would not normally involve which of the following:
A. Communicating future production plans to all departments
B. Ensuring that there is sufficient manufacturing capacity for the next period
C. Preparing half yearly accounts for presentation to the board of directors
D. Comparing actual performance with the budgeted targets (2 Marks)

2. Which of the following statements would not necessarily be used in a description of
good management information? It is:
A. Relevant to a particular decision
B. Very cheap to produce
C.” Accurate and produced in time
D. In a readily understandable format (2 Marks)

3. Which of the following best describes a fixed cost? A cost which:
‘A. Represents a fixed proportion of total costs
B. Remains at the same level up to a particular level of output
C. Has a direct relationship with output
D. Remains at the same level when output increases (2 Marks)

4. A business’ telephone bill should normally be classified into which one of the following
categories?
A. Fixed costs
B. Stepped fixed costs
C. Semi-variable cost
D. Variable cost (2 Marks)

5. If the raw material are suffering from inflation, which of the following methods of

valuing stocks will give the lowest gross profit?

A. LIFO

B. Replacement cost
C. FIFO
D

. Simple average (2 Marks)

6. Which of the following is a disadvantage of the FIFO method of stock valuation?
A. Physical issues must follow the same order as physical receipts
B. One issue may be split between two or more different deliveries for costing
purposes
C. Jobs started on the same day must be issued with stock from the same delivery
It is necessary to analyse which deliveries particular issues have been obtained from
(2 Marks)

o
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7. Which of the following would not create an expense due to idle time of direct labour?
A. Machine breakdown
B. Poor work planning
C. Reduced demand
D. Strike action (2 Marks)

8. For a company involved in the production of a number of different product lines, which
of the following machines costs would normally form part of the prime cost of
production?

A. Operator’s cost
B. OQils
C. Depreciation
D. Repairs (2 Marks)

9. If the overhead to be absorbed was the foreman’s salary the most likely appropriate
basis for absorption would be:
A. Weight of material
B. Direct labour hours
C. Selling price
D. Prime cost ‘ (2 Marks)

10. Which of the following would not cause either an under or over absorption of
overheads:
A. Actual direct labour time per unit being greater than budget
B. Actual cost of direct labour being greater than budget
C. Actual overheads incurred being less than budget
D. The number of units produced being greater than budget (2 Marks)

. 11. A company has produced a set of cost figures for its accounting period:

K
Direct labour 98,000
Direct expenses 5,000
Administration overheads 15,000
Indirect factory costs 20,000
Direct materials 200,000
Selling and distribution overheads 22,000

What is the production cost of units made in the period?

A. K303,000
K323,000
K338,000
K360,000 (5 Marks)

OO w
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QUESTION TWO

A. A Major different between marginal and absorption costing is the valuation of finished
stocks and work in progress.
Explain the differences between these methods and the arguments used by supporters
of each of these methods. (8 Marks)

B. Explain the meaning of semi-variable cost and illustrate your answer by using a graph.

) , (7 Marks)
C. Using the data below, find the variable cost per hour and fixed cost per month.
Hours of activity Total costs
K
January 4,400 13,824
February 4,700 14,562
March 5,300 16,038
April 5,100 15,546
May _ 4,900 15,054
June 4,500 14,070
(5 Marks)

SECTION B
QUESTION THREE

A company manufactures and sells two products A and B. The following is available.

A B

Sales prices (each) K15 K20
Labour (unit) K2 (1 hour) K4 (2 hours)
Variable production overheads K3 K6
Material K4 K5
Production quantities: November 700 800

December 350 500
Quantities sold: November 600 700

December 400 400
Fixed overheads November K4,600

December K2,700

Required

You are required to prepare statements for November and December showing profit and
closing stock valuations using the following methods:

A. Marginal costing (12 Marks)
B. Absorption costing (13 Marks)

Page 4 of 6



QUESTION FOUR

A process for making lead shot involves melting ingots of lead, then pouring the melt from a
height, into a cooling bath. There is a loss of material due to spillage of the melt and splatter
by the bath. This material is sold for scrap. In a normal production run 1kg of lead costing K40
would produce 0.95kg of shot with the scrap being sold for K20 per kg.

In a week 100kg of lead was processed and 92kg of lead shot produced. Labour costs of K550
were incurred and overhead costs are normally allocated at a rate of 4 times labour costs.

Required

A. Calculate the cost per unit for lead shot (8 Marks)
B. Write up the process account (10 Marks)
C. Write up the loss account (7 Marks)

QUESTION FIVE

An industry concern manufactures three products known as P, Q and R. Each product is
started in the machining area and completed in the Finishing Shop. The direct costs associated
with each product forecast for the next trading period are:

P Q R
K K K
Materials 18.50 15.00 22.50
Wages:
Machining area at K5 per hour 10.00 5.00 10.00
Finishing Shop at K4 per hour 6.00 4.00 8.00
34.50 24.00 40.50

There are machines in both departments and machine hours required to complete one of
each product are:

Machine area 4 1.5 3
Finishing shop 0.5 0.5 1
Budget output in units 6,000 8,000 2,000
Fixed overheads are:
"Machine area K100,800
Finishing shop K94,500
Required:
A. An overhead absorption rate for fixed overheads using:
(i) A labour hour rate for each department; (5 Marks)
(ii) A machine hour rate for each department. (5 Marks)

B. Using results from (A) above, calculate the total cost of each product using:
(i) The labour hour rate; (5 Marks)
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(i) The machine hour rate. (5 Marks)

C. Your comments to the Factory Manager who has suggested that one overhead rate for
both departments would simplify matters. (5 Marks)

QUESTION SIX

7 Ltd had the following transactions in one of its raw materials during April 2017.

Units Purchase Market
Price OPrice
Opening 40 units @K10 each ~ @K10 each
April ! Bought 140 units @K1l each @K12 each
10 Used | 90 units
12 Bought 60 units @K12 each ~ @K13 each
13 Used 100 units
16  Bought 200 units @K10 each  @K15 each
21 Used 70 units
23 Used 80 units
26 Bought 50 units @K12 each  @K14 each
29 Used 60 units

Required

Write up stores ledger account using the following methods of stock valuation below, and you
should clearly indicate:

(i) the total purchase costs, cost of sales, value of closing stock and
(ii) where there are differences between purchase cost and the aggregate of cost of
production and value of the closing stock, show the reconciliation.

A. Replacement Method : (13 Marks)
B. Weighted Average (12 Marks)

END OF EXAMINATION
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SECTION A — COMPULSORY

QUESTION ONE

1.

Ne)

If the raw material are suffering from inflation, which of the following methods of
valuing stocks will give the lowest gross profit?

A. LIFO C. Replacement cost

B. FIFO D. Simple average . : (2 Marks)

Which of the following is a disadvantage of the FIFO method of stock vatuation?

A. Physical issues must follow the same order as physical receipts

B. One issue may be split between two or more different deliveries for costing

purposes

Jobs started on the same day must be issued with stock from the same delivery

D. Itis necessary to analyse which deliveries particular issues have been obtained from
(2 Marks)

Which of the following would not create an expense due to idle time of direct labour?
A. Machine breakdown C. Poor work planning
B. Reduced demand D. Strike action (2 marks)

If the overhead to be absorbed was the foreman’s salary the most likely appropriate
basis for absorption would be:

A. Weight of material C. Direct labour hours

B. Selling price D. Prime cost (2 Marks)

Which of the following would not cause either an under or over absorption of
overheads:

A. Actual direct labour time per unit being greater than budget

B. Actual cost of direct labour being greater than budget

C. Actual overheads incurred being less than budget :

D. The number of units produced being greater than budget (2 Marks)

Cost centres are:

A. Units of output or service for which costs are ascertained.

B. Functions or locations for which costs are ascertained.

C. A segment of the organisation for which budgets are prepéred.

D. Amounts of expenditure attributable to various activities. (2 Marks)

Fixed costs are conventionally deemed to be:

A. Constant per unit of output as production changes.

B. Constant in total when production volume changes.

C. Outside the control of management as production changes.
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8.

10.

D. Those unaffected by inflation. (2 Marks)

The following data relate to two activity levels of an out-patient department in a hospital:
Number of consultations by patients 4,500 5,750
Overheads K269,750 K289,125

Fixed overheads are not affected by the number of consultations per period. The variable
cost per consultation:

A. Is approximately K15.50 C. Is approximately K44.44

B. Is approximately K59.94 D. None of the options given (2 Marks)

The following is a graph of cost against volume of output: (2 Marks)
Total cost

Volume of activity
To which of the following costs does the graph correspond?

A. Electricity bills made up of a standing charge and a variable charge.

B. Bonus payments to employees when production reaches a certain level.

C. Sales commission payable per unit up to a maximum amount of commission.
D. Bulk discounts on purchases, the discount being given on all units purchased.

A company has produced a set of cost figures for its accounting period:
K
Direct labour 98,000
Direct expenses 5,000
Administration overheads 15,000
Indirect factory costs 20,000
Direct materials 200,000
Selling and distribution overheads 22,000

What is the production cost of units made in the period?

A. K303,000
K323,000
K338,000
K360,000 (3 Marks)

onw
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11. A method of dealing with overheads involves spreading common costs over cost centres
on the basis of benefit received. This is known as:
A. Overhead absorption C. Overhead apportionment.
B. Overhead allocation. D. Overhead analysis. (2 Marks)

12. An overhead absorption rate is used to:
A. Share out common costs over benefiting cost centres.
B. Find the total overheads for a cost centre.
C. Charge overheads to products.
D. Control overheads. (2 Marks)

QUESTION TWO

Z Ltd had the following transactions in one of its raw materials during December 2021.

Units Purchase Market
Price Price
Opening 40 units @K10 each  @K10 each
April 4 Bought 140 units @K11 each  @K12 each
10 Used 90 units @K13 each
12 Bought 60 units @K12 each @K13 each
13 Used 100 units @K14 each
16 Bought 200 units @K10 each @K10 each
21 Used 70 units @K15 each
23 Used 80 units @K14 each
26 Bought 50 units @K12 each ~ @K14 each
29 Used 60 units @K16 each
Required

Write up stores ledger account using the following methods of stock valuation below, and you
should clearly indicate:

(i) the total purchase costs, cost of sales, value of closing stock and
(ii) where there are differences between purchase cost and the aggregate of cost of
production and value of the closing stock, show the reconciliation.

A. Replacement Method (13 Marks)
B. Weighted Average (12 Marks)
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SECTION B — ATTEMPT ANY TWO QUESTIONS

QUESTION THREE

Luansobe Plc is engaged mainly in retailing fashion and leisure wear, camping equipment and
protective clothing. The company’s head office and warehouse are located in Lusaka province
and the 50 shops it operates are divided into three provincial divisions as follows.

Division No. of shops
Copperbelt 16
West 13
South 21

Servicing of the shops is undertaken from head office for the following.

(a) Personnel and staff training

(b) Window display, sales promotion and advertising’

~(c) Warehousing and distribution — no goods are delivered direct to the shops from the
manufacturers.

Costs for the three service functions are budgeted for the next month, as shown below, and

methods of apportioning these costs to the three retailing divisions must be determined.

Window display,
Personel and sales promotion Warehousing and
Staff training and advertising distribution
K’000 K’000 K’000
Wages 40 65 140
Transport 9 30 115
Other costs 8 135 30

Other information available from the budget for the next month is as follows.

Copperbelt West South Total
K’000 K’'000 K’'000 K’000
Sales 2,760 2,320 4,120 9,200
Cost of goods sold 1,154 978 1,668 3,800
Branch wages 422 358 645 1,425
Divisional administration 45 45 53 143
Required
A. Prepare a statement showing how you apportion the cost of the service functions to each
of the retailing divisions. (16 Marks)
B. Briefly explain why you have selected the bases of apportionment that you have used in
‘A’ above and state any limitations. (9 Marks)
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QUESTION FOUR
The Z-Tool Company manufactures three products, A, B and C, the cost of each being:

Product A Product B Product C

Direct materials K14.40 K25.60 K36.00
Direct labour:
Material @ K1.20 per hour 2 hours 1.5 hours 2 hours
Assembling @ K0.80 per hour 2 hours 2.5 hours 1 hours
Variable overhead K1.60 K0.60 K0.80

Fixed overhead for the following year is estimated at K120,000 and planned production is:

Product A 10,000 units
Product B 20,000 units
Product C 40,000 units

The directors are considering alternative methods for absorbing fixed overhead into product
costs. '

Required
Calculate the rates to be applied for the following alternatives:

A. Percentage of total variable cost (13 Marks)
B. Direct labour hour (12 Marks)

QUESTION FIVE

A process for making lead shot involves melting ingots of lead, then pouring the melt from a
height, into a cooling bath. There is a loss of material due to spillage of the melt and splatter
by the bath. This material is sold for scrap. In a normal production run 1kg of lead costing K40
would produce 0.95kg of shot with the scrap being sold for K20 per kg.

In a week 100kg of lead was processed and 92kg of lead shot produced. Labour costs of K550
were incurred and overhead costs are normally allocated at a rate of 4 times labour costs.

Required

A. Calculate the cost per unit for lead shot (8 Marks)
B. Write up the process account (10 Marks)
C. Write up the loss account (7 Marks)
QUESTION SIX

Peter Likando has worked for some years as a sales representative, but has recently been
made redundant. He intends to start up in business on his own account, using K15,000 which
he currently has invested with a building society. Peter maintains a bank account showing a
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small credit balance, and he plans to approach his bank for the necessary additional finance.
Peter provides the following additional information.

(a) Arrangements have been made to purchase fixed assets costing K8,000. These will be paid
for at the end of September 2019 and are expected to have a five-year life, at the end of
which they will possess a nil residual value.

(b) Stocks costing K5,000 will be acquired on 28th September 2019 and subsequent monthly
purchases will be at a level sufficient to replace forecast sales for the month.

(c) Forecast monthly sales are K3,000 for October 2019, K6,000 for November 2019 and
December 2019, and K10,500 from January 2020 onwards.

(d) Selling price is fixed at the cost of stock plus 50%.

(e) Two months’ credit will be allowed to customers but only one month’s credit will be
received from suppliers of stock.

(f) Running expenses, including rent but excluding depreciation of fixed assets, are estimated
at K1,600 per month.

(g) Peter intends to make monthly cash drawings of K1,000.

- Required: :

A. Prepare Peter Likando’s budgeted profit and loss account for six months from 1 October
2019 to 31 March 2020. (10 Marks)

B. Prepare Peter Likando’s budgeted budgeted balance sheet as at 31 March 2020.
‘ (15 Marks)

END OF EXAMINATION
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QUESTION 1

The core principle in IAS 36 is that an asset must not be carried in the financial statements
at more than the highest amount to be recovered through its use or sale. If the carrying
amount exceeds the recoverable amount, the asset is described as impaired. The entity
must reduce the carrying amount of the asset to its recoverable amount, and recognise
an impairment loss. I1AS 36 also applies to groups of assets that do not generate cash
flows individually (known as cash-generating units). :

a) ldentify and discuss both the Internal and External indicators Impairment
: (10 marks)

b) Peter owned 100% of the equity share capital of Sharon, a wholly-owned subsidiary.
The assets at the reporting date of Sharon were as follows:

. - [ 4 1
‘*%G_QOdWl” ] I 2400 |
Building_________ KL — {
"Plant & Eggi%ment _ - 5200
"Other Tn.fa_ngl,Least, S 2,000
' Receivables and Cash S — T;igg,of_mm,,_
| , |

On the reporting date a fire within one of Sharons buildings led to an impairment review
being carried out. ‘

The recoverable amount of the business was determined to be K9.8 million. The fire
destroyed some plant and equipment with a carrying value of K1.2 million and there was
no option but to scrap it.

The other intangibles consist of a license to operate Sharons plant and equipment.
Following the scrapping of some of the plant and equipment a competitor offered to
purchase the patent for K1.5 million. The Receivables and Cash are not stated at their
Realisable value and do not require Impairment

Show how the impairment loss in Sharon is allocated amongst the assets.
(10 marks)

Total (25 marks)
QUESTION 2

QUESTION ONE
() The |IASB's Framework for the Preparation and Presentation of Financial Statements
requires financial statements to be prepared on the basis that they comply with certain

accounting concepts, underlying assumptions and (qualitative) .characteristics. Five of

these are:
« Matching/accruals

e Substance over form




L[]

Prudence
Comparability
Materiality

Required

(a) Briefly explain the meaning of each of the above concepts/assumptions.

(5 marks)
(b) For most entities, applying the appropriate concepts/assumptions in for inventories is
an important element in preparing their financial statements.
Required
lllustrate with an example how each of the concepts/assumptions in (a) may be applied
to accounting for inventory. (15 marks)
Total (20 marks)

QUESTION THREE

The summarized draft statements of financial position of the three companies at 31st

DECEMBER 2019 are:

ITEMS

\
| ASSETS

Non-current Assets
PPEs

[ Tnvestment: 630,000 shares in J

Investment: 168,000 shares in E

‘Current Assets
LI nventory
' Trade Receivables

Bank

| Total Assets

| Equity and Liabilities

| Equity Shares at K1.00 each

[;Retai‘ned Earnings

iLCurrent Liabilities

| Trade Payables

| Taxation

| Total Equity & Liabilities _

Additional notes:

(1) T Acquired its shares in J on Jan

uary 1, 2019, when J had Retained Earnings

of K160,000. NClI's are to be valued at their Fair Value at the date of acquisition.
The Fair Value of the NCI holding in J at January 1, 2019 was K250,000.



(i T acquired its shares in E on January 1, 2019 when E had Retained Earnings
of K140,000.

(I An impairment test at the year-end shows that the Goodwill for J remains
unimpaired but that the Investment in E is impaired by K2,000.

(IV)  During the year J had sold inventory to T for K60.000. These haa at a margin
of 25%. A quarter of these inventory still remains unsold.

Required: Prepare the Consolidated Financial Statement of Financial Position for T as
at 31st DECEMBER 2019. (25 marks)

QUESTION FOUR

Extract from Musune's nominal Ledger for the year ended December 31, 2020 are as
follows:

Bofifortheyear o A

- R p— o |
Dividend _ | L) |

|

%_[“)_uring the year the following important events took place »
k; (1) Properties were revalued at K105,000

B (i) 200,000 Equity shares of K1 were i%ggyringThe year at premium K0.25

K
Léib,@f@&ép_@;_;:j:::::: T L 400000
“SharePremum - | 50000
“RevaluationSurplus _J 165,000
Retained Earnings 310,000
- —— -,,__-XW,_Q_Z_Q_LQQQ
. S S B
Required:

Prepare the Statement of Changes in Equity for the year ended December 31, 2020°
(15 marks)




QUESTION FIVE

You are the accountant of Trott Ltd, a business that buys and sells cricket
equipment.

The trial balance at 31 December 2017 was as foliows:

K K

L—‘.quity. Share capital (K1) 5,000

Retained earnings at 1 January 2017 5,835

Revenue 66,980

Staff cost 5,400

Inventory at 1 January 2017 3,930

Purchases 38,760

Distribution costs 3,130

Administrative expenses ‘ 3,790

Loan interest 200

investment income 250

Tax 200

Receivables and payables 9,290 2,360

Bank 3,125

Motor vehicles @ cost 5,000

Buildings @ cost 12,000 ,

Motor vehicles @ accumulated depreciation 1 January 1,000

Buildings - accumulated depreciation 1 January 2017 2,400

Debentures (2020) 1,000
84,825 84,825

Additional information:

1. Trott has not made any additions or disposals of tangible non-current assets in the

year. Its depreciation policy is as follows:

« Motor vehicles @ 20% reducing balance Buildings @ 25 years straight line



The depreciation expense for the year is charged to cost of sales.

2. Inventory at the end of the year was valued as follows:
Cost (K) NRV (K)
Bats 2,500 4,000
Gloves 650 © 500
Pads 1,000 2.000
Total 4,150 6,500
3. Staff costs are to be apportioned equally across cost of sales, distribution costs

and administrative expense.

4 The balance of tax on the tax account represents the over/under p-ovision for the
prior year. An estimate of K1,500 has been made for the tax payable at the year-end.

Prepare in a statement of profit or loss for the year-ended 31 December 2017 and a
statement of financial position at that date.

QUESTION SIX

You have been hired as an analyst for the GSB Centre of Excellence and your team is
working on an independent assessment of GSB Hotels Limited, a subsidiary of the GSB
Centre of excellence. Your assistant has provided you with the following data for GSB
Hotels and their industry.

Over the last six years, it has experienced declining profitability and is wondering if this is
a problem for the entire industry to which it belongs.

The financial statements of Graduate Centre of Excellence for the year ended 31
December 2020 are:

Statement of profit or loss

K'000 K000
Revenue 224,000
Opening inventory 33,200
Purchases 175,600
Closing inventory (40,800)
Cost of sales (168,000)
Gross profit 56,000_
Operating expenses (39,200)
Finance costs (3,200)
Profit before tax 13,600
Income tax : (4,000)

Profit for the year 9,600




Statement of financial position

K'000 K'000
Non-Current assets
Property, plant and equipment 122,400
Current assets
Inventory , 40,800
Bank 4,000
44,800
Total assets 167,200
Equity and liabilities
Equity
Equity shares of K1 each 60,000
Revaluation surplus 12,000
Retained earnings 34,400
Shareholders funds 106,400
Non-current liabilities
10% loan notes 32,000
Current Liabilities :
Trade payables 21,600
Current tax payable 7,200
28,800
Total equity and Liabilities 167,200
Required:
(a) Calculate for GSB Hotels, the following eight ratios; (12 marks)

Asset turnover

Gross profit margin

Operating profit margin

Average inventory turnover

Current ratio

Trade payables payment period
Gearing

Return on Capital Employed (ROCE)

(b) Comment of the performance of the business with specific limits to the ratios

worked out

Total

(8 marks)
(20 marks)
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SECTION A - COMPULSORY v

L ¥
\

QUESTION ONE by

The following data have been extracted from the budgets and standard costs of ARC Limited,
a company which manufactures and sells a single product.

Per Unit #
K
Selling price 45.00
Direct materials cost 10.00
4Direct wages cost ‘ 4.00
Variable overhead cost ‘ 2.50

i

Fixed production overhead costs are budgeted at K400,000 per annum. Normal production
levels are thought to be 320,000 units per annum. {

Budgeted selling and distribution costs are as follows.

Variable » K1.50 per unit sold
Fixed o K80,000 per annum

Budgeted administration costs are K120,000 per annum.

The following patterns of §ales and production are éxpected during the first six months of
2021.

January — March April = June
Sales (units) 60,000 90,000
Production (units) ‘ ' 70,000 100,000

There will be no stock on 1 January 2021.
Requjred

Prepare profit statements for each of the two quarters, in a columnar format, using:

1

A. Marginal costing . ‘ (12 Marks)
B. Absorption costing ‘ (13 Marks)

&

QUESTION TWO !

A process for making lead shot involves melting ingots of lead, then pouring the melt from a
height, into a cooling bath. There is a loss of material due to spillage of the melt and splatter
by the bath. This material is sold for scrap.in a normal production run 1kg of ead costing K40
would produce 0.95kg of shot with the scrap being sold for K20 per kg.

In a week 100kg of lead was processed and 9%kg of lead shot Lproduced. Labour costs of K550
were incurred and overhead costs are normally allocated at a rate of 4 times labour costs.
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Required

A. Calciﬁlate the cost per unit for lead shot (8 Marks)

B. Write up the process account ’ (10 Marks)
c. White up the loss account : (7 Marks)

L
¢ : .
1]

SECT{ON B - ATTEMPT ANY TWO

QUESTION THREE

Z Ltd had the following transactions in one of its raw materials durihg April 2017.

Units Purchase Market
Price OPrice
Opening t 40 units | @K10 each  @K10 each',,
April 4 Bought ' 140 units @K11 each  @K12 eaﬁh
10 Used 90 units, @K13 each
12 Bought ‘ 60 units @K12 each  @K13 each
13 Used | © 100 unijts ‘ @K14 each
16 Bought 200 Units @K10 each  @K15 each
21 Used 70 units .’ ~ @K15 each
23 Used » 80 units @K14 each
26 Bought 50 units @K12 each @K14 each
29 Used ' ! 60 units ‘ @K16 each
Required ‘ | i

Write up stores ledger account using the following methods of stock valuation below, and you
should clearly indicate:

(i) the total purchase costs, cost of salesf value of closing stock and ‘
(ii) where there are differences betwe®n purchase cost and the aggregate of cost of
production and value of the closing $tock, show the reconciliation. '
A. Replacement Method " ‘ \ % (13 Marks)
B. Weighted Average ? J ' (12 Marks)

"

QUESTION FOUR ; ¥
Peter Likando has worked for some years as a sales representative, but has recently been
made redundant. He intends to start up in business on his own account, using K15,000 which

he currently has invested with a building society. Peter maintains a bank account showing a
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i

small credit balance, and he plans to approach his bank for the necessary additionva!j’ﬂnance.
Pater provides the following additional information. ’ "

(a) Arrangements have been made to purchase fixed assets costing K8,000. These will be paid
for at the end of September 2019 and are expectgd to have a five-year life, at the end of
X which they will possess a nil residual value.
(b) Stocks costing K5,000 will be acquired on 28" September 2019 and subsequent monthly
purchases will be at a level sufficient to replace forecast sales for the month.
(¢} Forecast monthly sales are K3,000 for October 2019, K6,000 for November 2019 and
}‘ December 2019, and K10,500 from January 2020 onwards.
(d) Selling price is fixed at the cost of stock plus 50%.
(e) Two months’ credit will be allowed to customers but only one month'’s credit will be
received from suppliers of stock.
(f) Running expenses, including rent but excluding depreciation of fixed assets, are estimated
at K1,600 per month.
(g) Peter intends to make monthly cash drawings of K1,000.

'Required:

A. Prepare Peter Likando’s budgeted profit and loss account for six months from 1 October

2019 to 31 March 2020. , (10 Marks)
B. Prepare Peter Likando’s budgeted budgetéd balance sheet as at 31 March 2020.
S (15 Marks)

QUESTION FIVE

An industry concern manufactures three products known as P, Q and R. Each product is
started in the machining area and completed in the Finishing Shop. The direct costs associated
with each product forecast for the next trading period are:

P Q R
K K K
Materials 18.50 15.00 2250
Wages: Machining area at K5 per hour 10.00 - 5.00 10 00
Finishing Shop at K4 per hour ©6.00 4.00 8.00
3450 .24.00 40 50
There are machines in both departments and machine-hours required to complete one of
each product are: ’ 4
Machine area 4 ¢ 1.5 : 3
Finishing shop 0.5 .05 1
’ Budget output in units 6,000 . 8,000 2,000

[
%

Fixed overheads are: ,
Machine area | K100,800
Finishing shop K34,500 "

7

L
. i
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Require‘d:
. _
A. An overhead absorption rate for fixed overheads using: +
(i) A labour hour rate for each department; (5 Marks)
(ii) A machine hour rate for each department. = : (5 Marks)
ih ) 4 .

B. Using results from (A) above, calculate the total cost of each product using:
(i) The tabour hour rate; , ! (5 Marks)
(i) The machine hour rate. > o ' (5 Marks)

. , 'S
C. Your comments to the Factory Manager who has suggested that one overhead rate for
both departments would simplify matters. , - (5 Marks)

QUESTION SIX

4

X Ltd uses a standard absorption cost acqounting system. The following details have been .
extracted from a standard cost card for one}gof its products.

) 'y K
Direct materials ' 5.00
Direct labour , 7.40
Variable overhead { ’ ‘ 2.30
Fixed overhead : _3.80

18.20

The fixed overhead cost per unit is based on an estimated production of 1000 units per
maonth. During October 2020 the actual number of units produced was 900 and the following
variances arose.

K
direct materigls 180 favourable
Direct labour ' 280 adverse
Variable overhead 240 adverse
Fixed overhead 200 adverse

Required
Calculate th‘e actual cost of:

6 Marks)

A. Direct materials ' (

B. Direct labour S (6 Marks)
C. Variable overhead ’ ' (6 Marks)
D. Fixed overhead (7 Marks)

5
¥

END OF EXAMINATION

L]
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SECTION A — COMPULSORY

QUESTION ONE

1. The role of the cost accountant would not normally involve which of the following:
A. Communicating future production plans to all departments
B. Ensuring that there is sufficient manufacturing capacity for the next period
C. Preparing half yearly accounts for presentation to the board of directors
D. Comparing actual performance with the budgeted targets (2 Marks)

2. Which of the following statements would not necessarily be used in a description of
good management information? It is:
A. Relevant to a particular decision
B. Very cheap to produce
C. Accurate and produced in time
D. Inareadily understandable format (2 Marks)

3. Which of the following best describes a fixed cost? A cost which:
~ A. Represents a fixed proportion of total costs
B. Remains at the same level up to a particular level of output
C. Has a direct relationship with output
D. Remains at the same level when output increases (2 Marks)

4. A business’ telephone bill should normally be classified into which one of the following
categories?
A. Fixed costs
B. Stepped fixed costs
C. Semi-variable cost
D. Variable cost (2 Marks)

5. If the raw material are suffering from inflation, which of the following methods of
valuing stocks will give the lowest gross profit?

A. LIFO

B. Replacement cost

C. FIFO

D. Simple average (2 Marks)

6. Which of the following is a disadvantage of the FIFO method of stock valuation?
A. Physical issues must follow the same order as physical receipts
B. One.issue may be split between two or more different deliveries for costing
purposes
C. Jobs started on the same day must be issued with stock from the same delivery
D. Itis necessary to analyse which deliveries particular issues have been obtained from
{2 Marks)
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7. Which of the following would not create an expense due to idle time of direct labour?

A.

B
C.
D

Machine breakdown
Poor work planning
Reduced demand

. Strike action (2 Marks)

8. For acompany involved in the production of a number of different product lines, which
of the following machines costs would normally form part of the prime cost of
production?

A.

B.
C.
D

Operator’s cost

Qils

Depreciation

Repairs (2 Marks)

9. If the overhead to be absorbed was the foreman’s salary the most likely appropriate

basis for absorption would be:

A.

B.
C.
D

Weight of material
Direct labour hours
Selling price

. Prime cost ‘ (2 Marks)

10. Which of the following would not cause either an under or over absorption of
overheads:

A.

Actual direct labour time per unit being greater than budget

B. Actual cost of direct labour being greater than budget
C. Actual overheads incurred being less than budget
D. The number of units produced being greater than budget (2 Marks)
’ 11. A company has produced a set of cost figures for its accounting period:
K
Direct labour 98,000
Direct expenses 5,000
Administration overheads 15,000
Indirect factory costs 20,000
Direct materials 200,000
Selling and distribution overheads 22,000

What is the production cost of units made in the period?

o 0w

K303,000
K323,000
K338,000
K360,000 (5 Marks)
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QUESTION TWO

A. A Major different between marginal and absorption costing is the valuation of finished

stocks and work in progress.

Explain the differences between these methods and the arguments used by supporters

of each of these methods.

(8 Marks)

B. Explain the meaning of semi-variable cost and illustrate your answer by using a graph.

(7 Marks)

C. Using the data below, find the variable cost per hour and fixed cost per month.
Hours of activity

January 4,400
February 4,700
March 5,300
April 5,100
May 4,900
June 4,500
SECTION B

QUESTION THREE

Total costs
K
13,824
14,562
16,038
15,546
15,054
14,070
(5 Marks)

A company manufactures and sells two products A and B. The following is available.

Sales prices (each)
Labour {unit)
Variable production overheads

Material

Production quantities: November
December

Quantities sold: November
December

Fixed overheads November
December

Required

A
K15

K2 (1 hour)

K3
K4
700
350
600
400

K4,600
K2,700

B
K20
K4 (2 hours)
K6
K5
800
500
700
400

You are required to prepare statements for November and December showing profit and
closing stock valuations using the following methods:

A. Marginal costing
B. Absorption costing

(12 Marks)
(13 Marks)
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QUESTION FOUR

A process for making lead shot involves melting ingots of lead, then pouring the melt from a
height, into a cooling bath. There is a loss of material due to spillage of the melt and splatter
by the bath. This material is sold for scrap. In a normal production run 1kg of lead costing K40
would produce 0.95kg of shot with the scrap being sold for K20 per kg.

In a week 100kg of lead was processed and 92kg of lead shot produced. Labour costs of K550
were incurred and overhead costs are normal!y allocated at a rate of 4 times labour costs.

Required

A. Calculate the cost per unit for lead shot (8 Marks)
B. Write up the process account (10 Marks)
C. Write up the loss account (7 Marks)

QUESTION FIVE

An industry concern manufactures three products known as P, Q and R. Each product is
started in the machining area and completed in the Finishing Shop. The direct costs associated
with each product forecast for the next trading period are:

P Q R
K K K
Materials 18.50 15.00 22.50
Wages:
Machining area at K5 per hour 10.00 5.00 10.00
Finishing Shop at K4 per hour 6.00 4.00 8.00
34.50 24.00 40.50

There are machines in both departments and machine hours required to complete one of
each product are:

Machine area 4 1.5 3
Finishing shop 0.5 0.5 1
Budget output in units 6,000 8,000 2,000
Fixed overheads are:
Machine area K100,800
Finishing shop K94,500
Required:
A. An overhead absorption rate for fixed overheads using:
(i) A labour hour rate for each department; (5 Marks)
(i) A machine hour rate for each department. (5 Marks)

B. Using results from (A) above, calculate the total cost of each product using:
(i) The labour hour rate; (5 Marks)
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(ii) The machine hour rate. (5 Marks)

C. Your comments to the Factory Manager who has suggested that one overhead rate for
both departments would simplify matters. (5 Marks)

QUESTION SIX

Z Ltd had the following transactions in one of its raw materials during April 2017.

Units Purchase Market
Price OPrice
Opening 40 units @K10 each ~ @K10 each
April 4 Bought 140 units @K1l each @K12 each
10 Used | 90 units
12 Bought 60 units @K12 each  @K13 each
13 Used 100 units
16 Bought ‘ 200 units @K10 each  @K15 each
21 Used 70 units
23 Used 80 units
26 Bought 50 units @K12 each  @K14 each
29 Used 60 units

Required

Write up stores ledger account using the following methods of stock valuation below, and-you
should clearly indicate:

(i) the total purchase costs, cost of sales, value of closing stock and
(ii) where there are differences between purchase cost and the aggregate of cost of
production and value of the closing stock, show the reconciliation.

A. Replacement Method ' (13 Marks)
B. Weighted Average (12 Marks)

END OF EXAMINATION
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The following scenario relates to questions 1-5. (8 Marks)

You are an audit senior of YHT & Co and have worked on the external audit of BJM Co (BJM), an unlisted
company, since your firm was appointed external auditor two years ago.

BJM owns a chain of nine restaurants and is a successful company. BJM has always been subject to
national hygiene regulations, especially in relation to the food preparation process. Noncompliance
can result in a large fine or closure of the restaurant concerned.

The board of BUM has recently notified you that the national hygiene regulations have been updated
and are now much more stringent and onerous than before.

With this in mind, the board has asked your firm to conduct a review of BJM's compliance with hygiene
regulations, in order to allow the board to assess whether the appropriate procasses have been
implemented at each of the nine restaurants. The review is not expected to include the provision of
accounting advice or the preparation of figures in the financial statements.

The work is likely to be very lucrative. Your firm has sufficient experience to undertake the above
review engagement. '

1 Despite running a successful company, BIM's board has often needed to be reminded of some
fundamental principles and you often have to explain key concepts.

Which of the following statements best defines the external audit?

The external audit is an exercise carried out by auditors in order to give an opinion on whether
the financial statements of a company are fairly presented.

The external audit is an exercise carried out in order to give an opinion on the effectiveness of
a company's internal control system.

The purpose of the external audit is to identify areas of deficiency within a company and to
make recommendations to mitigate those deficiencies.

The external audit provides negative assurance on the truth and fairness of a company's
financial statements.

2 The board has also struggled to differentiate between its responsibilities and those of the external
auditor in circumstances such as the prevention and detection of and compliance fraud and error, with
regulations.

Which of the following statements best describes YHT Co's responsibility regarding BJM's compliance
with hygiene regulations, in line with ISA 250 (Revised) Consideration of Laws and Regulations in an
Audit of Financial Statements?

YHT & Co should actively prevent and detect non-compliance with the regulations.

YHT & Co should perform specific audit procedures to identify possible noncompliance.

YHT & Co should obtain sufficient appropriate audit evidence about BJM's compliance with the
regulations as they have a direct effect on the financial statements.

YHT & Co does not have any responsibility as the hygiene regulations do not have a direct
effect on the financial statements.

3 The partner responsible for the review of hygiene compliance has informed you that the engagement
is an assurance engagement.




Which of the following would NOT have been relevant to the partner in forming this opinion?

The existence of a three-party relationship
The existence of suitable criteria

The determination of materiality

The subject matter

4 The partner responsible for the review engagement has asked you to tell him what level of assurance
you believe YHT & Co should provide, and also what type of opinion the firm should give.

What is the level of assurance and type of opinion that can be provided on this review engagement?

Level of assurance Report wording
Reasonable Positive
Reasonable Negative
Limited Positive
Limited Negative

5 The audit engagement partner has told you that the independence threats arising from YHT & Co
performing the review engagement should be monitored carefully.

Which of the following is likely to cause the audit engagement partner most concern?

According to the ACCA Code of Ethics and Conduct, YHT & Co is prohibited from providing
other assurance services to an audit client.

The review engagement is likely to give rise to a self-review threat, as the outcomes of the
review could form the basis of the financial statements which the audit team will audit.

The lucrative nature of the review engagement may make the external audit team less inclined
to require management to make adjustments or to issue a modified audit opinion, for fear of
losing the review engagement.

IF the new review engagement causes YHT & Co's fee income from BJM to exceed 15% of the
firm's total fees, the ACCA Code of Ethics and Conduct states that the new engagement must
be turned down.

The following scenario relates to questions 6-10. (8 Marks)

Conoy designs and manufactures luxury motor vehicles. It is not a listed company, but its board has
recently decided that it would like to improve its corporate governance in order to apply best practice.
Conoy's shares are held equally by six shareholders, four of whom are also executive directors. The
remaining two shareholders are not involved with Conoy, other than as shareholders.

Conoy has an internal audit department which is managed by Adrian Muse, the chief internal auditor.
Adrian frequently comments that Conoy's board does not understand his reports, and does not provide
sufficient support for his department and for the company's internal control systems. RWG & Co,
Conoy's external auditors, have also expressed concern in this area.

Adrian has submitted a proposal to the board to establish an audit committee, and this is currently
under consideration. The proposed membership of the audit committee is:

e Adrian Muse (chief internal auditor)



e Penny Dinty (existing executive director with some financial expertise)

e Sharon Header (proposed new non-executive director)

e Fredrick Rowe (proposed new non-executive director)
The board is also considering a significant expansion of the company. However, the company's bank is
concerned by the standard of financial reporting as Conoy's finance director recently left the company.

The board is delaying providing the bank with financial information until a new finance director has
been appointed.

As part of its commitment to the effectiveness of the external audit process, the chair of Conoy's audit
committee, Leslie Schiff, is keen to ensure that the external audit makes use of the latest auditing
techniques. She has heard about data analytics routines, but is unsure exactly what they entail.

6 Conoy's internal audit department is currently not well understood or supported by the board

Which TWO of the following statements describe the main advantages of establishing audit
committee?

The position of the internal audit department will be strengthened within the or

Corporate governance will be enhanced as the board of directors will committee.

The effectiveness of the internal audit department will be improved as the audit will monitor
and review its performance on a regular basis. ,

The workload of the internal audit department will be better managed as the audit committee

will be able to minimize the extent to which the external auditor rely on the work of the
internal auditors.

7 Once established, the audit committee will have many objectives.
Which of the following does NOT form part of the audit committee's objectives?

Safeguarding the privacy of whistieblowers

Appointing the external auditor

Monitoring the independence of the external auditor

Implementing a policy on the supply of non-audit services by the external auditor

& In relation to the proposed membership of the audit committee, state whether each proposed
member should be included or not. '

Proposed member Include in audit committee Do not include in audit
committee

Adrian Muse P

Penny Dinty

Sharon Header ] [

9 Which of the following statements best describes why having an audit committee could help
Conoy raise additional finance by addressing the concerns of the bank?

The independent non-executive members of the audit committee can provide guarantees to
the bank concerning Conoy's financial viability.

The audit committee will have at least one member who hos relevant financial experience.
This person will be able to stand in as Conoy's finance director before o new finance director
is appointed.




The audit committee will have at least one member who has relevant financial experience, so
that they can monitor the integrity of the financial statements.

The audit committee will review all the available evidence to substantiate information in
financial reporting, thus improving the credibility of the financial statements.

10 The following statements concern the auditor's use of data analytics routines is true. Indicate
whether each statement is false?

True False

A key drawback of data analytics software is that it is difficult
to tailor to each particular audit client

Data analytics routines enable auditors to examine complex
data using simple visualization techniques

Although powerful, data analytics routines must be applied to
strictly limited quantities of data so as to extrapolate correctly
from a sample

The following scenario relates to questions 11—15.(8 Marks)

Vou are an audit manager of Ali & Co and have just been assigned the audit of Stark Co (Stark).
Stark, a listed company, provides investment advice to individuals, and is regulated by the
relevant financial conduct authority.

Mr Day, a partner in Ali & Co, has been the audit engagement partner for Stark for the previous
nine gears and has excellent knowledge of the client. Mr Day has informed you that he would like
his daughter Zoe to be part of the audit team this year; Zoe is currently studying for her first set of
exams for her ACCA qualification.

In an initial meeting with the finance director of Stark, you learn that the audit team will not be
entertained on Stark's yacht this year; instead, he has arranged a balloon flight costing less than
one-tenth of the expense of using the yacht and hopes this will be acceptable.

Ali & Co has always carried out tax advisory work for Stark. The tax advisory services do not have an
impact on the figures reported in the financial statements. The finance director has stated that he feels
strongly that the firm that offers taxation services this gear should charge a fee which is based on a
percentage of tax saved. He also trusts that your firm will accept a fixed fee for representing Stark in a
dispute regarding the amount of sales tax payable to the taxation authorities.

11 From a review of the information above, your audit assistant has highlighted some potential risks
to independence in respect of the audit of Stark.

(1) Mr Dag would like his Zoe to be part of the audit team

(2) Audit team to be offered a balloon flight

(3) Tax fee to be based on a percentage of tax saved

(4) Firm to represent Stark in a dispute with the tax authorities

Which of the following options best identifies the valid threats to independence and allocates the
threat to the most appropriate category.



Acvocacy Intimidation Self-interest

(3) and (4) (3) only (1) and (2)
(4) only (3) only (2) and (3)
(3) only (3) and (4) (2) only

(3) and (4) (1) and (4) (1) and (2)

12 In relation to the audit team being offered a balloon ride:
Which of the following actions should be taken to ensure the firm complies with ACCA's Code of Ethics
and Conduct? ’ '

‘The gift may be accepted as Stark has taken appropriate measures to reduce the value of the
gift compared to previous years.

The value of the gift should be assessed to determine whether it is of material value to the
financial statements

The gift should only be accepted if its value is trivial and inconsequential to the recipients.

" Only the audit engagement partner and audit manager should accept the gift.

13 In relation to the audit engagement partner holding the role for nine years:

Which of the following safeguards should be implemented in order to comply with ACCA's code of
Ethics and Conduct?

An independent review partner should be appointed to the audit.

The audit engagement partner should be removed from the audit team but
may serve as a quality control reviewer.

Ali & Co should not audit Stark for a five-year period.

The audit engagement partner should be removed from the audit team.

14 Mr Day's daughter, Zoe, is currently learning about International Standards on Auditing (ISAs) in her
studies. She has asked you for clarification of the following.
Which is the correct order of the following stages involved in the development of an ISA?

1. Distribution of exposure draft for public comment
Consideration of comments received from the public
Approval by IAASB members

Establishment of task force to develop draft standard
Discussion of proposed standard at a public meeting

[] 15432
] 24135
(] ws.1.23
] swats3

15 Zoe is also concerned that Ali & Co might breach confidentiality were the audit firm to represent
Stark in its dispute with the tax authorities.

v W N

Which of the following statements best reflects the auditor's duty of confidentiality?




Auditors must never, under any circumstances, disclose any matters of which they become
aware during the course of the audit to third parties, without the permission of the client.
Auditors may disclose any matters in relation to criminal activities to the police or taxation
authorities, if requested to do so by the police or a tax inspector.

Auditors may disclose matters to third parties without their client's consent if it is in the public
interest, and they must do so if there is a statutory duty to do so.

Auditors may only disclose matters to third parties without their client's consent if the public
interest or national security is involved.

The following scenario relates to questions 16—20. (8 Marks)

You are an audit manager of Satsuma C Co and have been assigned to the audit of Tangerine Tech Co
(Tangerine), a company which is planning to list on a stock exchange within six months. The listing rules
of the stock exchange require compliance with corporate governance principles, and the directors are
unsure whether they are following best practice in relation to this. They have asked the audit
engagement partner for their view on this matter.

-Tangerine's board is comprised of six executive directors, a non-executive chairman and three other
non-executive directors (NEDs). The chairman and one of the NEDs are former directors of Tangerine
and on reaching retirement age were asked to take on non-executive roles. The company has
established an audit committee, and all NEDs are members including the chairman who chairs the
committee. All four members of the audit committee were previously involved in sales or production
related roles.

All of the directors have been members of the board for at least four years. As the

chairman does not have an executive role, he has a sole responsibility for liaising with the
shareholders and answering their questions. The company has not established an internal

audit function to monitor internal controls.

16 Which of the following features are corporate governance weaknesses which Tangerine
Ce would need to address prior to their listing?

(1) The chairman has sole responsibility for liaising with shareholders.
(2) The company has not established an internal audit function. ’
(3) The chairman and one of the NEDs are former executive directors of Tangerine Co.

f—
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1and 2 only
1and 3 only

2 and 3 only
1,2and 3

17 The audit engagement partner’s review has identified the following additional corporate governance
weaknesses:

{13 Allthe directors have been members of the board for at least four gears.

{2: The board is comprised of six executive and four non-executive directors.

Which of the following would the audit engagement partner recommend to address these
weaknesses to ensure compliance with corporate governance principles?



Weakness 1 Weakness 2
The directors should be subject to  Atleast 50% of the board, excluding the Chair,
annual re-election must be comprised of nonexecutive directors
whom the board considers to be independent
The directors must be reappointed At least 75% of the board must be comprised

annually by the chairman of executive directors

The directors should be subject to At least 75% of the board must be comprised
annual re-election " of executive directors '

The directors must be reappointed At least 50% of the board, excluding the Chair,
annually by the chairman must be comprised of nonexecutive directors

whom the board considers to be independent

18 The audit engagement partner has assessed the make-up of the audit committee. Which of

te following would be valid conclusions from this assessment?

(1) Itis acceptable for the chairman to chair the audit committee.
(2) A new member of the audit committee with relevant financial experience must be
recruited. »
only
2 only

1and?2
Neither 1 nor 2

19 The directors are aware that in accordance with corporate governance provisions they have
responsibilities for internal control but are unclear as to the extent of these responsibilities.

Which of the following éorrectly describes their responsibilities?

To review internal controls annually To report on internal controls to
shareholders .
No No
Yes No
No Yes
Yes Yes

20 The board of Tangerine is considering establishing an internal audit function.

Which of the following factors would be relevant in making this decision?

(1) It would help the audit committee to discharge its responsibilities for monitoring internal
control.

(2) The board would no longer need to take responsibility for the prevention and detection
of fraud and error.

(3) The costs of establishing an internal audit function should be considered against the
benefits gained.



1and 2 only
1and 3 only
2 and 3 only
1,2and 3

The following scenario relates to questions 21—25.(8 Marks)

You are the audit manager of Jones & Co and you are planning the audit of LV Fones Co, a limited
company, which has been an audit client for four years and specializes in manufacturing luxury mobile
phones.

During the planning stage of the audit you have obtained the foilowing information. The employees of
LV Fones Co are entitled to purchase smartphones at a discount of 10%. The auditteam has in previous
years been offered the same level of staff discount.

During the year the financial controller of LV Fones was ill and hence unable to work. The company
had no spare staff able to fulfil the role and hence a qualified audit senior of Jones & Co was seconded
'to the client for three months to cover the work of the financial controller. The audit engagement
partner has recommended that the audit senior work on the audit as he has good knowledge of the
client. The fee income derived from LV Fones was boosted by this engagement and, along with the
audit and tax fee, now accounts for 16% of the firm’s total fee (15.7% last year).

From a review of the correspondence files you note 20% of last year's audit fee is still outstanding.

Based on the information above you have summarized some of the potential risks to independence in
the audit of LV Fones as follows.

(1) The audit team has been offered a discount on fuxury phones.

(2) The audit senior was seconded to LV to cover for the financial controller.

(3) Total fees from is over 15% of the total fees of the firm for the second
consecutive year

(4) Fees are overdue in respect of last year’'s audit

21 Which of the following options best identifies the valid potential threats to independence the
audit of LV Fones and allocates the threat to the most appropriate category?

Self-interest Self-review
1and 2 only 3 and 4 only
3and 4 only 1 and 2 only
1,3and 4 2 only
3only 1,2and 4

22 You have also discovered that the audit engagement partner and the finance director have known each

other socially for many years, and in fact went on holiday together last summer with their families to
the finance director's villa.



Which Two threats to independence are raised by this relationship and what safety measures should

be applied?
Threats Safeguards
Familiarity and self-interest Jones & Co to resign as auditor
Self-review and intimidation Rotation of the auditor engagement
Self-review and intimidation Jones & Co to resign as auditor
Familiarity and self-interest Rotation of audit engagement

23 In relation to the audit team being offered a 10% discount on mobile phones:

Indicate whether the following statements are true or false, in accordance with
ACCA’s Code of Ethics and Conduct.

True False

The audit team can accept the discount
as it is on the same terms as that
_offered to staff

Junior members of the audit team are
allowed to accept the discount, but the
audit manager and audit engagement
partner should not

Unless the value of the discount is trivial . [
and inconsequential to the audit team
members, the offer should be declined

The audit team is only allowed to accept L]
a discount of up to 5%

24 Which of the following steps must Jones & Co take, as the fees from LV have exceeded 15% for
the last two years?

{1} Resign from the audit
(2) Disclose the matter to those charged with governance
(3) Arrange for a pre- or post-issuance review

1 only

2 only

3 only

2and3

25 The finance director of LV has made some enquiries about the other services that Jones C Co may
be able to assist with.

In the table below indicate whether Jones C Co would or would not be able to provide the other

services.
Service can be Service
provided cannot be
provided

10




Design and implementation of IT systems
over financial reporting

Assistance with preparation of tax return
Accounting services

Recruiting service for the position of the
credit controller

SECTION B

Question 1 ONE

You are an audit supervisor of Earl & Co and are planning the audit of Darjeeling Co for the year ending
30 September 20x8. The company develops and manufactures specialist paint products and has been
.a client of your firm for several years. The audit manager has attended a planning meeting with the
finance director and has provided you with the following notes of the meeting and financial statement
extracts. You have been asked by the audit manager to undertake preliminary analytical procedures
using the financial statement extracts

Planning meeting notes

During the year Darjeeling Co has spent $0.9m, which is included within intangible assets, on the
development of new product lines, some of which are in the early stages of their development cycle.
Additionally, as the company is looking to expand production, during the year it purchased and
installed a new manufacturing line. All costs incurred in the purchase and installation of that asset have
been included within property, plant and equipment. These capitalised costs include the purchase
price of $2.2m, installation costs of $0.4m and a five-year servicing and maintenance plan costing
$0.5m. In order to finance the development projects and the new manufacturing line, the company
borrowed $4m from the bank which is to be repaid in instalments over eight years and has an interest
rate of 5%. Developing new products and expanding production is important as the company intends
to undertake a stock exchange listing in the next 12 months.

“he company started a number of initiatives during the year in order to boost revenue. It offered
extended credit terms to its customers on the condition that their sales order quantities were
increased. In addition, Darjeeling Co made an announcement in October 20X7 of its 'price promise":
that it would match the prices of any competitor for similar products purchased. Customers who are
able to prove that they could purchase the products cheaper elsewhere are asked to claim the
difference from Darjeeling Co, within one month of the date of purchase of goods, via its website. The
company intends to include a refund liability of $0.25m, which is based on the monthly level of claims
1o date, in the draft financial statements.

The finance director informed the audit manager that a problem arose in June 20X8 in relation to the

mixing of materials within the production process for one particular product line. A number of these

faulty paint products had already been sold and the issue was identified following a number of

complaints from customers about the paint consistency being incorrect. As a precaution, further sales
11



have been stopped and a product recall has been initiated for any of these specific paint products sold
snce June. Management is investigating whether the paint consistency of the faulty products can be
rectified and subsequently sold.

Financial statement extracts for year ending 30 September

Forecast Actual

20X8 20X7

$’000 $’000
Revenue “ 19,850 116,990
Cost of sales . (12,440) (10,800)
Gross profit 7,410 6,190
Inventory 1,850 1,330
Trade receivables 2,750 1,780
Bank (810) 560
Trade payables 1,970 1,190

Required

(a) Explain why analytical procedures are used during THREE stages of an audit. (3 marks)

i

(b) Calculate THREE ratios, for BOTH years, which would assist you in planning the audit of Darjeeling
Co. (3 marks)

(c) Using the information provided and the ratios calculated, describe EIGHT audit risks and explain the
auditor's response to each risk in planning the audit of Darjeeling Co. Note: Prepare your answer using
two columns headed Audit risk and Auditor's response respectively. (16 marks)

(d) Describe substantive procedures the auditor should perform in relation to the faulty paint products
held in inventory at the year end. (3 marks)

(2) Describe substantive procedures the auditor should perform to obtain sufficient and appropriate
evidence in relation to Darjeeling Co's revenue. (5 marks)

(Total = 30 marks)

Question 2 (TWO)

Introduction and client background

You are an audit senior in Staple and Co and you are commencing the planning of the audit of
Smoothbrush Paints Co (Smoothbrush) for the year ending 31 August 20X0.

Smoothbrush:is a paint manufacturer and has been trading for over 50 years. It operates from one
central site which includes the production facility, warehouse and administration offices.

Smoothbrush sells all of its goods to large home improvement stores, with 60% being to one large
chain store called Homewares. The company has a one-year contract to be the sole supplier of paint
to Homewares. It secured the contract through significantly reducing prices and offering a four-month
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credit period; the company's normal credit period is one month.
Goods in/purchases

[1 recent years, Smoothbrush has reduced the level of goods directly manufactured and has instead
started to import paint from South Asia. Approximately 60% is imported and +0% manufactured.
Within the production facility is a large amount of old plant and equipment that is now redundant and
has minimal scrap value. Purchase orders for overseas paint are made six months in advance and goods
can be in transit for up to two months. Smoothbrush accounts for the inventory when it receives the
goods.

To avoid the disruption of a year-end inventory count, Smoothbrush has this year introduced a
continuous/perpetual inventory counting system. The warehouse has been divided into 12 areas and
these are each to be counted once over the year. The counting team includes a member of the internal
audit department and a warehouse staff member. The following procedures have been adopted:

(1) The team prints the inventory quantities and descriptions from the system and these
records are then compared to the inventory physically present.

(2) Any discrepancies in relation to quantities are noted on the inventory sheets, including any
items not listed on the sheets but present in the warehouse area.

(3) Any damaged or old items are noted and they are removed from the inventory sheets.

(4) The sheets are then passed to the finance department for adjustments to be made to the
records when the count has finished.

(5) During the counts there will continue to be inventory movements with goods arriving and
leaving the warehouse.

At the year-end it is proposed that the inventory will be based on the underlying records. Traditionally
Smoothbrush has maintained an inventory provision based on 1% of the inventory value, but
management feels that as inventory is being reviewed more regularly it no longer needs this provision.

Finance director

In May 20X0 Smoothbrush had a dispute with its finance director (FD) and he immediately left the
company. The company has temporarily asked the financial controller to take over the role while they
recruit a permanent replacement. The old FD has notified Smoothbrush that he intends to sue for
unfair dismissal. The company is not proposing to make any provision or disclosures for this, as they
are confident the claim has no merit. '

Required

(a) Using the information provided, describe FIVE audit, and explain the auditor's response to
each risk in planning the audit of Smoothbrush Paints Co.

Note. Prepare your answer using two columns headed Audit risk and Auditor's response
respectively. (10 marks)
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(b) Discuss the importance of assessing risks at the planning stage of an audit. (4 marks)

(c) List and explain suitable controls that should operate over the continuous/perpetual
inventory counting system, to ensure the completeness and accuracy of the existing inventory
records at Smoothbrush Paints Co. (10 marks)

(d) Describe THREE substantive procedures that the auditor of Smoothbrush Paints Co shouid
perform at the year-end in confirming each of the following:

(i) The valuation of inventory (3 n'{arks)
(i) The completeness of provisions or contingent liabilities (3 marks)

(Total 30 marks)

Question 3 (THREE)
1 Nasilele & Co

(a) ISA 200 Overall objectives of the accordance independent auditor and the conduct of an audit in
with International Standards on Auditing states that the overall objectives of an audit of financial
statements is to obtain reasonable assurance about whether the financial statements are free from
material misstatements whether due to fraud or error and to enable the auditors to form an opinion
on the financial statements.

I1 order for the auditor to achieve the overall objective of the audit, he needs to plan and perform the
audit with professional scepticism and apply professional judgment.

equired

Explain what is meant by professional scepticism and professional judgment and state two situations
when the auditor applies professional judgment in the course of an audit. (8 marks)

(b) You are an audit senior in Nasilele & Co and you are commencing the planning of the audit of
Meenda Water and Sewerage Ltd (MWS Ltd) for the year ended 31 August 20X3.

MWS Ltd is a utility company supplying water to the eastern suburbs of the city. The company pumps
its water some 50 kilometres away from the city and has a pipeline from the source to large reservoirs.
The company has a water treatment plant at the catchment point where purificat:on chemicals are
added.

The company operations are subject to regulation by a National Water ahd Sanitation commissicn.
There are legal requirements that must be met in terms of the quality of the water supplied and the
quantities of the treatment chemicals added. It is a legal requirement that samples of water are
obtained and tested daily from the main reservoir and test certificates signed by a qualified water
engineer should be kept for inspection. The water testing equipment for MWS Ltd is defective and so
the company is using an outside testing facility to do this.

Quantities of water are determined by carrying out dips at the main reservoir and the dips are
converted into the quantities per approved calibration charts. Any errors in the dips will result in wrong

14




quantities being taken. At the year end the company will continue receiving and pumping water and
o closing inventory will be based on book volumes based on meter readings for receipts and discharge
of water into the network.

About 40% of the business of MWS Ltd is with government and semi government departments.

At the year end the debt from government amounted to K45.78m. It has been company policy that an
allowance for receivables of 30% of the outstanding government debt is made at the end of the year.
In the current year, the company has decided that the allowance should be reduced to only 5% of the
outstanding debt. There is no indication that this debt will be cleared in the near future.

During the year under review, there was a spillage of sewer waste arising from a broken pipe

This was near a leading hotel and the stench arising from the spill was unbearable. As a result there
was a noted decrease in clients for the hotel resulting in the hotel suffering losses. The hotel has sued
MWS Ltd and the case has not been concluded at the year end.

Required

(i) Discuss the importance of assessing risks at the planning stage of an audit (4 marks)

i) Identify audit risks arising at the planning stage of the audit of Meenda Water and Sewerage and
for each risk identified, explain why it is a risk. (11 marks)

iii) For the risks identified above, describe the possible audit work that should be performed in

response to those risks. (11 marks)
(Total = 30 marks)
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SECTION A

Question 1

Management is responsible for putting in place adequate controls in an organisation to enable it
achieve its objectives. The internal audit department is one of the controls that managements in
most large organisations put in place. Internal auditors are employees of the organisation and as
such their objectivity in the conduct or their work is brought into question. There are different views
as to the reporting lines of the internal audit department. It is becoming common for entities to
outsource internal audit services. Most external audit firms do offer internal audit services in
addition to assurance services.

Fequired

i.  Explain, with reasons, why the internai audit department should or should not report to the
following in the organisation:
e The board of directors (3 marks)
e The Financial Controller {2 marks)
ii. Discuss the potential problems of the same audit firm offering assurance services and also
' internal audit services clearly explaining how they can be overcome. (6 marks)
iii. Explain the advantages and disadvantages to a company of outsourcing internal audit
services. (8 marks) '

ISA 500 Audit evidence requires auditors to design and perform audit procedures that are
appropriate in the circumstances for the purposes of obtaining sufficient appropriate audit evident.

Required

Discuss the importance of the evidence that the auditor gathers during the course of the audit and
explain the meaning of sufficient appropriate audit evidence. {6 marks)

(Total marks = 25 marks)
Question 2

You are the auditor of Mulenga Ltd (‘Mulenga'), a company which manufactures ana sells small
cuddly toys by mail order. The company is managed by Mr Kafula and two assistants. Mr Kafula
authorises

important transactions such as wages and large orders, one assistant maintains the payables ledger
and orders inventory and pays suppliers, and the other assistant receives customer orders and
despatches cuddly toys. Due to other business commitments Mr Kafula only visits the office once per
week.

At any time, about 100 different types of cuddly toys are available for sale. All sales are made cash
with order - there are no receivables. Customers pay using credit cards and occasionally by sending
cash.

You are planning the audit of Mulenga and are considering using some of the procedures for
sathering audit evidence recommended by ISA 500 as foliows:




i.  Analytical procedures
ii. Inquiry
fii. Inspection
iv.  Observation
V. Recalculation

Required

(a) For each of the above procedures:
i. Explain its use in gathering audit evidence (5 marks)
ii. Describe one example for the audit of Mulenga (5 marks)

{b) Discuss the suitability of each procedure for Mutenga, explaining the limitations of each. (10
marks)

List and explain five (5) financial statement assertions relating to classes of transactions and events
and related disclosures. {5 marks)

(Total = 25 marks)

SECTION B

Question 3

Define the going concern basis of accounting and briefly explain the auditor's responsibilities in
relation to going concern in accordance with ISA 570 {Revised) Going concern.
(6 marks)

MM Ltd (‘MM’) is an established pharmaceutical company that has for many years generated

90% of its revenue through the sale of two specific cold and flu remedies. MM has lately seen a real
growth in the level of competition that it faces in its market and demand for its products has
significantly declined. To make matters worse, in the past the company has not invested sufficiently
in new product development and so has been trying to remedy this by recruiting suitably trained
scientific staff, but this has proved more difficult than anticipated.

In addition to recruiting staff, the company also needed to invest K2m in plant and machinery. The
company wanted to borrow this sum but was unable to agree suitable terms with the bank;
therefore it used its overdraft facility, which carried a higher interest rate. Consequently, some of
MM’s suppliers have been paid much later than usual and hence some of them have withdrawn
credit terms meaning the company must pay cash on delivery. As a result of the above the company’s
overdraft balance has grown substantially.

The directors have produced a cash flow forecast and this shows a significantly worsening position
over the coming 12 months.

The directors have informed you that the bank overdraft facility is due for renewal next month, but
they are confident that it will be renewed. They also strongly believe that the new products which
are being developed will be ready to market soon, and hence trading levels will improve and



therefore that the company is a going concern. Therefore they do not intend to make any disclosures
in the accounts regarding going concern.

Required

i Identify any potential indicators that the company is not a going concern and describe why
these could impact upon the ability of the company to continue trading on a going concern
basis. (7 marks)

ii. Explain the audit procedures that the auditor of MM should perform in assessing whether or
not the company is a going concern. {6 marks) ‘

()

The auditors have been informed that MM’s bankers will not make a decision on the overdraft
facility until after the audit report is completed. The directors have now agreed to include going
concern disclosures.

Required

Describe the impact on the audit report of MM if the auditor believes the company is a going
concern but a material uncertainty exists. (6 marks)

(Total = 25 marks)

Question 4

a) For 20 years and in 80 countries, Helpbonse, a Non-Governmental Organisation (NGO) has
empowered people in developing appropriate survival business skills needed in the modern global
environment. It delivers technical and management assistance in all sectors of the economy. A core
aspect of its mission statement is the promotion of broad-based economic growth and vibrant
communities. Its headquarters is in Mwinilunga, in Northwestern Province.

Helpbonse recently recruited an Internal Auditor following recommendations made by the
External Auditor. The controls have always been assessed as poor. A number of frauds have gone
undetected and most donors want to stop supporting Helpbonse. Management has repeatedly
refused to provide the much needed representations to the external auditors. The Governing
Board is excited about the recruitment of the Internal Auditor. One of the board members is
confident that all the outstanding issues in the management letter will be resolved.

Required

i Define internal audit. (2 marks)
ii. List and explain three (3) differences between internal and external auditors. (6 marks)
jii. Discuss the role of the Internal Auditor in the prevention, detection and correction of fraud.
(5 marks)
iv. Discuss some of the activities that could be undertaken by the internal auditor of Helpbonse.
(5 marks)

i Distinguish between a representation letter and a management letter. (4 marks)
ii. State three (3) possible actions to be taken by external auditors if management does not
provide the requested written representations. (3 marks)




(Total = 25 marks)

Question 5

You are the audit senior of Banda & Co and are planning the audit of Habeenzu Co (‘Habeenzu’) for
the year ended 30 September 20X4. The company produces printers and has been a client of your
firm for two years; your audit manager has already had a planning meeting with the finance director.
He has provided you with the following notes of his meeting and financial statement extracts.

Habeenzu's management were disappointed with the 20X3 results and so in 20X4 undertook a
number of strategies to improve the trading results. This included the introduction of a generous
sales-related bonus scheme for their salesmen and a high profile advertising campaign. In addition,
as market conditions are difficult for their customers, they have extended the credit period given to
them.

The finance director of Habeenzu has reviewed the inventory valuation policy and has included
additional overheads incurred this year as he considers them to be production related. He is happy
with the 20X4 results and feels that they are a good reflection of the improved trading

Levels.

FINANCIAL STATEMENT EXTRACTS FOR THE YEAR ENDED 30 SEPTEMBER

Draft Actual

20X4 20X3

Km Km
Revenue 23.0 18.0
Cost of sales (11.0) {10.0)
Gross profit 12.0 8.0
Operating expenses (7.5) (4.0)
Profit before interest and taxation 4.5 4.0
Inventory 2.1 1.6
Receivables 4.5 3.0
Cash - 2.3
Trade payables 1.6 1.2
Overdraft 0.9 -

Require
Among the information above:

i. Calculate five ratios, for both years, which would assist the audit senior in planning the audit.
(6 marks) ‘
ii. From a review of the above information and the ratios calculated, explain the audit risks and
describe the appropriate responses to these risks. {12 marks)
iii. Discuss the use of analytical procedures at each stage of the audit process, from planning
through to finalisation. (7 marks)

(Total = 25 marks)



THE UNIVERSITY OF ZAMBIA
GRADUATE SCHOOL OF BUSINESS

Time: 3 hours

Subject: Audit & assurance (BAF 3211)

Date: Monday 24™ January 2022
Level: 34 & 4 year
EXAMS INSTRUCTIONS

1. Read the examination instruction very carefully
2. Two sections marked A and B

3. Section A Compulsory

4. Section B has four questions — answer any three



SECTION A

Question 1

You are an audit supervisor of Shawn& Co and are planning the audit of GSB Co for the year ending 30
September 20X8. The company develops and manufactures specialist paint products and has been a client
of your firm for several years. The audit manager has attended a planning meeting with the finance
director and has provided you with the following notes of the meeting and financial statement extracts.
You have been asked by the audit manager to undertake preliminary analytical procedures using the
financial statement extracts.

Planning meeting notes

During the year GSB Co has spent $0.9m, which is included within intangible assets, on the development
of new product lines, some of which are in the early stages of their development cycle. Additionally, as
the company is looking to expand production, during the year it purchased and installed a new
manufacturing line. All costs incurred in the purchase and installation of that asset have been included
within property, plant and equipment. These capitalized costs include the purchase price of $2.2m,
installation costs of $0.4m and a five-year servicing and maintenance plan costing $0.5m. In order to
finance the development projects and the new manufacturing line, the company borrowed $4m from the
bank which is to be repaid in instalments over eight years and has an interest rate of 5%. Developing new
products and expanding production is important as the company intends to undertake a stock exchange
listing in the next 12 months.

The company started a number of initiatives during the year in order to boost revenue. It offered extended
credit terms to its customers on the condition that their sales order quantities were increased. In addition,
Shawn Co made an announcement in October 20X7 of its 'price promise': that it would match the prices
of any competitor for similar products purchased. Customers who are able to prove that they could
purchase the products cheaper elsewhere are asked to claim the difference from Shawn Co, within one
month of the date of purchase of goods, via its website. The company intends to include a refund liability
of $0.25m, which is based on the monthly level of claims to date, in the draft financial statements.

The finance director informed the audit manager that a problem arose in June 20X8 in relation to the
mixing of materials within the production process for one particular product line. A number of these faulty
paint products had already been sold and the issue was identified following a number of complaints from
customers about the paint consistency being incorrect. As a precaution, further sales have been stopped
and a product recall has been initiated for any of these specific paint products sold since June.
Management is investigating whether the paint consistency of the faulty prbducts can be rectified and
subsequently sold.

Financial statement extracts for year ending 30 September

Forecast Actual



20X8 20X7

$'000 $'000
Revenue 19,850 16,990
Cost of sales {12,440) {10,800)
Gross profit 7,410 ’ 6,190
Inventory 1,850 1,330
Trade receivables 2,750 1,780
Bank (810) 560
Tradé payables 1,970 1,190
‘Required
(a) Explain why analytical procedures are used during THREE stages of an audit. (4
marks)
(b) Calculate THREE ratios, for BOTH years, which would assist you in planning the audit of
Shawn Co. (4 marks)
(c) Using the information provided and the ratios calculated, describe EIGHT audit risks and

explain the auditor's response to each risk in planning the audit of Shawn Co.

Note: Prepare your answer using two columns headed Audit risk and Auditor's response respectively.
(20 marks)

(d) Describe substantive procedures the auditor should perform in relation to the faulty paint
products held in inventory at the year end. (5 marks)

(8) Describe substantive procedures the auditor should perform to obtain sufficient and appropriate
evidence in relation to Shawn Co's revenue. (7 marks)

(Total 40 marks)



Section B

Question 2
Write a brief notice on each of the following;

Around the computer and within the computer
" Objectivity

Professional competence and due care

Confidentiality

Professional behavior

Engagement letter

Representation letter

Management letter

Integrity
j.  Statutory audit

S® o0 o0 oo

(Total 20 Marks)

Question 3

Corporate governance is the system by which organizations are managed and run, In recent years there
has been an increased concern world over on how organizations are run and this concern is arising from
the many organizations that have collapsed and failed.
Risk Insurance Plc is a successful insurance company that has been operating in Zambia for the last ten
years. The company is listed on the Lusaka Stock Exchange. Welly is the Chief Executive of the company,
a position he has held since the incorporation of the company. The success of the company is largely
attributed to Welly’s good management style and this is evidenced by the share price which has been
rising yearly.
Three months before the company's yearend, Tiyese the Chairman of the Board of Directors of Risk
Insurance resigned because of misunderstandings he had with the rest of the board. At an emergency
board meeting soon after the resignation of Tiyese, the board appointed Goma, one of the senior
independent non-executive directors, to act as board chairman to the end of the current financial year.
At the Annual General Meeting, the current board recommended to the members that Welly be appointed
Board Chairman in addition to his current responsibility as Chief Executive. The members endorsed the
proposal and they were generally pleased because of the way Welly has run the company since its
inception. It was agreed at the Annual General Meeting that an audit committee should be put in place in
order to enhance the effectiveness of the Board of Directors.
Required

1. Discuss the role that the board of directors of Risk Insurance is supposed to play in the running of

the company.
‘ (3 marks)
2. Discuss the appointment of Welly as board chairman and chief executive of Risk Insurance.



(5 marks)
3. In relation to Risk Insurance Plc, give five examples of stakeholders of the company and briefly
explain the interests they have in the company.

(5 marks)
4. Describe the composition of the audit committee and explain the benefits to a company such as
Risk Insurance of having an audit committee.

(7 marks)

(Total 20 marks)

Question 4

(a) You are the partner responsible for the audit of Tembo Co, for the year ended 30 April 20Y0. The
final audit has been completed and you have asked the audit manager to draft the auditor's
report. The manager is aware that there is guidance for auditors relating to auditor's reports in
ISA 706 (Revised) Emphasis of matter paragraphs and other matter paragraphs in the
independent auditor's report. The manager has asked for your assistance in this matter.

Required
i Define an 'Emphasis of Matter paragraph' and explain, providing examples, the use of
such a paragraph. (6 marks)

ii. Define an Other Matter paragraph' and explain, providing examples, the use of such a

paragraph. (4 marks)

Note. You are not required to produce draft paragraphs.

(b}  You are the manager responsible for the audit of Collapse Co, a large client of your audit
firm operating in the engineering sector. The audit work for the year ended 30 August
20YO is nearly complete, and you are reviewing the draft auditor's report which has been
prepared by the audit senior. You are aware that Collapse Co is developing a new product,
and has incurred significant research and development costs during the year, most of
which have been capitalised as an intangible asset. The asset is recognised at a value of
K8.8m, the total assets recognised on the draft statement of financial position are K110m,
and Collapse Co has a draft profit before tax of K6.2m.

Having reviewed the audit working papers, you are also aware that management has not
allowed the audit team access to the results of scientific tests and trials performed on the
new drug being developed.

An extract from the draft auditor's report is shown below.



| Because of the lack of evidence that we could gain over the intangible asset, we are

Basis of opinion (extract)

Evidence available to us in respect of the intangible asset capitalised was limited,
because of restrictions imposed on our work by management. As a result of this we
have been unable to verify the appropriateness of the amount capitaljsed, and we are
worried that the asset may be overvalued. Because of the significance of the item,
and the lack of integrity shown by management, we have been unable to form a view

on the financial statements as a whole.

Opinion (extract):

Disclaimer on view given by financial statements

unable to form an opinion as to whether the financial statements are properly prepared
in accordance with the relevant financial reporting framework.

(i)

(Total

Critically appraise the draft auditor's report of Collapse Co for the year ended 30
August 20Y0, prepared by the audit senior;

Note. You are not required to re-draft the extracts from the auditor's report.
(10 marks)

20 Marks)

Question 5

(a). Management is responsible for putting in place adequate controls in an organization to enable it
achieve its objectives. The internal audit department is one of the controls that managements in most
large organizations put in place. Internal auditors are employees of the organization and as such their
objectivity in the conduct of their work is brought into question. There are different views as to the
reporting lines of the internal audit department. It is becoming common for entities to outsource internal
audit services. Most external audit firms do offer internal audit services in addition to assurance services.

Required

Explain, with reasons, why the internal audit department should or should not report to the
following in the organization:
The board of directors (3 marks)

The Financial Controller (2 marks)
Discuss the potential problems of the same audit firm offering assurance services and also

internal audit services clearly explaining how they can be overcome.
(5 marks)

Explain the advantages and disadvantages to a company of outsourcing internal audit services
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(5 marks)
(b). 1ISA 500 Audit evidence requires auditors to design and perform audit procedures that are appropriate

in the circumstances for the purposes of obtaining sufficient appropriate audit evidence.

Required

Discuss the importance of the evidence that the auditor gathers during the course of the audit and explain
the meaning of sufficient appropriate audit evidente. '

. (5 marks)
{Total 20 marks)
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QUESTION 1
(a) Explain the difference between the financial and credit systems (6 marks)
(b) Explain the main function of the financial system (4 marks)
(¢) Explain the major classification of financial markets (10 marks)

(d) Suppose Mr Mulenga borrows K50,000 for 36 months payable monthly at the
annual interest of 24%. Calculafe the monthly loan repayment (5 marks)

(TOTAL 25 MARKS)

QUESTION 2
(a) Describe how you would go about constructing an optimal portfolio according
| to the Security Market Line and the Capital Market Line (15 marks)
(b)Calculate the expected return and risk for a two share portfolio formed by

combining equal proportions of X Ltd and Y Ltd stock in the table below: (10

marks)
STATE PROBABILITY | RETURN ON INVESTMENT (%)
X Ltd Y Ltd Z Ltd
Normal 0.25 24 28 4
Boom 0.50 12 12 8
Recession 0.25 0 4 28
(TOTAL 25 MARKS)
QUESTION 3 |
(a) Define a company’s dividend policy (4 marks)
(b) Explain the theories that discuss the dividend policy (8 marks)

(¢) Explain the main difference between a company’s dividend policy and
retention policy (8 marks)
(d) Using and an appropriate diagram, show how a bullish trend looks like in
technical analysis (5 marks)
(TOTAL 25 MARKS)
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QUESTION 4
(a) Briefly explain Portfolio management (4marks)
(b) Explain the two main types of Portfolio management (8marks)

(c) Explain market timing with regards to active portfolio management (7 marks)

(d) Describe the main types of indicators that can help investors make forecasts

with regards to market returns on their stock (6 marks)
(TOTAL 25 MARKYS)

QUESTIONSS
(a) Explain Fundamental security analysis (5 marks)

(b) Explain the main indicators that can be used to perform a quantitative
company analysis (10 marks)

(c) Describe with the help of an appropriate graph how an investor can make a
decision whether to invest in-a security or not from the perspective of

analyzing the industry of the security’s issuer (10 marks)

(TOTAL 25 MARKS)
The End
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Question One [Total 40 Marks] - COMPULSORY

Over quite some time, the finance industry witnessed many significant transformations due to
advancements in technologies, business model transformations, changing regulatory standards,
and many other external and internal factors. Today, the banking industry has been
tremendously changing the lives of ordinary people. The banks have become much more
advanced, and the security aspect has been improved to a large extent.

However, with the increase in growth of the banks, banking operations have become much more
complicated. The risks involved with the adoption of disruptive technologies called for the change
in regulatory environments and business procedures. Even if we talk about history, banks have
suffered significant losses due to the shift in customer behaviour patterns, the introduction of
riew technologies, changes in international policies, and so on. Hence, it’s vital to discuss the
significant risks involved in the fin=2ce industry that are majorly faced by all the banks.

Source: https://www.matellio.com/blog/10-major-risks-faced-banks-2020/ ti

(a) List and define any EIGHT top risks faced by a typical financial institution in year 2021 and
describe how each risk arise and also how it can be managed. [24 marks,

(b) Evaluate the ability of the newly established Basel or Solvency [choose ONE] regulations to
eliminate future bank/insurer failures. [16 marks]

Question Two [Total 20 Marks]

(a) Define stress-testing and outline the key inputs for such an exercise for a typical insurance
company. [8 marks]

(b) Describe the meaning and applications of each of the following terms for a credit portfolio of
a typical banking institution in Tanzania.

(i) Gap analysis [8 marks]
(ii) credit d- _ ..t swap (CDS) [4 marks]
Question Three [Total 20 Marks]

The following table presents income for C&L bank with an established Banc assurance, .he
regulator has proposed that the bank split~"e capital calculation using the ratio 70:30 with 70%
of the gross income over the past years being subject to Bank capital regulation while the
remaining 30% is treated as insurance income.

Gross Income (in 000)
Year 1 Year 2 Year 3
2550 3000 2000
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You are given that:

Alpha = 15%

NL = 2500 and

ORCl = 2%*{max(GP1,NL) + max(0, | GP1 - GPo| - 0.2 * GPo)}

(i) Determine the required operational risk capital charge for DTC bank under the basic indicator
approach [4 marks)]

(i) Calculate the operational risk capital charge for ORNCI for year 2 under solvency Il. Comment
on your results. [6 marks]

(iii) Outline the key components of the Business Line Event type matrix for a banking
conglomerate. [5 marks]

{iv) Describe the generiz procedures for undertaking the advanced measurement approach for
determining operational risk charge the C&L bank. [5 marks]

Question Four [Total 20 Marks]

We have managed our portfolios through a range of different crises since 1974. Over the last 20
years, the dotcom collapse in 2001/02, the global financial crisis of 2007/08 and Nenegate in
December 2015 stand out. However, the speed of the current decline in markets is comparable
to the Great Depression of 1929 — unprecedented in our lifetime. Markets have fallen around
30% globally, and there have been very few places to hide, other than dollar cash. Risk and
opportunity abound.

With reference to banking and insurance operations and regulations, use the above extract to
answer the following questions.

(i) Describe how senior management oversight has been implemented under Basel Il for market,
credit and operational risk in the aftermath of any two bank failures. (15 marks]

(1) Outline the suitabil’ty of each of the two main approaches to modelling market volatility
during the pandemic. [5 marks]

Question Five [Total 20 Marks]
(a)Define of liquidity risk and highlight its relationships with other financial risks. [8 marks]
(b) Describe the main approaches to credit risk assessment and measurement.  [12 marks]
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Question One [Total 40 Marks] = COMPULSORY

(a) Give an acceptable definition for the three major risks faced by a banking institution.
[6 marks]
(b) Outline how operational risk may interact with any four other banking risks tnat may be made

worse by OR. _ [7 marks]

(c) The failure of a large company in a neighbouring country has caused the regulator in Zambia
to investigate potential sources of contagion.
(i) Explain why the regulator is concerned with contagion. [3 marks]

(i) Describe four possible sources of systemic risk to the local banking sector. [4 marks]

(d) Using data in the next Table, determine the required operational risk capital charge for DTC

hank under the following approaches.

- (i) Basic indicator approach (4 marks]
{ii) Standardised approach [6 marks]
Business line Beta (%) Gross tncome (in millions)
Year 1 Year 2 Year 3
| Corporate Finance 18 255 300 200
Trading and Sales 18 100 -70 -80
Retail Banking 12 500 200 1 -300
Commercial Banking 15 400 300 420
Payments and Settlement 18 300 350 370
Agency Services 15 -75 -50 -40
Asset management 12 50 -100 -20
| Retail Brokerage 12 150 100 200




Graduate School of Business Examinations

(i) Outline the key components of the Business Line Event type matrix for a banking
conglomerate. [5 marks]

(iv) Describe the generic procedures for undertaking the advanced measurement approach for
determining operational risk charge the C&L bank. [5 marks]

Question Two [Total 20 Marks]

(a) Define stress-testing and outline the key inputs for such an exercise for a typical insurance
company. [8 marks]

(b) Describe the meaning and applications of each of the following terms for a credit portfolio of
a typical banking institution in Tanzania.

(i) Gap analysis (8 marks]
(i) credit default swap (CDS) {4 marks]
Question Three [Total 20 Marks]

(a) Give a summary outline of the reasons for the developments in bank regulation from Basel |
to Basel Il [9 marks]

(b) Discuss which of the three versions you adjudge to be the best for Zambia.  [6 marks]

(c)The following table presents income for C&L bank with an established Banc assurance, the
regulator has proposed that the bank split the capital calculation using the ratio 70:30 with 70%
of the gross income over the past years being subject to Bank capital regulation while the
remaining 30% is treated as insurance income.

!:_Gross Income (in 000)

Year 1 Year 2 Year 3
| 2550 ' 3000 2000

You are given that:

Alpha = 15%

NL = 2500 and

ORCl = 2%*{max(GP1,NL) + max(0, | GP; - GPo| - 0.2 * GPo)}

Calculate the operational risk capital charge for ORNCI for year 2 under solvency II. Comment on
your results. - [5 marks]



Craduate Scnool of Business Examinations

Question Four [Total 20 Marks]
(a) Outline Solvency lI's mandatory 3 pillar framework. [9 marks]
(b) Describe the own risk solvency assessment}process under Solvency II. , [6 marks]
{c) Explain any two.challenges of quantitative risk management [5 marks]
Question Five [Total 20 Marks]

(a)Define of liquidity risk and highlight its relationships with other financial risks. [8 marks]
(b) Describe the main approaches to credit risk assessment and measurement.  [12 marks]
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Question One [Total 25 Marks] ~ COMPULSORY
(i) Give any two acceptable definitions of operational risk. [4 marks]

(i) The following table presents income for DTC bank.

Business line Beta (%) Gross Income (in millions) i
L | Yearl Year 2 Year 3 E
Corporate Finance oo 18 255 | 300 | 200
Trading and Sales .18 100 -70 80
Retail Banking 12 500 200 -300
Cormercial Banking 15 400 300 420
Payments and Settlement f 18 300 350 370
| Agency Services 15 -75 -50 -40 !
| Asset management 12 50 -100 -20 }
Retail Brokerage 12 | 150 100 200

Determine the required operational risk capital charge for DTc bank under the following
approaches.

(a) Basic indicator approach [6 marks]
(b) Standardised approach [9 marks]

(iii) Outline the requirements and steps in using the advanced measurement approach by DTC
hank. [7 marks]

Question Two [Total 25 Marks]

Describe the nature and measurement methodologies for credit risk and outline the Basel Il
framework guidelines for best practices for credit risk management. [25 marks]

Question Three [Total 25 Marks]

We have managed our portfolios through a range of different crises since 1974. Over the last 20
years, the dotcom collapse in 2001/02, the global financial crisis of 2007/08 and Nenegate in
December 2015 stand out. However, the speed of the current decline in markets is comparable
to the Great Depression of 1929 - unprecedented in our lifetime. Markets have fallen around
30% globally, and there have been very few places to hide, other than dollar cash. Risk and
opportunity abound.
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With reference to banking and insurance operations and regulations, use the above extract to
answer the following questions.

(i) Describe how any three ways of managing risk could have been used to manage the market
risks arising from the COVID-19 pandemic. [10 marks]

(ii) Outline the suitability of each of the two 'main approaches to modelling market volatility
during the pandemic. [5 marks]

(iii) Outline how stress testing could have enhanced the level of preparedness for the pandemic
effects. [10 marks]

Question Four [Total 25 Marks]

(i) COVID-19 impact on bank liquidity risk management and response In response to the recent
‘adverse market activity, the Federal Reserve Board taken by governments and businesses ...
capital and liquidity buffers that banks now have in place were designed to be available sources
of capital and liquidity to support the economy during adverse situations.

Source:  https://www2.deloitte.com/content/dam/Deloitte/us/Documents/regulatory/covid-
regulators-response.pdf

(a)Define of liquidity risk and highlight its relationships with other financial risks. [8 marks]

(b) Outline how a typical banking institution may prudently assess and manage its exposure to
liquidity risk. [8 marks]

(i} Outline the relevance of each of the pillars and regulations of either Basel 1i/!ll or Solvency |l

[choose one] in managing the current pandemic risks. [9 marks]
Question Five [Total 25 Marks]
(i) Describe the theories of the term structure of interest rates. [6 marks] -

(i) Describe the following in relation to interest rate risk management.
{a) Gap Analysis [7 marks]
(b) Three principals for establishing a conducive interest rate risk management environment.

[6 marks]
{c) Three principals for operating a sound interest rate management process [6 marks]

KA KK AKX RRKEND OF EXAMINATION % * % % %% % %
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SECTION A: ATTEMPT ALL THE TWO (2) QUESTIONS FROM THIS SECTION.

QUESTION 1

(a) The Zambian kwacha experienced major foreign exchange rate fluctuations in 2021, substantially
losing some of its value. The volatility has immensely affected, Nipano Tuli (NT), a subsidiary of an
international company whose reporting currency is the US dollar. The company imports its raw
materials from China and manufactures explosi\/es in Chibombo (Zambia) mbstly for local and some
export markets within the SADC region.

Required:

0 Explain what is meant by transaction risk, translation risk and economic risk. (9 marks)

(ii) Briefly explain four (4) derivative methods that NT could use to manage risks arising from .
granting credit to foreign customers. (12 marks)

(b) A year ago, the NT took out a fixed-interest kwacha loan when interest rates were relatively lower
compared to dollar interest rates. A downturn in mining economic activity over the year has increased
kwacha interest rates while dollar interest rates have remained relatively stable. The company CFO has
decided to pay — off an outstanding loan amount~of ZMW20 million in six months’ time and will borrow

any cash to use in hedging currency risk from its parent company at prevailing commercial rates.

Exchange rates are as follows:

Time ZMW/$
Spot rate 16.90 - 17.05
Six-month forward rate | 17.40 - 17.57

Annual interest rates that are available to NT are:

Borrow Deposit
Kwacha interest rates | 30.0% 22.0%
Dollar interest rates 14.0% 13.5%

Required:

(i) Determine whether a forward market hedge or a money market hedge should be
used to hedge the loan repayment of ZMW20 million in six months’ time.
(9 marks)
[Total = 30 marks]
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UESTION 2

The International Monetary Fund (IMF) and the Zambian government on Friday, December 10%, 2021
reached a staff level agreement on a $1.4 billion, three-year Extended Credit Facility (ECF) for 2022-2025
which will be in addition to the US$1.3 billion SDR allocation that was received in August 2021 to help
restore macro-economic stability and provide the foundation for an inclusive economic recovery. However,
there has been mixed media commentators’ reactions to the pursuit of this IMF program with others
welcoming the deal while others perceiving it as punishment to the Zambian people. Some sections of
society are demanding some recent success stories where an IMF Funded Programme yielded success
beyond the standard macro-economic measures, and more from the perspective of the wider poor
population and how such a program improved the lives of the poor? While others call it a spade a spade
by saying with or without the IMF program, Zambians will have to pay the price. Are Zambians ready to
pay the pﬁce with or without the IMF? In view of this context, as a finance analyst, elucidate the
arguments for and against the IMF program and provide a well thought out and methodical
recommendation on the way forward. [Total = 20 marks] .
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QUESTION 2

The International Monetary Fund (IMF) and the Zambian government on Friday, December 10%, 2021
- reached a staff level agreement on a $1.4 billion, three-year Extended Credit Facility (ECF) for 2022-2025
which will be in addition to the US$1.3 billion SDR allocation that was received in August 2021 to help
restore macro-economic stability and provide the foundation for an inclusive economic recovery. However,
there has been mixed media commentators’ reactions to the pursuit of this IMF program with others
welcoming the deal while others perceiving it as punishment to the Zambian people. Some sections of
society are demanding some recent success stories where an IMF Funded Programme yielded success
beyond the standard macro-economic measures, and more from the perspective of the wider poor
population and how such a program improved the lives of the poor? While others call it a spade a spade
by saying with or without the IMF program, Zambians will have to pay the price. Are Zambians ready to
pay the pfice with or without the IMF? In view of this context, as a finance analyst, elucidate the
arguments for and against the IMF program and provide a well thought out and methodical
recommendation on the way forward. [Total = 20 marks] .
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presented by the Minister of Finance. The upside risks to the inflation outlook included the possible
increase in fuel pump prices and electricity tariffs necessary to restore fiscal sustainability, as well as the
predicted fourth wave of COVID-19, which could disrupt supply chains and trigger price increases. Further,
~ effective implementation of fiscal reforms will significantly complement the achievement of a low and
stable inflation objective.

Required:

(a) Explain to Mr. Bikiloni in Kalingalinga the implication of this adjustment on the economy and how it
would affect him personally. (10 marks)
(b) Identify and elaborate on the disconnects between the monetary policy and fiscal policy with specific
reference to the MPC of November 2021 as issued by the BoZ and the budget speech as delivered by
the Minister of Finance and National Planning in October 2021 and suggest possible ways of addressing

them. . (8 marks)
(c) Identify and elaborate on the limitations of monetary policy and recommend measures of reducing
them. (7 marks)
[25 marks]

QUESTION 5

In many market economies, Zambia inclusive, the private sector is the key engine or driver of economic
growth. The aim of the private businesses is to maximize profits. However, this may come at a cost to
the environment. Firms do business while the governments’ main role is to create an enabling environment
for the private sector to flourish.

Required:

(i) Discuss the statement by the former president of the Republic of Zambia Dr. Fredrick T.]
Chiluba that “it is not government business to be in business.” (9 marks)

(ii) Identify and elaborate on the two (2) key challenges the Government Republic of Zambia faces
to support a private sector led economic growth. (8 marks)

iii) Suggest two (2) recommendations that could be put in place to address the challenges
identified in (ii). A (8 marks)

[Total = 25 marks]

END OF PAPER
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SECTION A: COMPULSORY
QUESTION ONE

Mantas Brass Ltd statement of profit or loss for the year 31 December2020 and statement of
financial position at 31 December 2020 were as follows:

MANTAS BRASS LTD
STATEMENT OF PROFITORLOSS FOR THE YEAR ENDED 31 DECEMBER 2020

‘ K'000 | K'000
Sales ) 720
Raw materials consumed 70
Siaif costs 94
Depreciation 118
Loss on disposal of non-current assets . 18
(300

Operating profit . 420
Interest payable 28
Profit before tax . 392
Taxation (124)
Profit for the year 268
MANTAS BRASS LTD
STATEMENT OF FINANCIAL POSITION AS AT 31
DECEMBER

2020 2021

K'000 K’000
Non-current assets
Cost 1,596 1,560
Depreciation 8 (224)

1,278 1,336

| Current assets _

‘rventory ' 24 20
Trade receivables 76 58
Bank 48 96

1426|1470
Equity and Liabilities - '

Equity _

Share capital 360 340
Share premium - 36 24
Retained eamings 716 514

1,112 878
Non —current liabilities
Long ~term loans 200 500
Current liabilities )
Trade payables 12 6
Taxation 102 86
Total Equity and Liabilities 1,426 1,470




v v

Dividend paid 'were K66, 000
During the year, the company paid K90, 000 for a new piece of machinery.
Required:

() Prepare a statement of cash flows for Mantra Brass for the year ended 31
december2020, in accordance with the requirements of IAS 7, using the indirect method.
[15 marks]

(b) Explain any five (5) limitations of a cash flow statements (5 marks)
[20 marks]
QUESTION TWO

Zebra plc. held shares in two companies, Impala and Tiger , for a number of years. As at 31
December 2019, they have the following statements of financial position:

Lion Impaia Tiger
‘ K'000 K'000 K'000
‘Property, plant and equipment 370 190 260
Investments 218 -
588 190 260
Current assets:
Inventory 160 100 180
Receivables 170 g0 100
Cash 50 40 10
968 420 550
Equity and Liabilities:
Equity "v
Ordinary share capital (K1 each) 200 80 ' 50
Share premium 100 30 30
Retained earnings 568 200 400
Current Liabilities:
Trade payable 100 60 70
969 420 550

You ascertain the following additional information:



1. Tﬁe investments in the stateme:nt of financial position comprzse solely Lion’s investment in
impala (K128, O0OO0) and in Tiger (K190, 000).

The 48,000 shares in Impala were acquired when that co'r'npany had a vretained eamings balance of
K150, 000.
;

2. When Zebra acquired its shares in Impala , the fair value of Impala net assets equaled their
nook values with the following exceptions :

Property, plant and equipment 70,000 higher
Investments | 20,000 lower (sold during the year)
Depreciation arising on fair value adjustment to non-current assets since this date is k12, 000.

3. During the year, Zebra sold inventory to Impala for K18, 000, which had ordinarily cost Zebra
K10, 000.Three quarters of these inventories have subsequent been sold by Impala.

4. Good will is to be impaired by 10 % by 31 December 2019.

5. "It is the group policy to value non-controlling interest at full (fair) value. The fair value of the
non- controlling interest at acquisition was K80, 000.
Required: (a) Prepare a consolidated statement of financial position for the group. (15 marks])
(b) Explain any four (4) limitations of cash flow statements (Smarks)‘
[20 marks]
SECTION B

ATTEMPT ANY THREE QUESTIONS
QUESTION THREE
The following information has been extracted for the books of Nyimba Limited

EXTRACTS FROM THE STATEMENTS OF PROFIT OR LOSS TO 31 December

2019 2018
K000 K’'000
Sales 11,200 9,750
Cost of sales (8,460) (6,825)
Net profit before tax 465 320
This is after the following:
Depreciation | 360 280
Loss on disposal 90 | 60
Interest on bank overdraft 16 9
Audit fees 12 10



STATEMENT OF FINANCIAL POSITION AS AT 31 December A
2019 2018
K'000 K'000 K'000 K'000

Assets
Non-current assets ’ 1,890 1,430
Current assets.
Inventory 840 480
Receivables 1,230 1,080
Cash 80 120
1,950 1,690
Total assets 3.800 3,120
Equity and liabilities
Equity
Ordinary shares 800 800
Retained earnings 1,310 900
Cuirent liabilities
Bank overdraft 110 80
Parables 750 890
Taxation 30 20
890 790
Total equity and liabilities 3,800 3,120

The following ratios are those calculated for Nyimba base on its pubhshed accounts for the precious
year and also the latest industry average ratios.

Nyimba industry

30 December



v

'201 9 : average

ROCE . .15.38% - 11.50%

Profit/sales 2.9% 3.78%

Asset tumover 3.19 4.91

Current ratio 2.14 1.9

Quick ratio 1.43. A 1.23

Gross profit margin | 30% 25.22%

Trade receivable days 30 days 39.25 days

Trade payable days 28 days 37 days

Inventory turnover{times) ) 7 9

Gearing , 18.76 % 16.60%

Required:

(a) Calculate comparable ratios (to 2 decimal places where possible) for the year ended 31 April

20j9. All calculation must be shown. (10 marks) -

(b) Write a report to the board of directors analyzing the performance of Nyimba, comparing the

result against the previous year and the industry average. (10 marks)
[20 marks]

QUESTION FOUR

When an employee reaches a certain age, they are required to retire and expect to be paid
benefits for the past service rendered. During active service, they can either join a defined
contribution benefit plan or a defined benefit plan.

Employee benefits are all forms of consideration given by an entity in exchange for services
rendered by employees or on the termination of employment. The objective of IAS 19 (revised)
Employee Benefits, is to prescribe the accounting and disclosure for employee benefits. The
Standard requires an entity to recognise:

(i - A liability when ©in employee has provided service in exchFrae for employee benefits to
be paid in the future; and

(i)  An expense when the entity consumes the economic benefit arising from service provided
by an employee in exchFrae for employee benefits. ZCBC, a public listed company incorporated
in Zambia, prepares its financial statements using Intematiocnal Financial Reporting Standards
(IFRS). It operates a defined benefit pension plan for its employees. At 1 January 2017 the fair
value of the pension plan assets was K3, 200,000 and the present value of the pension plan
obligations was K3, 500,000. The service cost for the year ended 31 December 2018 was K750,
000. On 1 January 2017 the pension plan was amended to offer additional benefits to members
resulting in past service costs of K350, 000. The relevant discount rate for the year ended 31
December 2018 was estimated at 8% and ZCBC paid K1, 050, 000 in contributions to the plan.

6



The pension plan paid K1:'20, 000 to retired members ia the year to 31 December 2'018. At 31
December 2018 the fair value of the pension plan assets was K4, 100,000 and the present value
of the pénsion plan obligations was K4, 300,000.

Required:
(a) Distinguish between a defined contribution plan and a defined benefit plan. [10 marks]

(b) Calculate, in accordance with IAS 19 (revised) Employee Benefits, relevant extracts of Income
statement, statement of comprehensive income and statement of financial position in the books
of ZCBC'’s pension plan: [10marks]

[20 marks]
QUESTION FIVE

(a) On 1 October 2011 AB LTD, a listed entity, had 8,000,000 K1.00 ordinary shares in issue.
On 1 January 2012 AB LTD made a bonus issue, with 1 new ordinary share issued for every 4
held. On 1 July 2012 AB LTD issued a further 1,500,000 new K1.00 ordinary shares for K9.20

per share. The profit before tax of AB LTD for the year ended 30 September 2012 was K10,

582,000. AB LTD is subject to corporate income tax at a rate of 30% and recorded a corporate
income tax expense for the period of K435, 000. In the published financial statements for the
year ended 30 September 2011, the basic earnings per share figure was 108.2 cents per share.
AB LTD also has a convertible instrument in issue. This was issued on 1 October 2011 and the
liability component was initially recognised at K5 million. The liability is being measured at
amortized cost using an sffective interest rate of 6%, in accordance viith IAS 39 Financial
i=tuments: recognitior: and measurement. There would be an additional issue of 1,000,000
K1.00 ordinary shares, if this instrument was converted in the future.

(b) On 30 September 2012 AB LTD’s K1.00 ordinary shares were trading at a price of K9.58
per share. AB LTD's main competitor had a reported price/eamings (P/E) ratio of 12.2 as at 30
September 2012.

Required:

(a) Calculate the amounts that will be reported in the financial statements of AB LTD for the year
ended 30 September 2012, in accordance with IAS 33 Earnings per share, for:

(i) Basic earnings per share, including comparative; and (7 marks)
(i) Diluted earnings per share (no comparative required). (7 marks)
(b) Calculate the P/E ratio of AB LTD as at 30 September 2012; and

(i) Prepare comments on AB LTD's P/E ratio compared with that of its competitor as at 30
September 2012. ' (6 marks)

[Total: 20 marks]



QUESTION SIX

A conceptual framework in relation to accountancy , is a statement of generally accepted
theoretical principles from which the frame of reference for financial reporting .Thgse theoretical
principles provide the basis for the development of new accounting standards and the evaluation
and of the evaluation of those already in use.

You work in an accounting firm and has been asked to provide a talk on the advantages and
disadvantages of a conceptual framework .In addition you are required to explain to explain the
two fundamental qualitative characteristics of that enhance the usefulness of financial reports.

Requ'ired:
(@) Explain five (5) advantages of a conceptual ffamework [10 marks]
) Explain two (2) fundamental and three (3) e‘nhancing qualitative characteristics of financial
~ reporting [10 marks]
' [20 marks]
QUESTION SE=N

Zonga Co group of companies acquired 80% shares in an Angolan company called Bitex Co on -
1# January 2017.At 31 December 2017, the summarised financial statements of Bitex Co,
prepared in that company’s functional currency, the Fra, were as follows:

Statement of financial position Fra’000
Non-current assets 4,600
Current assets 4,300
8.900
Equity and liabilities:
Ordinary share capital 1,000
Retained earnings 4,600
5,600
| »=hijlities 3,300
8.900
Statement of profit or loss Frooo0
Revenue 6,200
Expenses . (5200
Profit for the year 1,000

ExchFrae rates were:



1 January 2017 K1: Fra 9.20

31December 2017 K1: Fra10.60
Average rate 2017 K1: Fra 9.30
Required:
() Translate the Financial statement of Bitex Co into the kwacha. [10 marks]
(&) Prepare a calculation of showing an overall exchange loss or /gain [10 marks]
[20 marks]
END OF PAPER
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QUESTION ONE
A. Discuss the two main elements of the strategy development stage of investment
management process. [S
Marks]
B. Discuss any four (4) recent developments in investments that every informed investor
should pay attention to. [8 Marks]
C. Using practical Examples, explain what is meant by the following terms in Investment
and Portfolio Management:
I. Ex-dividend date
II. Growth stocks
III. Value stocks
IV. Market risk
V. Credit risk

VI. Operational risk
[12 Marks]

[Total Marks: 25
Marksj

QUESTION TWO

A. Describe how you would go about constructing an optimal portfolio according to the

Modern Portfolio theory and the Capital Market Theory. (15
Marks]

B. Calculate the expected return and risk for a two share portfolio formed by combining
equal proportions of X Ltd and Y Ltd stock in the table below: {10
Marks]

STATE PROBABILITY | RETURN ON INVESTMENT (%)
X Ltd Y Ltd Z1.td

Normal 0.25 24 28 4
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Boom 0.50 12 12 8
Recession 0.25 0 4 28

[Total Marks: 25 Marks]

QUESTION THREE

A. Differentiate Chartism technique from mechanical trading technique in Technical

analysis.
[6 Marks]
B. A prospective investor obtained the following information on XY stock:

Date Stock Prices (K) Dividends Paid
4/01/2020 61.25
2/02/2020 5238 0.75
4/05/2020 64.88 0.75
30/06/2020 70.50 0.75
25/10/2020 75.75 0.75
30/12/2020 71.00

I. Calculate the simple rate of return for the year 2020. [S
Marks]

II. Calculate the time — weighted rate of return using both the linking and index
methods for an investor with 100 shares on 1* January, 2020. [14
Marks]

[Total Marks: 25 Marks]
QUESTION FOUR

A. How is the market value of an asset different from the intrinsic value? 7
Marks]

B. Stock A and B have the following probability distribution of the possible future returns:
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Probability (P) Stock A Stock B

0.1 15 20
0.2 0 10
0.4 5 : 20
0.2 10 30
0.1 25 50

Calculate the expected rate of return for each stock. Assuming that the Capital Asset
Pricing Model (CAPM) holds and stock B’s beta is greater than stock A’s beta by 0.25,
what is the excess return on the market portfolio? [10
Marks]

.~ C. A firm just paid a dividend of K5 per share. The dividend is expected to grow at a 6%
rate indefinitely. Stocks with similar risk provide a 12% expected return. If you plan to
invest in this stock three years from now, estimate the price per share that you will be
required to pay for this stock.
|8 Marks]

[Total Marks: 25 Marks]

QUESTION FIVE

A. What is the difference between backwardation and Contango of the basis in derivative

valuation? [5 Marks]

B. For a stock put option with an exercise price of K30 and option price of K4, determine
the intrinsic value and draw the payoff diagrams for both the option writer and the buyer
if the stock price at expiration is K40. Also comment on the most likely action of the
option buyer. (8
Marks]

C. A prospective investor is considering the purchase of 100 units of a 3-months, K25-strike
European call option on a stock and obtains the following information:

1.- The stock is currently selling for 20.

ii. The stock’s volatility is 24%.
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iii. The stock pays dividends continuously at a rate proportional to its price. The
dividend yield is 3%.
iv. The continuously compounded risk-free interest rate is 5%.
If the Black Scholes model holds, calculate the price of the block of 100 options.
[12 Marks]

[Total Marks: 25
Marks]

QUESTION SIX

Ndex Limited had the following Balance sheet and Income statement for the year ending 31*

December, 2021.

Ndex Limited Profit or Loss Statement for the year ending 31* December, 2021.

Net sales

Credit K16,000,000
Cash 4,000,000
Total K20,000,000
Cost and Expenses '
Cost of goods sold K12,000,000

Selling, general, and administrative expenses 2,200,000

Depreciation 1,400,000

Interest 1,200,000 K16,800,000
Net income before taxes 3,200,000
Taxes on income 1,200,000
Net income after taxes K 2.000,000
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Less: Dividends on preferred stock

Net income available to common shareholders
Add: Retained earnings at 1/1/2016

Subtotal

Less: Dividends paid on common stock

Retained earnings 31/12/2016

240,000

K 1,760,000
2,600,000

K 4,360,000

360,000
K 4,000,000

Ndex Limited Balance Sheet as at 31* December, 2021.

ASSETS LIABILITIES AND SHAREHOLDERS’
EQUITY
Cash K 1,000,000 Notes payable, bank K 4,000,000
Accounts receivable 5,000,000 Accounts payable 2,000,000
[nventory 7,000,000 Accrued wages and 2,000,000
taxes
Fixed assets, net 17,000,000 Long-term debt 12,000,000
Preferred stock 4,000,000
Common stock 2,000,000
Retained earnings 4,000,000
Total liabilities and
Total assets K 30,000,000 shareholders’ equity ~ K30,000,000
Required:
A. Calculate the ratios below for the year 2016. [20 Marks]
RATIO 2019 2020 2021 INDUSTRY
NORMS
1. Current ratio 250% 200% 225%
2. Acid-test ratio 100% 90% 110%
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3. Receivable turnover 5.0x 4.5% 6.0x

4. Inventory turnover 4.0 3.0% 4.0x
5. Long-term debt/total capitalization 35% 40% 33%
6. Gross profit margin 39% 41% 40%
7. Net profit margin 17% 15% 15%
8. Return on equity 15% 20% A 20%
9. Return on investment - 15% 12% 12%
10. Total asset turnover 0.9x 0.8x 1.0x
11. Interest coverage ratio 5.5% 4.5x 5.0%

B. Evaluate the position of the company using information from the table. Cite specific ratio
levels and trends as evidence. [S Marks]

[Total Marks: 25

Marks]
END OF EXAMINATION
Formulae Sheet
Summary Measures Asset Pricing
R:EMV—BMV+‘I=EMV—BMV+ I E(R )=r+[E(RA)—r]O_P
BMV BMV BMYV i o,

n ER )—r
R=TI(+r)-1 Bk, =r+ 28,

t=1

R =R, +(Rn-R,)B,

Bond Valuation

u C Par
pP= ;t P
o (1+R) (A+R)
p= Par
(1+y)
o
CV=| —|-100%
(H) pz_(;.
Y
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MV -V,

E(x) = Zx; P(x)) PMT +( )
YIM = —5—5v
3
Oy = z [Xi - E(x)}[YJ - E(Y)]P(XlYJ) CP V
PMT +( 2)
VM =—y~cp
3
Stock Valuation

Derivative Valuation

IV, = max(0, S, — X)

IV, =max(0,X - S§,)
G _ X
1+
c=Se ”N(d,) — Xe "N(d,)
p=Xe"N(-d,) — Se *N(-d,)
_In(S/X)+(r-g+ (0%2)]t

G = + Do

d,
oyt

4= X + (1= q- (@)1t
oyt
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Cumulative Standardized Normal Distribution

A(z) is the integral of the standardized normal
distribution from —ooto z (in other words, the
area under the curve to the left of z). It gives the
probability of a normal random variable not
being more than z standard deviations above its
mean. Values of z of particular importance:

z Az)
1.645 09500  Lowerlimit.of right 5% tail
1960 09750 Lowerlimit of right 2.5% tail
2:326 09900 Lowerlimit of right 1% tail
2576 09950 Lower limit of right 0.5% tail
3090 09990 Lower limit of right 0.1% tail
3291 0.9995  Lower limit of right 0.05% tail
4
z 0.00 0.01 0.02 0.03 0.04 0.05 0.06 0.07 0.08 0.09
0.0 05000 05040 0.5080 0.5120 05160 05199 0.5239  0.5279 0.5319  0.5359
0.1 05398 05438 05478  0.5517  0.5557 0.5596 0.5636 0.5675 05714 0.5753
02 05793 05832 0.5871  0.59100 0.5948 05987 06026 0.6064 0.6103  0.6141
03 06179 06217 0.6255 06293 06331 06368 0.6406 0.6443 06480 0.6517
0.4 06554 0.659] 0.6628 0.6664 0.6700  0.6736 06772 0.6808 0.6844  0.6879
0.5 06915 06950 0.6985 0.7019 07054 07088 0.7123  0.7157 07190  0.7224
06 07257 0.7291 0.7324  0.7357  0:7389  0.7422 0.7454 0,7486  0.7517  0.7549
0.7 0.7580 0.7611 0.7642  0.7673  0.7704 .0.7734 0.7764 0.77%4 0.7823  0.7852
08 0.7881 07910 0.7939 0.7967 0.7995  0.8023 0.8051 08078 0.8106 0.8133
0.9 08159 0.8186 0.8212 0.8238 0.8264 0.8289 0.8315 08340 0.8365 0.8389
1.0 08413 08438 0.8461 0.8485 08508 0.8531 0.8554 08577 0.8599 0.8621
1.1 0.8643  0.8665 0.8686 0.8708 08729 08749 08770 08790 08810  (.8830
1.2 08849 0.8869 0.8888  0.8907 08925 08944 0.8962 08980 0.8997 0:9015
13 09032 0.9049 0.9066 0.9082 0.9099 0.9115 09131 09147 09162 09177
1.4 09192  0.9207 0.9222 0:9236 0.9251 0.9265 09279 0.9292 0.9306  0.9319
1.5 09332 09345 09357 09370 09382 09394 09406 0.9418 0.9429  0.9441
16 09452 09463 09474 09484 09495 09505 09515 09525 093535 0.9545
1.7 093554 09564 09573 09582 09591 09599 0.9608 09616 09625 0.9633
1.8 09641 09649 0:.9656 09664  0:9671 0.9678 0.9686 09693 09699 0.9706
1.9 09713 09719 09726 09732 09738 09744 09750 09756 09761  0.9767
20 09772 09778 09783 09788 09793 0.9798 09803 0.9808 09812 0.9817
21 09821 09826 0.9830 0.9834 09838 09842 09846 09850 09854 0.9857
22 09861 09864 09868 09871 0.9875 09878  0.9881 0.9884. 09887  0.9890
23 09893 09896 09898 09901  0.9904 09906 09909 09911 09913 0.9916
2.4 09918 09920 0.9922 0.9925 0.9927  0.9929 0.9931 0.9932 0.9934  0.9936
25 09938 09940 0.9941 09943 09945 0.9946  0.9948  0.9949 09951  0.9952
26 09953 09955 09956  0.9957  0.9959.  0.9960 0.9961 09962 09963  0.9964
27 09965 09966 09967 0.9968 09969 0.9970 09971 0.9972 09973  0.9974
28 09974 09975 09976 09977 09977 09978 09979 09979 09980  0.9981
29 09981 09982  (.9982  (.9983 09984 0.9984 09985 09985 09986  0.9986
30 09987 09987  0.9987 09988  0.0088 09989 0.9989 09989 0.9990  0.9990
3.1 0.9990  0.9991 0.9991 0.9991 0.9992 09992 0.9992 0.9992 09993  0.9993
32 0:9993 09993 09994  0.9994 09994  0.9994 .0.9994 09995 0.9995  0.9995
33 09995 09995 09995 09996  0.9996° 0.9996 09996 0.9996 09996  0.9997
34 09997 09997 09997  0:9997 09997  0.9997- 09997 0.9997 0.9997  0.9998
35 09998 09998 09998 0.9998  0.9998 0.9998 09998  0.9998  0.9998  0.9998
36 09998 09998 0.9999
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INSTRUCTIONS:

I. Answer any FOUR (4) of the FIVE questions in this paper.

2. Be brief and cogent in your answers to theoretical questions.
3. Show all calculations where applicable.

4. All questions must be answered in the answer booklet only.

5. Write down the number of questions that you have answered on the cover of the

¢xamination answer booklet.

6. Marks are shown at the end of each question.

DO NOT TURN THIS PAGE UNTIL YOU ARE TOLD TO DO SO
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QUESTION ONE

A. Define yield to maturity of a bond? [4 Marks]
B. What are the advantages and disadvantages of using bonds and equity for financing a
business? [6 Marks]
C. The government through the central bank issued an 8-year bond with a par value of
K20.000,000. The bond pays a coupon of K500,000. If other medium term government

bonds offered a 6% return to investor. what is the value of the bond? [8 Marks]
D. Calculate the yield to maturity of a 4 year bond with a coupon of $20 if its current price is
$220. [7 Marks|
[Total Marks: 25 Marks]

QUESTION TWO

A. Lxplain the arbitrage pricing theory? [S Marks]
B. The following portfolios are being considered for investment. During the period under

consideration, the risk free rate is 8§%.

Portfolio Return (%) Beta Standard
Deviation
ABC Ltd 15 I 0.05
CAV Ple 20 1.5 0.15
ALF 10 0.6 0.07
PT Insurance 17 1.1 0.06
Market 13 1 0.04

[. Compute the Sharpe measure for cach portfolio and the market portfolio.

II.  Compute the Treynor measure for cach portfolio and the market portfolio.

Page 2 of 7



I, Rank the portfolios above according to the Sharpe and Treynor measures,
explaining any differences in rankings.
IV.  What are the two major requirements for a portfolio manager regarding
performance?
[20 Marks]
[Total Marks: 25 Marks]|

QUESTION THREE

A. Describe the Harry Markowitz’s portfolio selection model. [10 Marks]
B. Define Market Portfolio and explain its importance in Capital Asset Pricing Model
(CAPM). [6 Marks|

C. Distinguish between Capital Market Line (CML) and the Security Market Line (SML).
{4 Marks]
D. Discuss the two main elements of strategy development in investment management
process. ‘ |S Marks]|
[Total Marks: 25 Marks]

QUESTION FOUR

A. Define and Describe the Efficient Market Hypothesis (EMH) in each of ‘ts three forms.
[10 Marks]
B. What does the EMH imply with respect to technical market analysis and fundamental
analysis? |7 Marks]
C. Explain how the Random Walk theory suggest that security price levels are random.
[6 Marks]
D. How can an investor earn a high rate of return in an efficient market? [2 Marks]

[Total Marks: 25 Marks|
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QUESTION FIVE

A. Explain the following terms used with the Options:
[.  Inthe money option.
[I.  Out of the money option.
1. At the money option.
[V.  Bermuda Style Option
8 Marks|
B. Suppose that the stock price is K100 and the call price is K5 with a strike price of K105, If
Kapembwa decides to buy the stock and write a call option on the stock, what is the profit
or loss on this strategy if the stock price goes up to K110? [8 Marks]
C. Suppose the standard deviation is 6 = 30%. Sp = K100, X = K100, r = 5%, q= 3% and t =
1/2. Calculate the Black—Scholes call and put option prices. ' [9 Marks|

[Total Marks: 25 Marks|

END OF EXAMINATION
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Derivative Valuation

IV, = max(0, §, — X)

1V, = max(0, X ~S;)
. X
Cy =Sy — m + Po
¢=S8e""N(d,) — Xe"N(d,)
p=Xe"N(-d,) — Se"N(-d,)
(XD + (- g+ (0U2))t
ot
_ In(S/X) + [r—q—(0%/2))t
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d =

d
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Cumulative Standardized Normal Distribution

A(z) 1s the integral of the standardized normal
distribution from e to zin other words, the
area under the curve to the left of z). It gives the
probability of a normal random variable not

A(z) ) being more than = standard deviations above its
e mean. Values of = of particular importance:
z Al
1.645 09500  Lower Liunit of right 5% tail
1.960 09750  Lower litmt of right 2.53% tail
2326 09900  Lower lirnit of night 1% tail
2.576 0.9950  Lower litnit of right 0.5% (ail
3.090 0.9990  Lower lirnit of nght 0.1%% tail
3291 0.9995  Lower limit of tight 0.05% tuil
2 2 4 0 1z 2 3 4

z 0.00 0.01 0.02 0.03 0.04 0.05 0.06 0.07 0.C8 0.09

0.0 0.5000 0.5040 0.5080 0.5120 0.5150 0.5199 0.5239 0.5279 0.5319 0.5359

0.1 0.5308  0.5438 05478 05517 0.5557 05596 0.563¢  0.5675  0.5714 0.53753

0.2 0.5793  0.5832 0.5871 0.5910 0.5948 0.5987  0.6020 0.6004  0.€103  0.6141

03 06179  0.0217 0.6255  0.0293 0.6368 0.6400 0.6443 0.6480  0.0517

0.4 0.6354  0.6391 0.6628 0.0064 0.6730 0.0772 0.¢844 0.0879

0.5 0.6915 0.6950 0.6985 0.7019 0.7088 0.7123 0.7190 0.7224

0.6 0.7257  0.7291 0.7324 0.7357 0.7422 0.7454 0.7517 0.7549

0.7 0.7580 0.7611 0.7642 0.7673 0.7734 0.7764 0.7823 0 7852

0.8 0.7881 0.7910 0.7939 0.7967 0.8023 0.8051 0.£106 0.8133

0.9 0.8159 0.8186 0.8212 0.8238 0.8289 0.8315 0.8365 0.8389

1.0 0.8413 0.8438 0.8461 0.8485 0.8508 0.8531 0.8554 0.6599 0.8621

1.1 0.8043 0.8665 0.8686 0.8708 0.8729 0.8749 0.8770 0.8790 0.&810 0.8830

1.2 0.8849  0.88069 0.8888 0.8907 0.8925 0.8944  0.8962 0.8980 0.8997 09015

13 0.9032 0.904¢0 0.9060 0.9082 0.9099 09115 0.9131 09147 0.£162 09177

L4 09192 0.9207 09222 0.9230 0.9251 0.9265 0.9279 0.9292 0.5306 0.9319

1.5 0.9322 0.9345 0.9357 0.9370 0.9382 0.9394 0.9406 09418 05429 0.9441

1.6 0.0452  0.9463 0.9474 0.9484 0.9495 0.9505 0.9515 0.9525 0.0535 0.9545

1.7 0.9554 0.9561 0.9573 0.9582 0.952] 0.9599 0.9608 0.96106 0.9625 0.9633

1.8 0.9641 0.9649 0.9656 0.9064 0.9671 0.9678 0.9686 0.9693 0.9699 0.9706

1.9 09713 09719 0.9726 0.9732 09738 0.9744 0.9750 0.975¢6 0.¢761 0.9767

20 09772 0.9778 0.9783 0.9788 0.9793 0.9798 0.9803 0.9808 0.5Q12 0.9817

2.1 0.9821 0.9826 0.9830 0.9834 0.9838 0.9842 0.9846 0.9850 0.9854 09857

22 0.9861 0.9864 0.9868 0.9871 09875 0.9878 0.9881 0.9884 0.0887 0.9890

23 0.9893 0.9896 0.9898 0.9901 0.9904 0.9906 0.9909 0.9911 0.9913 0.9916

24 0.9018 0.9920 0.9922 0.9925 0.9927 0.9929 0.9931 0.9032 0.6934 0.9930

2.5 0.9938 0.9940 (0.991] 0.9943 0.9915 0.9946 0.9948 0.9949 0.9951 0.9952

2.0 0.9953 0.9955 0.9956 09957 0.9959 0.9960 0.9961 62 0.4903 0.9904

27 09935 0.9966 0.9967  0.9968 0.9969 0.9970 0.9971 9972 09973 0.9974

28 09974 0.9975 09976  0.9977 09977  0.9978 0.9979 0.9079 0.09980  (.9981

29 0.9981 ).9982 0.9982 0.9983 0.9084 0.9984 0.9985 0.9985 0.9986 0.9986

30 09087 (0.0087 0.9987 (.9088 0.9988 0.9989 0.9989 .908y 0.9990 (.9990

3l 0.9990 0.9991] 0.9991 0.9991 09992 0.9992 0.9992 0.9902 0.9993 0.9993

32 0.9903 0.9993 09994 0.9994 0.9994 ) 9994 0.9994 0.9908 0.0995 0.9995

33 0.9995 (.9995 0.9995 0.9996 0.999¢0 0.9990 0.99% 0:999¢0 0.999¢6 0.999%

34 0.0997 (1.0997 0.9097 0.0997 0.9997 0 9907 0.0097 (.9007 0.9997 (} v9ug

35 0.9998 0.9998 0.9998 0.9998 0.9998 0.9998 0.9998 0.9908 0.9998 0.9998

30 0.9008 (.9998 0.9999
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QUESTION ONE

Muliokela Limited manufactures three products from the same basic components.

SECTION A — COMPULSORY

You are provided with the following information relating to projections for December 2018:

(i)

(i)

(iii)

(iv)

(v)

Sales
Quantity
Price

Material usage per unit

Wood

Bought in components

Packing

Stocks

Finished goods in units

1 December
31 December

Raw materials

1 December

31 December

Wages

Per unit

Overhead per unit

Variable
Fixed

Required
Prepare the following budgets for Muliokela Limited:

A.
B.
C.
D.
E.

Sales budget
Production budget
Material usage budget

Material purchase budget

Production cost budget

A
21,000
K15

N WA X D

7,000
10,000

Wood
K

32,000
44,000

w x >

s N X D

B
16,000
K6

e i * )

B
4,000
3,000

Bought in
Components
K
31,800
41,400

- X

_ - X @

C
8,000
K28 -

(@]

10

C
6,000
3,000

Parking

K
21,500
11,200

X 0

> NOX OO

(5 Marks)
{5 Marks)
(5 Marks)
(5 Marks)
(5 Marks)
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QUESTION TWO

An industry concern manufactures three products known as P, Q and R. Each product is
started in the machining area and completed in the Finishing Shop. The direct costs associated
with each product forecast for the next trading period are:

P Q R
K K K
Materials 1850  15.00 22.50
Wages: |
Machining area at K5 per hour 10.00 5.00 10.00
~ Finishing Shop at K4 per hour 6.00 4.00 8.00
34.50 24.00 40.50

There are machines in both departments and machine hours required to complete one of
. each product are:

Machine area 4 15 3
Finishing shop 0.5 0.5 1
Budget output in units 6,000 8,000 2,000
Fixed overheads are:
Machine area K100,800
Finishing shop K94,500
Required:
A. An overhead absorption rate for fixed overheads using:
(i) A labour hour rate for each department; (5 Marks)
(ii) A machine hour rate for each department. (5 Marks)

B. Using results from (A) above, calculate the total cost of each product using:
. (i) The labour hour rate; (5 Marks)
(ii) The machine hour rate. (5 Marks)

C. Your comments to the Factory Manager who has suggested that one overhead rate for
both departments would simplify matters. (5 Marks)
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SECTION B
QUESTION THREE

A factory manufactures three components A, B and C:

During week 26, the following was recorded:

Labour Number of Rate per Individual
Grade Employees hour hours worked
: K :
! 6 40.00 40
i 18 32.00 42
[ 4 28.00 40
v 1 16.00 44

Output and standard times during the same week were:

Standard Minutes

Component Output (each)
A 444 30
B 900 54
C 480 66

The normal working week is 38 hours, overtime is paid at a premium of 50% of the normal
hourly rate.

A group incentive scheme is in operation. The time is expressed as a percentage of hours
worked and is shared between the group as a proportion of the hours worked by each grade.

The rate paid is 75% of the normal hourly rate.

Required

Calculate the total payroll showing the basic pay, overtime premium and bonus pay as
separate totals for each grade of iabour. (25 Marks)

QUESTION FOUR

The standard material input required for 1,000 kg of a finished product are given below:

Material Quantity (Kg.) St. Rate per Kg

(K)

P 450 ‘ 20

Q 400 40

R ( 250 60
1,100
Standard loss 100
Standard output 1,000
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Actual production in a period was 20,000 kg of finished product for which the actual quantities

of material used and the prices paid therefore were as under:

Material Quantity (Kg.)
P 10,000
Q 8,500
R 4,500
Required

Calculate the following variances:

A. Material cost variance

Material price variance
Material usage variance
Material yield variance

moOow

QUESTION FIVE

Z Ltd had the following transactions in one of its raw materials during April 2017.

Opening
April 4 Bought

10 Used
12 Bought
13 Used
16 Bought
21 Used
23 Used
26 Bought
29 Used
Required

Units

40 units
140 units
90 units
60 units
100 units
200 units
70 units
80 units
50 units

60 units

Purchase price per Kg.

(K)
19
42
65

Explain the application of variances in management accounting.

Purchase

Price

@K10 each
@K11 each

@K12 each

@K10 each

@K12 each

(5 Marks)
(5 Marks)
(5 Marks)
(5 Marks)
(5 Marks)

Market

Price

@K10 each
@K12 each

@K13 each

@K15 each

@K14 each

Write up stores ledger account using the following methods of stock valuation below, and you

should clearly indicate:
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(i) the total purchase costs, cost of sales, value of closing stock and
(i) where there are differences between purchase cost and the aggregate of cost of
production and value of the closing stock, show the reconciliation.

A. Replacement Method (13 Marks)
B. Weighted Average (12 Marks)
QUESTION SIX

Shown below is an extract from the accountant’s working papers for the process cost
accounts for October 2020, of the final two operations in a factory producing one particular
type of industrial chemical.

Process 4
Kg Kg
Opening stock 3,000 Transfers to process 5 8,000
Transfers from process 3 11,000 Loss ‘ 2,000
Closing stock 4,000
14,000 14,000
Materials from Process 4 Process4 |
process 3 materials conversion costs
Costs per equivalent unit K2.50 per kg K1.75 per kg K2.50 per kg
Degree of completion %:
Opening stocks 100% 70% 60% N
Losses ; 100% 60% 45%
Closing stocks 100% 80% 70%

Normally no losses are expected in Process 4.

The company operates the FIFO method of charging opening stock to production and, at the
beginning of October 2020, the value of the opening stock in Process 4 was K16,400.

Process 5
Kg Kg
Opening stock Nil Transfers to finished goods 7,400
Transfers from process 4 8,000 Loss ' 600
Closing stock Nil
8,000 14,000

Process 5 additional costs — Materials K10,175; Conversion costs K18,000. Normal loss on
Process 5is 10% of input; all losses may be sold as scrap at K2 per kg.

Required
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(A) Calculate the total cost of the 8,000 kg of chemical transferred from process 4 to process
5 during October 2020. (10 Marks)

(B) Calculate the total cost incurred by process 4 during October 2020 for each of the

following;

(i) Material transferred from process 3 (2 Marks)

(i) Process 4 materials (2 Marks)

(iii)  Process 4 conversion costs ‘ (2 Marks)
(C) Prepare the Process 5 account for October 2020 (9 Marks)

END OF EXAMINATION
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SECTION A: (10 marks).

TRUE OR FALSE STATEMENTS.

For each of the statements below, state whether they are true or false.

[

R Q]

O\(}l:{‘a

% =

Normative Economics is considered less.useful compared to positive Economics due to
its subjective and unverifiable nature.

In marginal analysis, Marginal cost can also be referred to as the slope (calculus
derivative) of the total cost curve.

If the price elasticity of demand is -0.5 and the price increased by 20 percent, the demand
must have decreased by 10 percent.

Inferior goods are goods whose value is less compared to that of normal goods.

Time factor cannot affect elastic demand of a product.

Four-Firm Concentration Ratio uses the sum of the market shares of all the top firms in
the defined industry.

Advertising is one way for firms with market power to differentiate their products.
Zambia is a good example of a country having paperless administration since the
technology in cloud storage has made the document storage easy for businesses.
Foreign market research is a much more complex task for Managers than domestic
market research.

10. Zero economic profits are the same as zero accounting profits.

SECTION B: (20 MARKS)

I. Table one below shows the market price. demand and supply quantities of pears as appearing

in Soweto market.

PRICE 10 12 14 16 18
QD 10 9 8 7 6
QS 6 7 8 9 10

Given the above information,

a)

b)
¢)

Draw and label a complete graph showing the equilibrium price, quantity cemanded and
quantity supplied.

Compute the consumer and producer surplus.

Suppose the government introduces a price ceiling of k12, show graphically how this will
affect the consumer and producer surplus. '

Compute the resultant shortage.

How does the market revert to equilibrium (stability) after such a situation?




39

With the help of a well labeled diagram, show the relationship between the four measures of
cost in the production process.

a) ldentify the Break-even and Shut-down points clearly.
b) Why should a perfectly competitive firm continue to operate while making losses pin the
short run?

SECTION C: 30 MARKS.
Each question is allocated 15 marks. Choose only two (2) questions from this section.

I. The graph below shows the domestic Demand and supply of cooking oil in Zambian kwacha.
(15 marks)
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Given the information above, compute the:
a) Total society welfare before the price ceiling was imposed.
b) The shortage of bread in million kwachas as a result of the price ceiling.
c) Deadweight loss in the market.
d) What would be the value of the new consumer surplus if the government imposed
a price floor at k5?
e) What is the economic term for this condition that arises from a price floor?

2. Using the S-C-P paradigm, analyze the clothing industry in Zambia to assess whether a
businessman of Indian origin should set up a business?

3. Outline and explain at least four theories by the four proponents that critique the traditional
profit maximization theories.

4. Demonstrate your understanding of the market structures by providing graphical illustrations
of a firm under perfect competition making profits, loses and normal profits in the short run.

THE END.
ALL THE BEST MANAGERS.
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SECTION A: (10 marks).

TRUE OR FALSE STATEMENTS.

For each of the statements below, state whether they are true or false.

I

)

(VS

9.

Normative Economics is considered less useful compared to positive Economics due to
its subjective ard unverifiable nature, :

In marginal ana-ysis, Marginal cost can also be referred to as the slope (calculus
deriva’™ ) of the total cost curve.

If the price elasticity of demand is -0.5 and the price increased by 20 percent, the demand
must have decreased by 10 percent.

Inferior goods are goods whose value is less compared *n that of normal goc...

Time factor cannot affect elastic demand of a product.

Four-Firm Concentration Ratio uses the sum of the market shares of all the top firms in
the defined industry.

Advertising is one way for firms with market power to differentiate their products.
Zambia is a good example of a country having paperless administration since the
technology in cloud storage has made the document storage easy for busiresses.
Foreign market research is a much more.complex task for Managers than domestic
market research.

10. Zero cconomic profits are the same as zero accounting profits.

SECTION B: (20 MARKS)

1. Table one below shows the market price, deman and supply quantities of pears as appearing

in Soweto market.

PRICE 10 12 14 16 18
QD 10 9 8 7 6
QS 6 7 R 9 10

Given the above information,

a)

d)
¢)

Draw and label a complete graph showing the equilibrium price, quantity demanded and
quantity supplied.

Compute the consumer and producer surplus.

Suppose the government introduces a price ceiling of k12, show graphically how this will
affect the consumer and producer surplus.

Compute the resultant shortage.

How does the market revert to equilibrium (stability) after such a situation?




2.

You are given that the best estimates of the market demand and supply for a good (in
Zambian million kwacha) are given by Qg = 10 — 2P and Qg = 2 + 2P. respectively.

a) Determine the competitive equilibrium price and quantity?
b) What is the new level of quantity at a price of K1.5 million?
¢) What is the amount of the shortage in million kwacha?

SECTION 7 30 MARKS.
Each question is allocated 15 marks. Choose only two (2) questions from this section.

l.

ro

You have just secured a new position as the Regional manager of MTN. You sre aware of the
many problems you will face as a Managerial Economist. Outline them and provide a
solution for each.

Using the S-C-P paradigm, analyze the clothing industry in Zambia to assess whether a
businessman of Indian origin should set up a business?

Outline and explain at least four theorics by the four proponents that critique the traditional
profit maximization theories.

Demonstrate your understanding of the market structures by providing graphical illustrations
of a firm under perfect competition making profits, loses and normal profits in the short run.

THE END.
ALL THE BEST MANAGERS.
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SECTION A: (10 marks).

TRUE OR FALSE STATEMENTS.

For each of the statements below, state whether they are true or false.

l.

2

o W B

~

9.

Normative Economics is considered less,useful compared to positive Economics due to
its subjective and unverifiable nature.

In marginal analysis, Marginal cost can also be referred to as the slope (calculus
derivative) of the total cost curve.

If the price elasticity of demand is -0.5 and the price increased by 20 percent, the demand
must have decreased by 10 percent.

Inferior goods are goods whose value is less compared to that of normal goods.

Time factor cannot affect elastic demand of a product.

Four-Firm Concentration Ratio uses the sum of the market shares of all the top firms in
the defined industry.

Advertising is one way for firms with market power to differentiate their products.
Zambia is a good example of a country having paperless administration since the
technology in cloud storage has made the document storage easy for businesses.
Foreign market research is a much more complex task for Managers than domestic
market research.

10. Zero economic profits are the same as zero accounting profits.

SECTION B: (20 MARKS)

I. Table one below shows the market price. demand and supply quantities of pears as appearing

n Soweto market.:

PRICE 10 12 14 16 18
QD 10 9 8 7 6
QS 6 7 & 9 10

Given the above information,

a)

b)
c)

d)
¢)

Draw and label a complete graph showing the equilibrium price, quantity demanded and
quantity supplied.

Compute the consumer and producer surplus.

Suppose the government introduces a price ceiling of k12, show graphically how this will
affect the consumer and producer surplus.

Compute the resultant shortage.

How does the market revert to equilibrium (stability) after such a situation




ta
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2. With the help of a well labeled diagram, show the relationship between the four measures of’

cost in the production process.

a) I[dentify the Break-even and Shut-down points clearly.

b) Why should a perfectly competitive firm continue to operate while making losses pin the
short run?

)

SECTION C: 30 MARKS.

Each question is allocated 15 marks. Choose only two (2) questions from this section.

I. The graph below shows the domestic Demand and supply of cooking oil in Zambian kwacha.
(15 marks)
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Given the information above, compute the:
a) Total society welfare before the price ceiling was imposed.
b) The shortage of bread in million kwachas as a result of the price ceiling.
¢) Deadweight loss in the market.
d) What would be the value of the new consumer surplus if the government imposed
a price floor at k5?
¢) What is the economic term for this condition that arises from a price floor?

2. Using the S-C-P paradigm, analyze the clothing industry in Zambia to assess whether a

businessman of Indian origin should set up a business?

3. Outline and explain at least four theories by the four proponents that critique the traditional

profit maximization theories.

4. Demonstrate your understanding of the market structures by providing graphical illustrations

of a firm under perfect competition making profits, loses and normal profits in the short run.

THE END.
ALL THE BEST MANAGERS.
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SECTION A: (10 marks).
TRUE OR FALSE STATEMENTS.
For each of the statements below, state whether they are true or false.

1. Normative Economics-is considered less useful compared to positive Economics due to
its subjective and unverifiable nature.

o

In marginal analysis, Marginal cost can also be referred to as the slope (calculus
derivative) of the total cost curve.

3. If the price elasticity of demand is -0.5 and the price increased by 20 percent, the demand
must have decreased by 10 percent.

4. Inferior goods are goods whose value is less compared to that of normal goods.

5. Time factor cannot affect elastic demand of a product.

6. lFour-Firm Concentration Ratio uses the sum of the market shares of all the top firms in
the defined industry:.

7. Advertising is one way for firms with market power to differentiate their products.

8. Zambia is a good example of a country having paperless administration since the
technology in cloud storage has made the document storage easy for businesses.

9. Foreign market research is a much more complex task for Managers than domestic
market research.

10. Zero economic profits are the same as zero accounting profits.

‘ SECTION B: (20 MARKS)

I. Table one below shows the market price. demand and supply quantities of pears as appearing
in Soweto market.

PRICE 10 12 14 16 18
QD 10 9 8 7 6
QS 6 7 8 9 10

Giiven the above information,

a) Draw and label a complete graph showing the equilibrium price, quantity demanded and
quantity supplied.

b) Compute the consumer and producer surplus.

¢) Suppose the government introduces a price ceiling of k12, show graphically how this will
affect the consumer and producer surplus.

d) Compute the resultant shortage.

¢) How does the market revert to equilibrium (stability) after such a situation”




2. With the help of a well labeled diagram. show the relationship between the four measures of
cost in the production process.

a) ldentify the Break-even and Shut-down points clearly.
b) Why should a perfectly competitive firm continue to operate while making losses pin the
short run?

SECTION C: 30 MARKS.
Each question is allocated 15 marks. Choose only two (2) questions from this section.

I. The graph below shows the domestic Demand and supply of cooking oil in Zambian kwacha.
(15 marks)
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Given the information above, compute the:
a) Total society welfare before the price ceiling was imposed.
b) The shortage of bread in million kwachas as a result of the price ceiling.
¢) Deadweight loss in the market.
d) What would be the value of the new consumer surplus if the government imposed
a price floor at k5?
e) What is the economic term for this condition that arises from a price floor?

b

Using the S-C-P paradigm, analyze the clothing industry in Zambia to assess whether a

businessman of Indian origin should set up a business?

3. Outline and explain at least four theories by the four proponents that critique the traditional
profit maximization theories.

4. Demonstrate your understanding of the market structures by providing graphical illustrations

of a firm under perfect competition making profits, loses and normal profits in the short run.

THE END.
ALL THE BEST MANAGERS.
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SECTION A: (10 marks).

TRUE OR FALSE STATEMENTS.

For each of the statements below, state whether they are true or false.

1. Normative Economics is considered less useful compared to positive Economics due to
its subjective and unverifiable nature. k l

2. In marginal analysis, Marginal cost can also be referred to as the slope (calculus
derivative) of the total cost curve.

3. Ifthe price elasticity of demand is -0.5 and the price increased by 20 percent, the demand
must have decreased by 10 percent.

=

Inferior goods are goods whose value is less compared to that of normal goods.

o

Time factor cannot affect elastic demand of a product.

6. Four-Firm Concentration Ratio uses the sum of the market shares of all the top firms in
the defined industry.

7. Advertising is one way for firms with market power to differentiate their products.

8. Zambia is a good example of a country having paperless administration since the
technology in cloud storage has made the document storage easy for businesses.

9. Foreign market research is a much more complex task for Managers than domestic
market research. '

10. Zero economic profits is the same as zero accounting profits.

SECTION B: (20 MARKS)

1.

o

Find the optimal level of worker L, and capital goods K to use in order to minimize
production costs given that you want to produce 100 units. The production function is g =

VK. L and the cost function is TC = w. L 4+ rK, where the wage rate w = 5 and the costr =
107

!

You arc given that the best estimates of the market demand and supply for a good (in
Zambian million kwacha) are given by Q; = 10— 2P and Qg = 2 + 2P, respectively.

a) Determine the competitive equilibrium price and quantity?
b) What is the new level of quantity at a price of K1.5 million?
¢) What is the amount of the shortage in million kwachas?




SECTION C: 30 MARKS.
Each question is allocated 15 marks.

I'hese are Essay Question. Answer 2 questions from this section.

I, Discuss the optimal method for procuring inputs that have well-defined and measurable
quality specifications and require highly specialized investments. What are the primary
advantages and disadvantages of acquiring inputs through this means?

2. Using the S-C-P paradigm, analyze the clothing industry in Zambia to assess whether a
businessman of Indian origin should set up a business?

3. Explain the factors you would consider with regards to the competition in tae fast food
industry, confined to the areas around the University Of Zambia premises. Jse porters
five- forces framework to help you in this analysis and state the outcome of your
decision.

4. Outline and explain at least four theories by the four proponents that critique the
traditional profit maximization theories.

THE END.
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SECTION A: (10 MARKS)

TRUE OR FALSE STATEMENTS.
For each of the statements below, state whether they are true or false.

1. Profits signal to resource holders where resources are most highly valued by society.

2. Normative Economics is considered less useful compared to positive Economics due to
its subjective and unverifiable nature.

3. Incentives have no effect on the performance of an organization.

4. Zero economic profits are the same as zero accounting profits.

e

Scarcity of goods reduces consumers’ negotiating
- power as they compete for the right to those goods.
6. Inferior goods are goods whose value is less compared to that of normal goods.
7. Time factor cannot affect elastic demand of a product.
8. The role of the economic agent sis to provide discipline in the market.
9. Optimal economic decisions are made at the margin (marginal analysis)

10. The value of a firm equais the present value of current and future profits (cash flows).

SECTION B: (20 MARKS)

1.

Differentiate the following terms.

a. Inferior and normal goods.

b. Normative and positive economics
¢. Principle and agent

d. Demand and quantity demand

e. Marginal cost and marginal benefit.

In a short concise paragraph, explain why a manager needs an understanding of the
following.

a. Goals and constraints.

b. Elasticity

c. Market interactions.

e

Time value of money.

e. Equilibrium analysis.



Draw and label a diagram showing a market at equilibrium interfered by
a. A price floor.

b. A price ceiling

c. Label the shortage

d. Label the surplus

e. How can a market revert back to equilibrium after a shortage?

You are currently running a restaurant business and you discover that there is a 20%
reduction in the quantity demanded when you increase the price of samosas by 10%.
a. Determine the price elasticity of demand and interpret the results.

b.” How will this affect your Total revenue based on part 1.)?

c. If you increased the price of mineral water, assuming you are the only supplier of

mineral water in your area, how will this change affect your Total revenue?

d. One of your products, (Nshima is perfectly inelastic) how can you show the relationship

of its quantity demanded against price on a graph?

SECTION C: (30 MARKS)

Choose two questions from this section and write an essay on it. Each question is allocated 15

marks.

1. Using the S-C-P paradigm, analyze the clothing industry in Zambia to assess whether a
businessman of Indian origin should set up a business?

2. Outline and explain at least four theories by the four proponents that critique the traditional
profit maximization theories.

3. Demonstrate your understanding of the market structures by providing graphical illustrations
of a firm under perfect competition making profits, loses and normal profits in the short run.

4. The COVID 19 Pandemic is a grave problem to most organizations as it affects the
productivity of each firm. As a manager, outline measures you would put in place to ensure
consistent and effective productivity in your firm/organization.

5. Outline the lessons learnt in Managerial Economics focusing on the core disciplines.
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QUESTION ONE (15 marks)

(a) Moses spends K 120,000 per year on rentals and wages for his workers. He recently quit
his job at ZANACO Bank, paying a wage of 8,000 per month, in order to start operating
his GYM in Kabulonga. During the first month of operations; Moses made K25,000
from membership fees and K5,000 from selling water and drinks. He paid K3,000

towards the cleaning company and also K2,000 towards utility bills.

(i) What is his monthly accounting profit? (2.0)
(i1) What is his monthly economic profit? (2.0)
(iii) Was his decision to quit his job worthwhile? (2.0

(b) State and Explain the THREE (3) types of rivalry found in market transactions.
‘ (3.0)
(c) How much would you pay for an asset which generates an income of K25,000 at the

end of each of 5 years if the opportunity cost of using capital is 11 percent?

(2.0)
(d) Consider the game below and find the dominant and Nash equilibrium solutions
| (4.0)
Movie football
Movie 3.D (0,0)
football (0,0) (1,3)
QUESTION TWO (15 Marks)

(a) The following non-linear demand function is for Television sets in Lusaka:
Q¢ = P2'4P}?'5M 0.2
(i) Transform the demand function into its logarithmic form. (1.0)

(i) What is the price elasticity of demand and the cross-price elasticity of demand?

(4.0)

(iil) Would you consider television sets to be a normal good? Please explain.
| (3.0)
(iv) How would a 20 percent increase in M affect the demand? (2.0)

(b) The University of Zambia is planning to host an Auction sale for some of its assets in

order to fundraise for various financing needs in the University. Briefly identify and



explain the advantages and disadvantages of the types of Auctions which can be used.

Please used a table to state the advantages and disadvantages for each type of auctions.

(5.0)
QUESTION THREE (15 Marks)
(a) Consider the following demand function:
P =80-0.25Q
_If the firms have a constant marginal cost of 10, answer the following:
(i) What is the perfectly competitive optimal output and price? (2.0)

(i) Find the optimal price and Output assuming the firm is a monopoly.  (2.0)
(iii) Show that a monopoly earns more profits as compared to a perfectly competitive
firm? (3.0)
(iv) How would a firm with insignificant product differentiation compare with the
| solutions above? | (3.0
(b) Two firms, A and B, are playing a price setting game in which each player has the
option of setting a high or low price. If both firms set a low price, they earn only normal
profits and if both set a high price, the dominant firm, firm A, earns $30,000 while the
other firms earns $ 20,000. If the firms decide to use different strategies, the one which
sets a high price will make losses of $15,000 while the other will earn § 60,000 if its
firm A and $40,000 if it is firm B which is less dominant.
(a) Represent this game using normal form. (2.0)
(b) Are there any dominant strategies in this game? (2.0)
(c) Is the Nash equilibrium of the game equivalent to the secure strategy equilibrium?

(1.0)

QUESTION FOUR (15 Marks)
(a) A managerial economist has reviewed the pricing strategies used by business managers
at Manda Hill shopping Mall and East park mall. Identify which pricing strategy each
of the following are referring to: ‘ (10.0)
1) Food lover’s Market charges K14 for their medium smoothie (250 mls) and
| K25 for the larger one (500 mls).
(i1) Mahak Restaurant has very good prices for main meals but charges twice as

much on drinks.



(iii)

(iv)

(vi)

(vii)

(viii)

(ix)

(%)

Ster Kinekor recently introduced a student rate on movie tickets. Students
from UNZA and other universities pay 25% less for the movie as long as
they present their valid student id card.

During Christmas period, Pick n Pay usually sells packages containing

different types of goods at a discounted price.

Mud Boutique is selling one of its latest dresses at different prices each

particular day of the week.x

The iStore Shop at East Park mall is selling phone accessories at almost 50%

higher that market price but yet customers don’t seem to mind.

It is very common to find oranges being sold in packs of 9 in Shoprite store.

They sell for K20 in a pack while one unpacked orange will cost you K4.

Giordano luxury clothing shop and BBC One have placed a disclaimer at

their shops that they promise to reduce their price if any other store is selling

a similar quality of wear at a lower price.

Builders Store is a subsidiary of East Park Mall, it sells its building

equipment and materials at a discounted prices to East Park Mall

Management whenever there is a need for expansion or rehabilitation.
Home Essentials is selling a particular pillow set at whatever price a

customer feels they can manage to pay as long as it is greater than K30.

(b) Compare and Contrast a perfectly competitive market and a monopoly in terms of

characteristics and market performance. Which market structure is better in terms of

consumer and producer surplus? (5.0)

QUESTION FIVE (15 Marks)

(a) An-economist estimated that the cost function of a single-product firm is:

C(Q) = 100 + 35Q — 20Q?* + 5Q°3

Based on this information, determine:

(i) The fixed cost of producing S units of output. (1.0)
(i1) The variable cost of producing 5 units of output. (1.0)
(iii) The total cost of producing S units of output. (1.0)
(iv) The average fixed cost of producing 5 units of output. (1.0)
(v) The average total cost of producing 5 units of output. (1.0)

4



(vi) The marginal cost when Q =5 (1.0)

(b) Appleway Industries produces apple juice and sells it in a competitive market. The
firm’s manager must determine how much juice to produce before he knows what the
market (competitive) price will be. Economists estimate that there is a 20 percent
chance the market price will be $3 per gallon, a 50 percent chance it will be $2 per
gallon and a 30 percent chance that it be $1 per gallon when the juice hits the market.

If the firm’s cost function is
C =200+ O.OOOSQ2

(i) What is the expected price of the juice? (2.0)
(iiy What are the expected profits of Appleway Industries? (2.0)

(c) Highlight the prospects and challenges faced by managerial Economists owing to

Globalization and technology computerization. : (5.0)

END OF EXAMINATON
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SECTION A: COMPULSORY
Vizio and the Market for Flat Panel TVs

Operating sophisticated tooling in environments that must be kept absolutely clean, fabrication
centers in South Korea, Taiwan, and Japan prgduce to exacting specifications sheets of glass
twice as large as kingsize beds. From there, the glass panels travel to Mexican plants located
alongside the U.S. border. There they are cut to size, combined with electronic components
shipped in from Asia and the United States, assembled into finished flat panel TVs, and loaded
onto trucks bound for retail stores in the United States, where consumers spend cver $35 billion
a year on flat panel TVs. The underlying technology for flat panel displays was invented in the
United States in the late 1960s by RCA. But after RCA and rivals Westinghouse and Xerox
~ opted not to pursue the technology, the Japanese company Sharp made aggressive investments in
flat panel displays. By the early 1990s Sharp was selling the first flat panel screens, but as the
Japanese economy plunged into a decade-long recession, investment leadership shifted to South
Korean companies such as Samsung. Then the 1997 Asian crisis hit Korea hard, and Taiwanese

companies seized leadership.

Today, Chinese companies are starting to elbow their way into the flat panel display
manufacturing business. As production for flat panel displays migrates its way around the globe
to low-cost locations, there are clear winners and losers. U.S. consumers have benefited from the
falling prices of flat panel TVs and are snapping them up. Efficient manufacturers have taken
advantage of globally dispersed supply chains to make and sell low-cost, high-quality flat panel
TVs. Foremost among these has been the California-based company Vizio, founded by a
Taiwanese immigrant. In just six years, sales of Vizio flat panel TVs ballooned from nothing to
over $2 billion in 2008. In early 2009, the company was the largest provider to the U.S. market
with a 21.7 percent share. Vizio, however, has fewer than 100 employees. These focus on final
product design, sales, and customer service. Vizio outsources most of its engineering work, all of
its manufacturing, and much of its logistics. For each of its models, Vizio assembles a team of
supplier partners strung across the globe. Its 42-inch flat panel TV, for example, contains a panel
from South Korea, electronic components from China, and processors from the United States,
and it is assembled in Mexico. Vizio's managers scour the globe continually for the cheapest
manufacturers of flat panel displays and electronic components. They sell most of their TVs to

large discount retailers such as Costco and Sam's Club. Good order visibility from retailers,

2



coupled with tight management of global logistics, allows Vizio to turn over its inventory every
three weeks, twice as fast as many of its competitors, which allows major cost savings in a
business where prices are falling continually. On the other hand, the shift to flat panel TVs has
caused pain in certain sectors of the economy, )such as those firms that make traditional cathode
ray TVs in high-cost locations. In 2006, for example, Japanese electronics manufacturer Sanyo
laid- off 300 employees at its U.S. factory, and Hitachi closed its TV manufacturing plant in
South Carolina, laying off 200 employees. Sony and Hitachi both still make TVs, but they are

flat panel TVs assembled in Mexico from components manufactured in Asia

Question One

a) Why is the manufacturing of flat panel TVs migrating to different locations around the
world? Who benefits from the globalization of the flat panel dlsplay industry? Who are

the losers? (15
marks)

b) What does the example of Vizio tell you about the future of production in an increasingly
integrated global economy? (5 marks)

¢) What does it tell you about the strategles that enterprises must adopt to thrive in highly
competitive global markets. (10 marks)

Total: 30 marks

Question Two
a) What is international business? What are the primary reasons that companies engage in
international business? (10 marks)
b) Outline any five (5) characteristics of a born-global business (10 marks)
Total: 20 marks

SECTION B: ANSWER ANY TWO (2) QUESTIONS

Question Three
a) Explain the different staffing policies available for an international HRM manager, bring

out their associated advantages and disadvantages. (12 marks)

b) What should an international business take into account when choosing a manager for its
overseas operations? (8 marks)

¢) Explain why managers may fail to thrive in foreign postings. (5 marks)

Total: 25 marks



Question Four

a) A small Canadian firm that has developed valuable new medical products using its unique
biotechnology know-how is trying to decide how best to serve the European Union market.
Its choices are given below. The cost of investment in manufacturing facilities will be a
“major one for the Canadian firm, but it is not outside its reach. If these are the firm's only
options, which ONE would you advise it to choose? Why? (10
marks)
i. Manufacture the products at home and let foreign sales agents handle marketing.
ii. Manufacture the products at home and set up a wholly owned subsidiary in
Europe to handle marketing.
iii. Enter into an alliance with a large European pharmaceutical firm. The products
would be manufactured in Europe by the 50/50 joint venture and marketed by the
European firm.
'b) List any four (4) arguments in support of ‘Buy’ (outsourcing) decisions and any three (3)
arguments in support of ‘make’ (in-house) decisions. (15 marks)
Total: 25 marks
Question Five
Foreign direct investment helps in accelerating the rate of economic growth of host country
a) Discuss and also explain the benefits and costs of foreign direct investment on the host

country. (15 marks)
b) Explain the policies that governments can put in place to encourage inward flow of FDI.
(10 marks)

Total: 25 marks

Question Six
You are the assistant to the CEO of a small textile firm that manufactures quality, premium-
priced, stylish clothing. The CEO has decided to adopt exporting and has asked you for advice.

a) Explain to your CEO any five (5) pitfalls of exporting. (5 marks) '
b) Discuss the view that standardizing the elements of the marketing mix is the way to go.
(20 marks)

Total: 25 marks

All the best!
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SECTION A [COMPULSORY]

Read the case study carefully and answer the question below. The question in this

section is compulsory and carry 40 marks
THE ENTREPRENEUR VERSUS THE PLANNER

A small business owner, Richard Rodrigues, met a corporate planner, Kevin Watkins,
for a social drink. The two were old friends, but as they had not met up for some time,
they were anxious to catch up on each other’s news. Kevin was still working for a large
utility company, as he had been when they last met. His work was to assist the line
managers in his organization to produce regular business plans which reflected
corporate goals. Richard’'s business, by comparison, was small and changing. He had
owned a publishing company, which specialized in producing magazines for the medical

profession paid for by advertising from drug companies.

Yes, | think | was doing rather nicely in publishing when we last met’, Richard
commented to Kevin. ‘That's all changed now of course. Generic prescribing came
along and wiped out that business. Doctors have to prescribe non — branded drugs
where possible now, so there’s little point in the drug companies advertising their
branded products to them’. "You mean you have stopped publishing altogether?” asked
Kevin. ‘Didn’t you see it coming and move into some other form of publishing? ‘Well, |
heard about it of course, as it was being talked about well before it became policy’,
Richard replied. ‘But | didn't think it would affect me the way it did. My advertising
revenue dropped by 25 per cent, which was enough to make the publication
unprofitable. | had hoped | could ride the storm, but there didn’t seem much point once |

was losing money. | decided to cut my losses and do something else.’

‘What did you do then?’ Kevin questioned. ‘I decided to do something completely
different. | bought a toy company, making dolls and children’'s games’, announced
Richard. ‘Want to buy it? It keeps me awake at nights with its cash flow problems.’ ‘No
thanks. Very. seasonal business, | imagine. Still you would have known that before you

bought it. What's been the problem?’ asked Kevin.



You're right,” said Richard, ‘I did know it was a seasonal business, but | actually did a
very good deal in buying it. The price was rock bottom. | didn’t even have to take out
any loans. It's just that so much depends on Christmas it's impossible to plan anything.
My accountant checked out the reported profits and balance sheet before | bought the
business, so | knew what | was getting. And the profits are there, as the previous owner
said they would be. He just forgot to tell me about the cash flow. | nearly went bankrupt

in the first year waiting for Christmas.’

‘Didn’t your business plan predict that, or at least indicate there would be some serious
troughs in your cash flow?” asked Kevin. ‘Like | said, | didn’t need any loans, so | didn't
need.a business plan’, said Richard. ‘Well | don’t want to push my own profession, but |
think a business plan would have told you about these troubles in advance. But then |
am biased °, laughed Kevin. Richard did not seem to appreciate the joke. ‘If | had to put
together the sort of five — year plan you produce every time | make a decision, I'd get
nowhere fast. As a matter of fact, when | found out about this toy company for sale,
there was another larger organization interested. It was only by going down there the
next day and making an offer on the spot that | clinched the deal. | expect your

equivalent in this other company is still working on the business plans!” he retorted.

I don't think that’s fair at all’, responded Kevin. ‘How can you know what you're doing
without some sort of plan? It doesn’t have to be complicated or time consuming. And it
can show how sensitive a business is to seasonal factors or more permanent changes

like your last business. You know, a business plan may have helped you there too.’

I don't think so at all’, Richard said indignantly. ‘What | needed then was creativity and
innovation to change my business, not the straitjacket of some plan. Anyway they are
only financial forecasts — crystal ball gazing. What's the point of that when you're going
bust? ‘Ok, Ok, so you don't believe in planning. How about objectives? Do you believe
in setting those? asked Kevin. ‘Of course Id’, said Richard, ‘I just don't want to spend

my time writing them down, that's all.’

‘Well you obviously like centralized control, at least that something you have in common

with us planners’, smiled Kevin.



QUESTION ONE

A.

Keviﬁ may have been right to claim that business plans could have helped
Richard. In what ways do you think Richard could have benefited from business
planning in both of his businesses? To what extent is Richards’s skeptical
position about the benefits of business planning correct.
[14 Marks]

- Richard claims that plans ‘are only financial forecasts — crystal ball gazing’. What

factors would you consider before preparing a business plan to make it a working

- document? [12
. Marks]

. According to Richard, creativity and innovation are more important than business

planning. Explain why creativity and innovation are so important for business
success and survival. Explain also what entrepreneurs can do to stimulate their
own creativity and that of others. ' [14

Marks)
[Total: 40 Marks]



SECTION B
Question dne
Write short notes on the following (5marks each)
(i) Trade gossips
(i) Competitive intelligence
(i) Effect of macroeconomics variables on the Business

(iv) * Effect of Fiscal policy on the Business

QUESTION TWO

A. Write a concise essay in which you critically examine, using appropriate
examples of your choice, the significance of small scale business enterprises to
the economies of nations. [10 Marks]

B. What do you think an entrepreneur should do in order to avoid becoming another
failure statistic? [10 Marks]
C. Why is it necessary for an entrepreneur to conduct a feasibility study before

launching a particular business idea[10 Marks]

[Total: 30 Marks]
SECTION C
QUESTION ONE

Porter developed a framework for analyzing the nature and extent of competition within
an industry. Understanding the nature and strength of each the five forces within an
industry assists managers in developing the competitive strategy of their organization.

Explain these five forces. [10 Marks]

QUESTION TWO

Explain what is meant by the micro environment and state at least four constituent
elements of this environment and the effect on the business. [10 Marks]

Best wishes
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SECTION A

THE ENTREPRENEUR VERSUS THE PLANNER

A small business owner, Richard Rodrigues, met a corporate planner, Kevin Watkins, for
a social drink. The two were old fri}ends, but as they had not met up for some time, they
were anxious to catch up on each other's news. Kevin was still working for a large utility
company, as he had been when they last met. His work was to assist the line managers
in his organization to produce regular business plans which reflected corporate goals.
Richard's business, by comparison, was small and changing. He had owned a publishing
‘company, which specialized in producing magazines for the medical profession paid for.
by advertising from drug companies. ‘

‘Yes, | think | was doing rather nicely in publishing when we last met’, Richard commented
to Kevin. ‘That's all changed now of course. Generic prescribing came along and wiped
out that business. Doctors have to prescribe non — branded drugs where possible now,
so there's little point in the drug companies advertising their branded products to them'.
‘You mean you have stopped publishing altogether?’ asked Kevin. ‘Didn’'t you see it
coming and move into some other form of publishing?' ‘Well, | heard about it of course,
as it was being talked about well before it became policy’, Richard replied. ‘But | didn't
think it would affect me the way it did. My advertising revenue dropped by 25 per cent,
which was enough to make the publication unprofitable. | had hoped | could ride the storm,
but there didn't seem much point once | was losing money. | decided to cut my losses

and do someth'ing else.’

‘What did you do then?’ Kevin questioned. ‘I decided to do something completely
different. | bought a toy company, making dolls and children’s games’, announced
Richard. ‘Want to buy it? It keeps me awake at nights with its cash flow problems.” ‘No
thanks. Very seasonal business, | imagine. Still you would have known that before you
bought it. What's been the problem?’ asked Kevin. '

“You're right,’ said Richard, ‘I did know it was a seasonal business, but | actually did a
very good deal in buying it. The price was rock bottom. | didn't even have to take out any



loans. It's just that so much depends on Christmas it's impossible to plan anything. My
accountant checked out the reported profits and balance sheet before | bought the
business, so | knew what | was getting. And the profits are there, as the previous owner
said they would be. He just forgot to tell me about the cash flow. | nearly went bankrupt
in the first year waiting for Christmas.’

‘Didn’t your business plan predict that, or at least indicate there would be some serious
'troughs in your cash flow?’ asked Kevin. ‘Like | said, | didn't need any loans, so | didn'’t
need a business plan’, said Richard. ‘Well | don't want to push my own profession, but |
think a business plan would have told you about these troubles in advance. But then | am
- biased ‘, laughed Kevin. Richard did not seem to appreciate the joke. ‘If | had to put
together the sort of five — year plan you produce every time | make a decision, I'd get
nowhere fast. As a matter of fact, when | found out about this toy company for sale, there
was another larger organization interested. It was only by going down there the next day
and making an offer on the spot that | clinched the deal. | expect your equivalent in this
other company is still working on the business plans!’ he retorted.

I don’t think that's fair at all', responded Kevin. ‘How can you know what you're doing
without some sort of plan? It doesn’t have to be complicated or time consuming.
And it can show how sensitive a business is to seasonal factors or more
permanent changes like your last business. You know, a business plan may have

helped you there too.’

1 don’t think so at all’, Richard said indignantly. What I needed then was
creativity and innovation to change my business, not the straitjackét of some
plan. Anyway they are only financial forecasts — crystal ball gazing. What’s the
point of that when you’re going bust?’ ‘Ok, Ok, so you don’t believe in planning.
How about objectives? Do you believe in setting those?’ asked Kevin. ‘Of course
.1d’, said Richard, 1 just don’t want to spend my timq writing them down, that’s
all.’

‘Well you obviously like centralized control, at least that something you have in

common with us planners’, smiled Kevin.



QUESTION ONE {SCENARIO BASED QUESTIONS}

A. The failure rate of a number business has been attributed due to poor
business plan, which is not customer centric. In what ways do you think
Richard could have benefited from business planning in both of his
businesses? [14 Marks] '

B. Richard claims that plans ‘are only financial forecasts - crystal ball gazing’.
What factors would you consider before preparing a business plan to make
it a working document? [12
Marks] .

C. According to Richard, creativity and innovation are more important than‘
business planning. Explain why -creativity and innovation are SO
important for business success and survival. Explain to Richard Using the
risk management cycle, the importance of assessing risk on the business
[14 Marks]

QUESTION TWO

Write short notes on the following [5 marks each]

(a)
(b)

(c)

Explain the effect of monetary policy on the business.
Competitive intelligence

Provide two (2) reasons why business managers may consider forming‘

strategic allies.

(d) Brand personality



QUESTION TWO

Porter developed a framework for analyzing the nature and extent of
competition within an industry. Understanding the nature and strength of each
the five forces within an industry assists managers in developing the
competitive strategy of their organization. Explain these five forces.

[20 marks]

SECTION B

Question One

I01 Company in Brazil wants to set up an industry in Zambia, as a Business
Planning and Development student at University of Zambia advice IOl Company

on how they can brand their products to meet the needs of customers.
[10 Marks]

Question Two

Explain why it is necessary for an entrepreneur to have a business plan before

launching a particular business idea [10 Marks]

Question Three
Write a concise essay in which you critically examine, using appropriate
examples of your choice, the significance of small scale business enterprises to

the economies of nations. [10 Marks]
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SECTION A
THE ENTREPRENEUR VERSUS THE PLANNER

A small business owner, Richard Rodrigues, met a corporate planner, Kevin Watkins, for
a social drink. The two were old friends, bu"t as they had not met up for some time, they
were anxious to catch up on each other’s news. Kevin was still working for a large utility
company, as he had been when they last met. His work was to assist the line managers
in his organization to produce regular business plans which reflected corporate goals.
Richard’s business, by comparison, was small and changing. He had owned a publishing
company, which specialized in producing magazines for the medical profession paid for

by advertising from drug companies.

“Yes, | think | was doing rather nicely in publishing when we last met’, Richard commented
to, Kevin. ‘That's all changed now of course. Generic prescribing came along and wiped
out that business. Doctors have to prescribe non — branded drugs where possible now,
so there’s little point in the drug companies‘ advertising their branded products to them’.
‘You mean you have stopped publishing altogether?’ asked Kevin. ‘Didn’t you see it
coming and move into some other form of publishing?’ ‘Well, | heard about it of course,
as it was being talked about well before it became policy’, Richard replied. ‘But | didn't
think it would affect me the way it did. My advertising revenue dropped by 25 per cent,
which was enough to make the publication unprofitable. | had hoped | could ride the storm,
but there didn’t seem much point once | was losing money. | decided to cut my losses

and do something else’’

‘What did you do then?' Kevin questioned. ‘| decided to do something completely
different. | bought a toy company, making dolls and children’s games’, announced
Richard. ‘Want to buy it? It keeps me awake at nights with its cash flow problems.” ‘No
thanks. Very seasonal business, | imagine. Still you would have known that before you

bought it. What's been the problem?’ asked Kevin.

‘You're right,” said Richard, ‘I did know it was a seasonal business, but | actually did a
very good deal in buying it. The price was rock bottom. | didn’t even have to take out any

loans. It's just that so much depends on Christmas it's impossible to plan anything. My



accountant checked out the reported profits and balance sheet before | bought the
business, so | knew what | was getting. And the profits are there, as the previous owner
said they would be. He just forgot to tell me about the cash flow. | nearly went bankrupt

in the first year waiting for Christmas’

‘Didn’t your business plan predict that, or at least indicate there would be some serious
tfroughs in your cash flow?’ asked Kevin. ‘Like | said, | didn’t need any loans, so | didn't
need a business plan’, said Richard. ‘Well | don’t want to push my own profession, but |
think a business plan would have told you about these troubles in advance. But then | am
biased °, laughed Kevin. Richard did not seem to appreciate the joke. ‘If | had to put
together the sort of five — year plan you produce every time | make a decision, I'd get
hnowhere fast. As a matter of fact, when | found out about this toy company for sale, there
was another larger organization interested. It was only by going down there the next day
and making an offer on the spot that | clinched the deal. | expect your equivalent in this

other company is still working on the business plans!’ he retorted.

'l don’t think that's fair at all’, responded Kevin. ‘How can you know what you‘re doing
without some sort of plan? It doesn’t have to be complicated or time consuming.
And it can show how sensitive a business is to seasonal factors or more
permanent changes like your last business. You know, a business plan may have

helped you there too.’

T dont think so at all’, Richard said indignantly. What 1 needed then was
creativity and innovation to change my business, not the straitjacket of some
plan. Anyway they are only financial forecasts - crystal ball gazing. What’s the
point of that when you’re going bust?’ ‘Ok, Ok, so you don’t believe in planning.
How about objectives? Do you believe in setting those?” asked Kevin. ‘Of course

[d’, said Richard, T just don’t want to spend my time writing thera down, that’s
all.’

‘Well you obviously like centralized control, at least that something you have in

common with us planners’, smiled Kevin.



QUESTION ONE {SCENARIO BASED QUESTIONS}

A. The failure rate of a number business has been attributed due to poor
business plan, which is not customer centric. In what ways do you think
Richard could have benefited from business planning ir both of his

businesses? [20 Marks)]

B. Richard claims that plans ‘are only financial forecasts — crystal ball gazing’.
What factors would you consider before preparing a business plan to make

it a working document? [20 Marks]

SECTION B
QUESTION ONE
(a) Conduct an in-depth SWOT analysis for a business organization of your choice.

[12 marks]

(b) Discuss any four (4) key demographic variables that are relevant {o business and

state their likely impact on a business organization of your choice.

[8 marks]

[TOTAL: 20 MARKS]
. QUESTION TWO

(b)  Distinguish between the terms Fiscal policy and Monetary policy. [5 marks]

(b) Explain factors that show that “the freedom of private enterprises is greatest in the

free market economy”. [10 Marks]

{c) Explain what is meant by the micro environment and state at least four constituent

elements of this environment. ' [5 Marks]

[TOTAL: 20 MARKS]

END OF EXAMINATION PAPER
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SECTION A
(CASE STUDY)

Focus and determination

Soichiro was the only child of a traditional working family. His mother was a
weaver and father used to run a bicycle repair business. Soichiro was so
passionate about automobiles that he used to help his father in the bike shop.
As the day passes, he learned more about the automobiles. Through the

inspiration of his father and the desire to achieve a lot.

.Soichiro left home and headed to Tokyo in the search of a job with Toyota, he
was not offered because he lacked qualifications relevant to his interest, he tried
to explain to the managing director that he has the skill necessary to grow the

company but they could not give him a listening ear.

However, he found a job in an automobile shop, where he used it as a source of
capital. The job never deterred his vision of working with a big company despite
not having a degree in mechanical engineering. He still wanted to do something
unique that nobody has done ever. Finally after many years of experimenting the
company designed an engine that is to be attached on a bicycle. It was his first

mobile and he called it Honda bearing his surname.

The dreams of Soichiro were paused due to WW-II in 1945, which was the black
year for Honda as the company faced a huge loss due to the devastating effect of
the war. Every employee of the company was shattered but not Soichiro. The
more the loss he made, the greater his determination.

[n 1946, Honda started selling motorcycles, taking advantage of the war in the
quest to provide affordable transport despite the deplorable state of the road
network. It became a busines of choice since it was cheaper than vehicles. He

had a good working relationship with his employees, they were the source of



customer desire. He promoted them based on the industrial knowledge and

performance and not age.

He further diversified and started building a vehicle which was leverage on the
weakness of Toyota vehicles. Upon the launch of the vehicle industry, the Toyota
company sells dropped by 57%. The CEO of Toyota requested of merger with
Honda upon seeing the success of Honda. However, Honda Company opted to

remain a competitor and by late 2000, the company dominated the market.

SCENARIO BASED

Required

(a) Soichiro Honda was not offered a job with Toyota because he lacked
' qualifications. What made Honda to achieve his goals despite the rejection

and what lessons can be drawn from the illustration. (10 Marks)

(b) During the World War II, the company made loses. However, in 1946, the
company made profit taking advantage of the war. What lesson do you learn

from Honda in terms of branding? (10 marks)

(c) There has been debate on the removal subsides on fuel and how this will
affect the business, which has spawned many specific arguments both for
and against. Provide reasoned arguments for and against the removal of

subsides (10 marks)



SECTION B
QUESTION ONE

Write short notes on the following [5 marks each]
(a) Explain how cost reflective tariffs in Zesco can influence the business.
(b)  Briefly explain competitive intelligence

(c) . Provide two (2) reasons why business managers may consider forming

strategic allies.
(d) Explain the product life cycle
SECTION C (25 Marks Each)

QUESTION ONE

Brand personality is source of social influence in product buying, explain some
circumstances in which information from advertisements is likely to be less
influential than brand personality influence?

QUESTION TWO

Provide an advantage for using segmentation, targeting, and positioning in
developing marketing strategies.

QUESTION THREE

Explain why it is necessary to develop a business plan before launching a

particular business idea.
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Question One [Total 25 Marks]

(i) Define the term “contingency” and give examples of insurable contingencies. [2 marks]
(i1) Define the term “demutualisation”. [2 marks]
(iii) For each of the following, give the appropriatex a definition, for a life ages x years.

(2) px [2 marks]
b)lw - [2 marks]

(iv) The mortality of a certain population is governed by the life table function /. = 100 - x ,
0 < x < 100 . Calculate the values of the following expressions:

(a) sp3s [2 mark]
(b) 7qss |3 marks]
(€) sj15qe0 |4 marks]

(v) Prepare a table projecting the sum assured over the first five years under the simnple and super
compound types of bonus given the following assumptions.

Simple bonus: 7%
Compound bonus on sum assured: 5%

Compound bonus on bonus: 10% [8 marks]
Question Two [Total 25 Marks]

(1) Briefly outline the various ways through which individuals and the society benefits from the
existence of insurance. |5 marks]

(ii) Describe any FOUR key elements of the insurance product cycle. | 8 marks]

(111) Distinguish between without profits and with profits insurance policies. {4 marks]

(iv) Based on how a unit linked fund is administered, explain how the unit linked insurance plans
have enjoyed preference over the traditional policies over the past 30 years. |8 marks]
Question Three [Total 25 Marks]

(i) Describe the roles and responsibilities of trustees in the safeguarding of Policyholder reasonable
expectations in a typical occupational scheme in Zambia. (4 marks]

(i) Explain any three factors that led to the defined benefit (DB) to defined contribution (DC)
transfers and conversions into the 21 century. [6 marks]
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(ii1) Describe the insurance business transaction process at the Lloyd’s of London. [5 marks]

(iv) Give a detailed outline of Takaful and any ONE other form of insurance organisation
ownership. Your answer should clearly present details of the form of ownership and also the
advantages and disadvantages for each form of ownership. [10 marks]

Question Four [Total 25 Marks]

The life and health insurance sector has seen the introduction of numerous products aimed at
meeting policyholder needs. A new product has been proposed for launch in the local market
consisting of the following five sub-products.

e Funeral Cash — up to K21,000 immediately paid out as Funeral Cash

e Personal Accident Cash — Additional K42,000 paid out for accidental death

- o Groceries Cash — Up to K21,000 worth of groceries paid to bereaved family for 1 year

e School Fees Cash — Up to K21,000 school fees paid directly to the school for your child(ren)

- aged below 25 years

e Hospital Cash — Up to K30,000 dollars paid for up to three days spent in hospital at K500 per
night ‘

Notes:

e Premium payment term is 20 years

e For [all ages] monthly premium = K200 per individual, for member spouse and children under
21 years

e Cover is open to individuals or groups

e Extended family members and children above 21 years pay a monthly premium of K500

e Monthly premium for the school fees benefit is K50 and applies to legal dependants aged 25
years and below

e Personal Accident cover and Hospital Cash monthly premium is K30 and only covers the
principal member

(a) For each of the features of the above sub-products, outline the needs that it is intended to meet
under the scope of life and health insurance. [16 marks]

(b) Discuss how the assumptions on the elements of rate making matter when designing the above
life and health insurance products. [9 marks]
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Question Five [Total 25 Marks]

(i) A mining conglomerate has decided to set up a plant in Zambia. The company has engaged
you as a consultant to help in the scheme design in compliance with the current social security
environment in the most cost effective way.

(a) Outline the major benefits of a typical pension scheme. , [9 marks]

(i1) Distinguish between net premium and gross premium valuation methods for contingent
liabilities. - [6 marks]

(iii) Describe the methods and purposes of the following:

(a) Statutory valuation (3 marks]
(b) Embedded value valuation [4 marks]

(iv) Outline any two roles of an Actuary as specified in the Zambia Insurance Act of 1997.
[3 marks]
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THE UNIVERSITY OF ZAMBIA
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JANUARY 2022

BBF4612 - INSURANCE AND PENSIONS MANAGEMENT

Information for Candidates

1.
2.
3.

Time Allowed: 3 hours
Total Marks: 100

Special Requirements: - A non-programmable scientific calculator

Instructions to candidates

1.

Answer QUESTION ONE and ANY THREE other questions
Start the answer to each full question on a fresh page of the answer booklet.
Questions may be written in any order, but must be legibly numbered.

Write neatly and legibly, showing ALL your workings were necessary

DO NOT TURN OVER UNTIL YOU ARE TOLD TO DO SO
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Question One [Total 25 Marks]

(i) Define the term “contingency” and give examples of insurable contingencies. |2 marks]
(i1) Define the term “demutualisation”. [2 marks]
(iii) For each of the following, give the appropriatg a definition, for a life ages x years.

(@) p» |2 marks]
(b) Iw "2 marks]

(iv) The mortality of a certain population is governed by the life table function [, = 100 - x ,
0 <:x < 100 . Calculate the values of the following expressions:

(a) gp3s . (2 mark]
(b) 7gss [3 marks]
(©) 515960 (4 marks]

(v) Prepare a table projecting the sum assured over the first five years under the simple and super
compound types of bonus given the following assumptions.

Simple bonus: 7%
Compound bonus on sum assured: 5%

Compound bonus on bonus: 10% [8 marks]
Question Two [Total 25 Marks]

(i) Briefly outline the various ways through which individuals and the society benefits from the
existence of insurance. {5 marks]

(ii) Describe any FOUR key elements of the insurance product cycle. (8 marks]

(ii1) Distinguish between without profits and with profits insurance policies. (4 marks]

(iv) Based on how a unit linked fund is administered, explain how the unit linked insurance plans
have enjoyed preference over the traditional policies over the past 30 years. [8 marks]
Question Three [Total 25 Marks]

(i) Describe the roles and responsibilities of trustees in the safeguarding of Policyholder reasonable
expectations in a typical occupational scheme in Zambia. [4 marks]

(ii) Explain any three factors that led to the defined benefit (DB) to defined contribution (DC)
transfers and conversions into the 21% century. [6 marks]
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(iii) Describe the insurance business transaction process at the Lloyd’s of London. [5 marks]

(iv) Give a detailed outline of Takaful and any ONE other form of insurance organisation
ownership. Your answer should clearly present details of the form of ownership and also the
advantages and disadvantages for each form of ownership. [10 marks]

Question Four [Total 25 Marks]

The life and health insurance sector has seen the introduction of numerous products aimed at
meeting policyholder needs. A new product has been proposed for launch in the local market
consisting of the following five sub-products.

o  Funeral Cash — up to K21,000 immediately paid out as Funeral Cash

Personal Accident Cash — Additional K42,000 paid out for accidental death

Groceries Cash — Up to K21,000 worth of groceries paid to bereaved family for 1 year
School Fees Cash — Up to K21,000 school fees paid directly to the school for your child(ren)
aged below 25 years

e Hospital Cash — Up to K30,000 dollars paid for up to three days spent in hospital at K500 per
night ‘

Notes:

e Premium payment term is 20 years

e For [all ages] monthly premium = K200 per individual, for member spouse and children under
21 years

e Cover is open to individuals or groups

e Extended family members and children above 21 years pay a monthly premium of K500

e Monthly premium for the school fees benefit is K50 and applies to legal dependants aged 25
years and below

e Personal Accident cover and Hospital Cash monthly premium is K30 and only covers the
principal member

(a) For each of the features of the above sub-products, outline the needs that it is intended to meet
under the scope of life and health insurance. [16 marks]

(b) Discuss how the assumptions on the elements of rate making matter when designing the above
life and health insurance products. [9 marks]
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Question Five [Total 25 Marks]

(i) A mining conglomerate has decided to set up a plant in Zambia. The company has engaged
you as a consultant to help in the scheme design in compliance with the current social security
environment in the most cost effective way.

(a) Outline the major benefits of a typical pension scheme. ~ [9 marks]

(ii) Distinguish between net premium and gross premium valuation methods for contingent
liabilities. - [6 marks]

(iii) Describe the methods and purposes of the following:

(a) Statutory valuation [3 marks]
(b) Embedded value valuation [4 marks]

(iv) Outline any two roles of an Actuary as specified in the Zambia Insurance Act of 1997.

[3 marks]
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1.

Time Allowed: 3 hours

2. Total Marks: 100

3.

Special Requirements: - A non-programmable scientific calculator

Instructions to candidates

1.

Answer Question One and ANY other THREE questions

2. Start the answer to each full question on a fresh page of the answer booklet.
3.
4

Questions may be written in any order, but must be legibly numbered.

. ‘Write neatly and legibly, showing ALL your workings were necessary

DO NOT TURN OVER UNTIL YOU ARE TOLD TO DO SO
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Question One [Total 25 Marks] - COMPULSORY

(i) In light of the current Covid-19 pandemic, justify the preference of a defined benefit (DB)
pension arrangement. [5 marks]

(ii) Outline the benefits included in a typlcal comprehensive private medical insurance (PMI)
product in Zambia. ' [5 marks]

(iii) A life insurance company issues the following policies:

A - 15-year pure endowment assurances with a sum assured of K150, 000.
B - 15-year term assurances with a sum assured of K150, 000,

C - 15-year whole life assurances with a sum assured of K150, 000,

- Suggest with reasons, which of the above three policies would be have the lowest and also the one
likely to have the highest premium. [6 marks]

(iv) Distinguish between with profit and without profit life assurance policies. [3 marks]

(v) Explain how the current COVID-19 environment impacts on the elements of rate making in

life assurance pricing. [6 marks]
Question Two [Total 25 Marks]
(i) Distinguish between life insurance and general insurance. [4 marks]

(ii) Write short notes on the following types of insurance.

(a) Income protection [2 marks]
(b) Long-term care [2 marks]
(c) Private medical insurance [4 marks]
(d) Motor Insurance [4 marks]
(e) Liability Insurance [4 marks]
(iii) Describe the three pillars of pensions. [5 marks]

Question Three [Total 25 Marks]
(1) For each of the following, define and give an appropriate interpretation based on the life table.

@b [2 marks]
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(b) siaqo [3 marks]
(¢) si15qe0 [3 marks]

(ii) State the main difference between an overhead expense and a direct expense incurred in writing
a life insurance policy and give an example for each. [4 marks]

(iii) Define the word ‘Trustee’ as used in pensions and outline any two roles and two
responsibilities of pension fund trustees. [5 marks]

(iv) Describe the concept of means-tested benefits in state pension provision and outline its
advantages and disadvantages. [8 marks]
Question Four [Total 25 Marks]

- (i) Explain the concept of new business strain for a typical life insurance company. [6 marks]

(i) Describe simple and super compound types of bonus that may be given to a with profits
contract. [5 marks]

(iii) Describe the administration processes within a unit-linked fund. [5 marks]

(iv) The table below is part of a mortality table used by a life insurance company to calculate
survival probabilities for a special type of life insurance policy.

X Ix dx gx
51 1,537
52 1,532
53 1,525
54 1,517
55 1,512
(a) Copy and complete the above table filling in the values for dx and qx. [6 marks]

(b) Calculate the probability that a policyholder who now aged exactly 52 will survive for the next
2 years and die at age 55 next birthday. [3 marks]

Question Five [Total 25 Marks]

(i) Describe how the principles of treating customers fairly may lead to better management of
Policyholder reasonable expectations for the Zambia insurance market. [5 marks]

(ii) The Government of Siamese is reviewing its provision for the elderly in its society. Currently
no State provision exists, although some of the larger employers run defined benefit schemes.
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Outline the different types and levels of benefits that the Government could provide discuss how
these benefits could be provided. [10 marks]

(iii) Describe the valuation methodology and purposes of the statutory valuation of a life insurance
company. [5 marks]

(iv) Distinguish between self-selection and adverse selection in life or health insurance. Use a

policy contract to explain each of them. [5 marks]
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Question One [Total 25 Marks|
(i) Distinguish between life insurance and general insurance. [4 marks]

(i1) Write short notes on the following types of insurance.

(a) Income protection [2 marks]
(b) Long-term care [2 marks]
(¢) Private medical insurance [4 marks]
(d) Motor Insurance [4 marks]
(¢) Liability Insurance [4 marks]
(iii) Describe the three pillars of pensions. [5 marks]
Question Two [Total 25 Marks]

(i) Distinguish between with profit and without profit life assurance policies. [3 marks]

(ii) Explain how the current COVID-19 environment impacts on the elements of rate making in
life assurance pricing. , [6 marks]|

(iii) Use the typical personal financial life cycle shown in Figure | below to present the; situation,
financial needs and health/insurance needs for each of the presented life cycle stages.
[16 marks]

Early High Forming Career ~ Belore After

chiidhood school, a family development | retirement retirement

college, i i
university \ ;
Estate and retirement glarung T |

-« * »

............... / I
Tax planning i

Investment plannang
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/ Protection planmng |

10 2 30 40 50 60 70 80

e e

N
Y

Income
™~

Age

Figure 1: Personal financial life cycle
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Question Three [Total 25 Marks|

(i) For each of the following, give an appropriate interpretation based on the life table.

(a) spo [ Imarks]
(b) das [1marks]
(C) s15¢60 \ . [2 marks]

(i1) State the main difference between an overhead expense and a direct expense incurred in writing
a life insurance policy and give an example for each. [4 marks]

(iii) Define the word ‘Trustee’ as used in pensions and outline any two roles and two
responsibilities of pension fund trustees. [5 marks]

(iv) Describe the concept of means-tested benefits in state pension provision and outline its
advantages and disadvantages. [7 marks]

(v) Describe the main features of an endowment assurance contract. Give any two examples of
such products from the Zambia market. [S marks]

Question Four [Total 25 Marks]
(i) Explain the concept of new business strain for a typical life insurance company. [6 marks]

(ii) Describe simple and super compound types of bonus that may be given to a with profits
contract. [5 marks]

(vi) Describe the administration processes within a unit-linked fund. [5 marks]

(i) The table below is part of a mortality table used by a life insurance company to calculate
survival probabilities for a special type of life insurance policy.

X Ix | dx qx
51 1,537 g
52 1,532 '
53 1,525
54 1,517
55 1,512
(a) Copy and complete the above table filling in the values for dx and qj. [6 marks]

(b) Calculate the probability that a policyholder who now aged exactly 52 will survive for the next
2 years and die at age 55 next birthday. [3 marks]
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Question Five [Total 25 Marks|

(i) Describe what is meant by adverse selection in the context of a life insurance Company’s
underwriting process and give an example. [4 marks]

(i) Describe how the principles of treating customers fairly may lead to better management of
Policyholder reasonable expectations for the Zambia insurance market. - [5 marks]

(iii) Explain any three factors that led to the defined benefit (DB) to defined contribution (DC)
transfers and conversions into the 21* century. [6 marks]

(iv) The Government of Siamese is reviewing its provision for the elderly in its society. Currently
no State provision exists, although some of the larger employers run defined benefit schemes.

Outline the different types and levels of benefits that the Government could provide discuss how

these benefits could be provided. [10 marks]
Question Six [Total 25 Marks]

(i) Distinguish between net premium and gross premium valuation methods for contingent
liabilities. [6 marks]

(ii) Describe the methods and purposes of the following:

(a) Statutory valuation [5 marks]
(b) Embedded value [5 marks]
(iii) Outline any three assumptions used by actuaries in valuation methods. [5 marks]

(v) Distinguish between self-selection and adverse selection in life or health insurance. Use a
policy contract to explain each of them. [4 marks]

ook xkokkkx END OF EXAMlNATlON*********
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QUESTION 1
(a) Explain public goods (1 marks)
(b) Describe pure and impure public goods (6 Marks)

(c) Assume that an economy is made up of Jelita and Mulenga. For k8, mulenga is able to
buy 3 cones of ice cream while Jelita can afford only 5 cones. Using a diagram, show the

demand and supply curves for:

1. Jelita (3 marks)
1i. Mulenga (3 marks)
ii. Jelita and Mulenga (3 marks)

.(d) Suppose Jelita and Mulenga are now choosing not between ice cream but missile defense
systems. The army needs 6 missiles. Jelita is willing to pay K4 for the 1*' missile and K1 for

- the (S‘i‘ missile. Mulenga is willing to pay K5 for the 1 missile and k2 for the 6" missile.

Kindly show the demand supply curve for both mulenga and Jelita (9 marks)
(Total 25 Marks)
QUESTION 2
(a) Explain the term Positive Production externality (5 marks)

(b) Using diagrams, explain the following affect market efficiency

i. Negative Consumption externality (5 marks)
ii. Negative Production externality (5 marks)
@ i Subsidy to producers (5 marks)
(c) Explain pigouvian taxes and their disadvantages (5 marks)
(Total 25 Marks)
QUESTION 3
(a) Explain expenditure analysis (3 marks)
(b) Explain the different classification approaches of a public Budget (8 marks)
(¢) Explain indicators used to analyze public finance activity (8 marks)
(d) Explain the objectives of a tax system (6 marks)
(Total 25 Marks)
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QUESTION 4
(a) Explain the principles of taxation (10 marks)
(b) Describe how personal income tax is calculated and administered in Zambia (10
marks)
(c) Explain the difference between sales tax and value added tax (5 marks)
(Total 25 Marks)
QUESTION 5
(a) Explain corporate income tax (5 marks)
‘(b) Explain the main sources of revenue for government (8 marks) .
(c) Describe the types of wealth tax (4 marks)

 (d) Explain the stabilization function of government and the instruments it uses (8 marks)

(Total 25 Marks)

Graduate School of Business Examinations
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a) Ensure that you thoroughly read through the questions

b) Mobile (Cell) phones are not allowed

c) Scientific calculators are permitted

d) There are Six (6) Questions in this paper

e) Answer Question One (1) ( compulsory) x:1 any other Three (3) questions with clear
illustrations ar+. diagrams where necessary

f) All Four (4) questions carry equal marks
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QUESTION THREE

Quality is one of the most important performance objectives for most Supply Chain
Organizations. Elucidate the following;

(a) Quality is believed to have evolved from Japan, yet its origins are in the United
States of America (USA). Briefly explain such a phenomenon by also
highlighting at lzast Six (6) Quality Gurus that are behind the development of
Quality Management and their espoused theories or philosophies [10 Marks]

(b) Total Quality Management (TQM) is anchored on Three (3) principles, what are
they? And what are their main features that aim at having TQM succeed in
Global Operation Organisations? Describe the ZFQM Excellence Model and
state at least Four (4) Quality awards that incentivize Quality compliance in

Global Operation Organisations [10 Marks]
‘ (c) State, define and briefly describe, Lean Thinking Philosophy by also stating
its Five (5) Principles and Seven plus One (7+ 1) Wastes that are identified
from Lean Philosophy point of view. [5 Marks]
QUESTION FOUR

The following questions relate to strategy and how these may influence the purchasing
function and the supply chain;

(a) Briefly explain the Three (3) levels of strategy commonly present in supply
chain Organisations and briefly describe how this are formulated and
implemented in order for business firms to attain competitive edge [5 Marks]

(b) Describe how purchasing could support an organization in the pursuit of
strategy of product or service differentiation and diversification and state and
briefly explain (with examples) the Four (4) strategies that would be adopted
by a business concern, to increase the levels of Supply Chain operations
growth [10 Marks]

. (c) At Business Strategic Unit (SBU) level, list and explain Four (4) critical
functions that an Operations Unit or planning focuses on that groups a distinct
set of products or services generally, also state and briefly describe Four (4)
competitive and adaptive strategies that are involved at this strategic level in
order to inspire and spur performance [10 Marks]

UESTION FIVE

Jeff and Jessy are students from the Copperbelt University, reading for the BSc
in Purchasing and Supply Chain Management and are in the Third year of their
studies. They are on industrial attachment and you as the Company Buyer
(Purchasing Manager) is expected to give them guidance on matters pertaining
Purchasing and Supply. After the end of their industrial break, the CEO of your
organization thinks that their performance has been splendid and wishes that
they come bsck to the company on permanent basis after the end of their
studies in one year’s time. He therefore, asks for them to be interviewed in your
presence. Apparently, they have difficulties understanding Supplier
relationships, Purchasing pricing strategies, Contract formations and
Terminations, for which you are called to render help to these younc "pcoming

2



professionals and abate the embarrassment that they may suffer when they
come before the CEO for this planned interview prior to assisting these
individuals in the following;

(a) What do the acronyms EDI, HTML and XML mean as supporting tools to
Purchasing by also briefly explaining their characteristics? Explain the
functionality of EDI in Purchasing and Supply and stating the differences
between HTML and XML operating systems? Why is XML more preferred than
HTML as platforms of EDI. Give examples of how XML provides each of the
advantages? ) , . [8 Marks)]

(b) Ho:» would you deime and describe Purchasing pricing strategy
to Bill and Gill, by also stating and explaining Eight (8) Pricing strategies and

" Four (4) Pricing and Cost Analysis factors of consideration when analyzing
Request for Quotations (RFQ), Request for Proposals (RFPs) ard Expression
of Interest (EOI) when selecting a Contractor or Supplier?. [10 Marks!

(c) Explain the old maxim that ‘Marriages are made in hea:sen, but the divorce
is the very devil’ as it applies io supplier relationships termination through

~ stating and explaining the 3Ps principles of considerations for Supplier and
Buyer relationship termination [7 Marks]

QUESTION SiX

You as a Buyer for your organization and has been requested to make
recommendations on whether to make or buy a capital machine component. You have
analysed the performance history of the company concerning the Purchase price,
Fixed and Variable costs and have realized that the Purchase price and Variable costs
are in the order of 0.2% and 0.18% respectively of the value of fixed costs. Below
listed are the Fixed costs and their related cost centres;

Cost centres Costs (ZMW)
Workshop 2, 000,000
Administration offices 1,800,000
Office equipmeiit 1,200,000 .
Staff wages 2,400,000
Security & Miscellaneous 600,000

(a) At what volume will the company be indifferent between buying and making a
Capital machine component? : [10 Marks]
(b) If you decided not to buy or make the capital component but instead considered
the option of leasing the entire capital machine on a monthly leasing cost of
ZMW 2000 with the Price of the Capital Machine component remaining the
same. In how many months will the Break-even point be reached? [10 Marks]
(c) What are opportunity costs and why are they relevant as subject of analysis
whieri consideration capital equipment purchasing options? [5 Marks]
END OF THE EXAMINATION
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QUESTION ONE

You the Purchasing specialist together with the Management Accountant have been
tasked by the senior management to analyse the purchasing options for the capital
equipment, to make informed purchasing decisions. You are to undertake an
economic appraisal before deciding to buy a machine with an initial investment of
K100,000.000. Two Machines have been considered and the net cash flow — after
operation costs and expenses but not allowing for depreciation are expected to be as
shown below;

Machine A Machine B
Cash inflow Year 1 25,000,000 22,500,000
Year 2 25,000,000 22,500,000
Year 3 25,000,000 22,500,000
Year 4 25,000,000 22,500,000
Year 5 25,000,000 22,500,000
Year 6 25,000,000
Year 7 25,000,000
(a) Calculate;(i) Fake & Real Paybac;k Period, (ii) NPV at 10% Discounting rate
and (iii) Profitability Index (P!) for both Machines [10 Marks]

(b) Deduce the Average Rate of Return (ARR), , if both Machine A and
Machine B depreciates at a rate of K5,000,000 and what would be their annual
depreciation rates and net profit after depreciation expressed as a percentage
of the principal amount? [10 Marks]

(c) Which Machine will you recommend to buy & Why? [5 Marks]
QUESTION TWO

Supply Chain Management is an all encompassing discipline that ensures
transformation of materials (inputs) into finished goods and services (outputs);

(a) State and describe Five (5) typical components of Strategic Supply Chain
Management (SSCM), [5 Marks]
(b) What is Strategy as it pertains to Strategic Supply Chain Management (SSCM)?
Identify and describe Four (4) main Growth strategies and their salient tactics
(Sub strategies) that are adopted to increase the levels of operations for any
given SSCM organization [10 Marks]
(c) State the classical definition of Purchasing and identify and describe Eight (8)
Pricing strategies that a Supplier may choose to sell goods, by highlighting the
suitable scenarios in which these pricing profiles may be suitable  [10 Marks]



QUESTION THREE

Your Organisation is engaged in the Production and Selling of a high demand product,
which majorly adds to the company’s profitability. You as a Procurement specialist has
been tasked to advise the Company’s Board of Directors on the daily production and
customer draw down (Selling) Inventory policy which will ensure that there is optimal
management in terms of Holding and Ordering Costs. The current records indicate
that the Annual Customer Demand (D) is 100,000 Units, the Ordering Cost per Unit
(S) is ZMW 1000, the Holding Cost per Unit is ZMW 50, the Daily Production (P) is
800 Units and the Customer Daily Draw Down (d) is 400 Units. The available number
(N) of days that the plant is operational is 250. With your gained expertise and
competencies assist the Board on the following if they are to make informed decisions;

(a) Derive the Production Order Quantity (POQ) formula and Calculate the same

so as to advise Management adequately [10 Marks]
(b) Determine the Total Cost of Inventory (TC) and the Time Before Orders (TBO)
in this particular case [10 Marks]
(c). Calculate the Number of Times that Orders are to be placed [5 Marks]

QUESTION FOUR

You are Senior Purchasing Manager, in charge of coordinating the Purchasing and
Supply Chain of your organization through firm strategic arrangements. A new board
has just been constituted and its members are grappling with the theories of Cox and
Bensaou models, as critical guides to Supplier interactions and management, which
appear not to be making meaningful sense to many. The other issue is their difficulty
in appreciating Bayer Group’s SUPREME model for supplier management. You have
been summoned to the boardroom to go and make a presentation to the board of
directors on these perturbing issues:

(a) How will you describe the Cox and Bensaou models to the board by
highlighting their critical features, attributes and constituent theories of the two
models in order to bring enlightenment to board members? [10 Marks]

(b) What would be your explanation to the board members for them to fully
understand the SUPREME model by stating and describing the Three (3) main
ingredients of this supplier management tool in terms of features and
application? [10 Marks]

(c) If you were to use this opportunity to lobby board members on the improvement
of purchasing and supplier relationship management models, which at least
Five (5) improvement areas would you suggest and encourage board members
to consider and why? [5 Marks]

QUESTION FIVE

Purchasing and New Product Development (NPD) require Early Buyer
Involvement (EBI), Early Supplier Involvement (ESI) and use of models as enablers
for efficiency and effectiveness;

(a) Briefly define and explain the Early Buyer Involvement (EBI) and Early
Supplier Involvement (ESI) as they pertain to Purchasing [5 Marks]



(b) What are the advantages and disadvantages of Early Buyer Involvement
(EBI) and Early Supplier Involvement (ESI) as drivers of effectiveness and
efficiency in Purchasing? [10 Marks]

(c) Briefly describe the Wynstra and Pierick’s Supplier Involvement Portfolio
Matrix and the Kyoryokyu Kai models. as applied in the Purchasing and
Supplier Development. Explain the Purchasing Orientation and Involvement of
Suppliers by outlining the Six (6) Wynstra Topological possible configurations
of Purchasing participation in product development, the Nine (9) steps of
Supplier Development and the Ten (10) Aims and Objectives of Kyoryokyu
Kai (Supplier Associations). ’ ' [10 Marks]

QUESTION SIX

You as a Buyer for your organization and has been requested to make
recommendations on whether to make or buy a capital machine component. You have
analysed the performance history of the company concerning the Purchase price,
Fixed and Variable costs and have realized that the Purchase price and Variable costs
are in the order of 0.2% and 0.18% respectively of the value of fixed costs. Below
listed are the Fixed costs and their related cost centres;

Cost centres Costs (ZMW)
Workshop ~ 2, 000,000
Administration offices 1, 800,000
Office equipment 1,200,000
Staff wages 2,400,000
Security & Miscellaneous 600,000

(a) At what volume will the company be indifferent between buying and making a
Capital machine component? [10 Marks]
(b) If you decided not to buy or make the capital component but instead considered
the option of leasing the entire capital machine on a monthly leasing cost of
ZMW 2000 with the Price of the Capital Machine component remaining the
same. In how many months will the Break-even point be reached? [10 Marks]
(c) What are opportunity costs and why are they relevant as subject of analysis
when consideration capital equipment purchasing options? [5 Marks]
END OF THE EXAMINATION
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SECTION A (COMPULSORY)

QUESTION ONE

. Market skimming involves

a) Setting the lowest price possible

b) Setting the highest price possible

¢) Setting the price that allows for coverage of variable costs only

d) Stetting the price that sets the brand apart as the most quality droduct.
What is the key element of value based pricing

[

a) Using a standard mark up

b) Adding as high a mark as possible

¢) Ensuring that your prices match those of the competition

d) Determining how your product is scen by the customer in terms of its worth
or value.

(S

The first Idea reducing stage of the new product development process is
a) Concept development
b) Business analysis
¢) Concept testing
d) Idea screening
4. The strategy that directs its marketing activities to the final consumers is known as
a) End strategy
b) Push strategy
¢) Pull Strategy
d) Touch Strategy
What Marketing Concept works on supposition that consumers buy products which
fulfil their needs?

(9]

a) Production concept
b) Marketing concept
c) Selling concept :
d) Product Concept ,‘
6. focuses on making every possible sale of the product, regardless of the need of
customer.
a) Production concept
b) Marketing concept
¢) Selling concept
d) Product concept
7. focuses on making better-quality products for their customers.
a) Production concept
b) Marketing concept
¢) Selling concept
d) Product concept
8. In macro environment, 'pressure groups' and 'government agencies’ are part of:
a) Demographic environment

2| Page



b) Political environment
¢) Economic environment
d) Cultural environment
9. Which of the following is the part of buyer's black box?
a) Buyer's characteristics
b) Consumer behaviour
¢) Buyer attitude
d) Buyer's personality
10. In consumer behaviour which of the following is NOT the part of cuitural factors?
a) Sub culture
b) Culture
¢) Social class
d) Family
11. Which of the following buying behaviour is undertaken by buyers when they are
‘ ~ highly involved in purchase process and there are significant perceived dilferences
among brands?
a) Complex buying behaviour
b) Variety seeking buying behaviour
¢) Dissonance reducing buying behaviour
d) Habitual buying behavior
12. Which of the following buying behaviour is undertaken by buyers when they are
highly involved with an expensive. risky and infrequent purchase but there are few
perceived differences among brands.
a) Dissonance reducing buying behaviour
b) Habitual buying behaviour
¢) Variety Seeking buying behaviour
d) Complex buying behaviour
13. Customer market division done on basis of 'compulsive, ambitious and outgoing
customers' classified as
' a) geographic segmentation
b) demographic segmentation
¢) psychographic segmentation
d) behavioural segmentation
14. Problems associated with secondary data include all of the following EXCEPT
a) Consistency
b) Relevancy
¢)  Accuracy
d)  Currency
15. Which one of the following Vertical Marketing systems results in the greatest level of
unification among players
a) Contractual
b) Corporate
¢) Horizontal
d) Administered

3|Page




18.

19.

20.

23.

. A product in the maturity stage will often require

. When two Chicken restaurants have a disagreement over who should be able to sell in

quantity at a discount to the local high school band ,they areina _ Conflict
a) Vertical
b) Problematic
¢) Horizontal
d) Contractual
AAAAAA __advertising

a) Informative

b) Comparative
¢) Persuasive
d) Reminder

What is one of the disadvantages of disintermediation?
a) Greater contact between the manufacturer and the consumer
b) More profit to the manufacturer
c) Fewer physical locations to reach the final consumer
d) All of the above
Introducing a new product on the market is called
a) Test marketing
b) New Product Development
¢) Experimenting
d) Commercialization
Which of the marketing communications tools can harm the reputation of the firm if
used too frequently.
a) Sales promotion
b) Advertising
¢) Public relations
d) Personal selling

. Direct marketing and personal selling share which advantage

a) Less costly than advertising per contact

b) More costly than adverting per contact

¢) Opportunity for relationship building with customers
d) None of the above

. Reminder advertising is used in which stage of the product life cycle?

a) Product Development
b) Introduction
¢) Growth
d) Maturity
Which of the following is a criticism of public relations
“a) Itis cost effective
b) It focuses on the brand rather than the company
¢) It focus on the company rather the brand
d) Itisnot believable

. All of the following are stages in the PL.C EXCEPT
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a) Introduction
b) Adoption
¢) Growth
d) Decline
25. Any paid form of non-personal presentation and promotion of ideas, goods or
services by an identified sponsor is called.......
a) Sales promotion
b) Direct marketing
¢) Advertising
d) Personal selling

(25 Marks)
QUESTION TWO
The concept of pricing is complex and of fundamental importance to the successful
Implementation of a marketing strategy. Explain five (5) factors that influence the pricing

-decisions for new products.

(25 Marks)

SECTION B (ANSWER ANY TWO QUESTIONS FROM THIS SECTION)

QUESTION THREE

New product development refers to original products. product improvements.

Product modifications, and new brands developed from the firm’s own research and

Development. Describe the key steps in developing and launching new products.
(25 Marks)

QUESTION FOUR

A marketing information system (MIS) is a way to manage the vast amount of information
firms have. Explain the different components of MIS. (25 Marks)

QUESTION FIVE

Explain the difference between vertical marketing systems and conventional marketing
channels. Why have vertical marketing systems become more popular?

(25 Marks)
QUESTION SIX

Write brief notes on the following

a) Geographic Segmentation
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b) Optional Pricing
¢) Complex buying behavior
d) Societal Marketing Concept
e) Marketing Mix
(25 Marks)

END OF EXAMINATION
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SECTION A (COMPULSORY)

Question One

Assume that you work for Green Research Ltd, a research company in Lusaka. The ministry
of Youth ,Sport and Child Development has approached your company claiming that there has
been an increase in drug abuse amongst the youths in Lusaka and they would like to understand
why this is so. The ministry says that they would like to use social marketing strategies to curb
this vice but in order for them to design any intervention strategies they must first understand

the situation. You have been tasked to carry out a study on this issuc.
Required:

a) Using the appropriate wording, state what would be the research objective of this
- study.(1Mark)

b) Distinguish between the universe and the sample frame(5 Marks)

¢) For this study who would be in your sample, and how would you choose this
sample?(10Marks)

d) Which data collection method would you wuse to gather the relevant
information?(5Marks)

¢) Recommend to the ministry two (2) possible ways of tackling the issue of drug abuse

using any two (2) marketing appeals of your choice. (4Marks)

(Total Marks: 25)
Question Two

ABC Ltd has just launched a new brand, ‘Sunshine’. They have noted an increased level of

conflict among the members of its distribution channel.

Required:

a) Distribution channel members perform important roles in distribution of products.
However. some producers arc opting to bypass them. Explain five (5) possible reasons
for doing this.(10 Marks)

b) Provide five advantages that intermediaries provide. (5 Marks)

c) Highlight the measures that ABC Ltd should take in order to minimize this level of
conflicts among its distribution channel.(10 Marks)

(Total Marks: 25)

1| Page



SECTION B (ANSWER ANY TWO QUESTIONS FROM THIS SECTION)

Question Three

Consumer buyer behaviour refers to the buying behaviour of individuals and houscholds that
buy products for personal consumption. Explain the stages of the consumer decision buyer

behaviour process. \ - (25 Marks)
Question Four

Explain the implications of what is meant when direct marketing is described as a pro-active
approach to marketing, by taking the product or service direct to customers rather than waiting

for them to come to the seller (25 Marks)
Question Five

[t can be argued that Cost plus pricing is a fair pricing method. Discuss . Which pricing method
would you use and why to set the price of a newly introduced consumer product in the local

market?
Question Six

Most companies understand the different product life cycle stages, and that the products they
sell all have a limited lifespan. Explain the product life cycle and give appropriate strategies

for each stage. (25 marks)

END OF EXAMINATION
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SECTIONS A (COMPULSORY)
QUESTIONS ONE

Scenario Based

Sanders was born in Henryville. When he was only six years old, his father passed away. Sanders
was the only person who cares and cooks for his siblings. The mother of Colonel spends all of her
days doing different routine work. According to the New Yorker, at the age of 7th, he was a great

cook.

When he was 16, he enlists his fake age in the army of the United State. He was discharged after a
year and got hired by a railway as the labourer. Here he was fired by the railway for fighting with
the co-worker. He studied law and also ruined his legal career because of getting into another
-conflict. He moves back to his mother and gets another job of selling life insurance. He again fired
for nonperformance. In spite of all these failures, he never gives up but struggled to move forward.
He also did many other jobs like stocking steam engines of trains, selling tires, preparing lighting

systems, selling insurance and operating ferry boats.

In 1930 He began serving delicious classic dished for travelers. The location became one of the
most popular places for food. Sander realizes to convert the station’s gas pump to the full-fledged
restaurant. The place was strategically located and sales increased in the short run. The location was
strategic but the product was stopped appealing due to emerging competition. The sales declined
and was almost shutting down. Nine years later, he discovered a formula that frying delicious
chicken and signature “11-herbs and spices” in pressure cookers bring ideal consistency and apl')eals
1o the customers in all segments, the discovery led to the closure of all the competitors in the area.

He had to make his formula know to potential customers using door to door campaign.

Sander’s restaurant got popular all over the America that the governor of Kentucky named Sanders
as Colonel which is the best and highest honor title given by the state, Sander’s adopt white suit,

Kentucky tie for pop-culture icon.



He made a deal with the restaurant friend named Pete Harman in 1952. According to this deal, he
sells his chicken dish in exchange for the 4-cent royalty on each sold price, this was the beginning
of Franchise . Kentucky’s fried chicken (KFC) became the top-selling items. Sanders’s made this
amazing deal with other local restaurants. He built his brand by coming up with a recipe that was
appealing to the customers. He ensured that customers were served with three minutes, any negative

feedback on his service was a point of sale.

Negative public relations on his past did not hunt him, competitors called him failure, his goal was
to identify the unmate needs in the food industry. He did market research on how he could make
his business international at cost effective price, he desired that every country on the glob should
taste his Chicken, then he came to the conclusion that he could franchise his business. When
ﬁleeting a potential franchisee, he talked about the recipe of cooking chicken and its seasoning. It
took a long time before he could find the first customer. Under the contract, Sanders received just
5 cents for each of his sold chicken. Not bad, considering the multiplier effect. By 1960s, the
company had dominated the international market and Sanders started receiving millions of dollars

on daily basis.

Required:

(a) Explain the marketing strategies Sanders ventured in ensuring that his business became global

(10 Marks)

(b) The location was strategic but the product was not appealing, this led to decline in sales.
Strategic location is not the only means to gain competitive advantage, to what extend to you
agree with this statement and explain other strategies that companies can use to gain competitive
advantage (10 Marks)

(¢) Discuss why an understanding of consumer needs is important for marketing strategy. Explain
specific ways in which understanding customer needs can influence customer choices. Provide
an example to illustrate your answers. (10 Marks)

(Total Marks: 30)



QUESTION TWO
Short answer (5 marks each)
a) Explain elements of the marketing mix
b) Briefly explain Cost based pricing method
c) Explain Geographical segmentation and the rationale behind it

d) Explain any two macro environmental factors that can affect business operations

e) Briefly explain what us meant by competitive advantage.

(Total Marks: 20)

'SECTION B (ANSWER ANY TWO QUESTIONS FROM THIS SECTION)

QUESTION THREE

An opinion leader is a special source of social influence and is defined as an individual who acts as
an information broker between the mass media and the opinions and behaviors of an individual or
group.

(i) Explain why is an opinion leader a more credible source of product information than an
advertisement for the same product?

(ii) Are there any circumstances in which information from advertisements is likely to be more
influential than word-of-mouth give real life examples?

(25 Marks)

QUESTION FOUR

Most companies understand the different product life cycle stages, and that the products they sell
all have a limited lifespan. Explain the product life cycle and give appropriate strategies for each
stage. (25 Marks)

QUESTION FIVE

Assume that you are working in the marketing department of Mulungushi textile. The company is
introducing a new line of fashion made of recycled cotton. Compare and contrast sales promotion
and advertising. Explain which of these two types of marketing communications tools is

more suitable to launch the new product. Justify your answers.
4



(25 Marks)

QUESTION SIX

A distribution channel is a chain of businesses or intermediaries through which a good or service
passes until it reaches the final buyer or the end consumer. Explain five (5) advantages of having
intermediaries in the distribution. (25 Marks)

END OF EXAMINATION
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QUESTION ONE
Most companies understand the different product life cycle stages. and that the products they
sell all have a limited lifespan. LExplain the product life cycle and give appropriate strategics

‘or cach stage. (25Marks)

QUESTION TWO

Consumer buver behavior reters to the buying behavior of individuals and households that
auy products for personal consumption. Explain the stages of the consumer decision buyer
ochavior process. (25 Marks)

QUESTION THRE
[ntermediarics are the link between the customer and the organization. Fxxplain five functions
‘hat Intermediaries perform to assist both manufacturers and consumers.

(25 Marks)

QUESTION FOUR

['he macro environment is the broader context within which a company conducts its
commercial operations. Explain the macro environmental factors that may have an impact on
the organisational operations. (25 Marks)
QUESTION FIVE

Write brief notes on the following words

Marketing mix

)
) Marketing Concept
) Sales Promotion

)

Vertical contlict
¢) Demographic Segmentation
(25 Marks)

END OF EXAMINATION
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QUESTION ONE

Most companies understand the difterent product life cyele stages. and that the products they
sell all have a limited hifespan. Eixplain the product life cycle and give appropriate strategics

for cach stage. (25Marks)

QUESTION TWO

Consumer buyer behavior refers to the buying behavior of individuals and households that
buy products for personal consumption. Explain the stages of the consumer decision buyer
behavior process. (25 Marks)

QUESTION THRE
Intermediaries are the link between the customer and the organization. Explain five functions
that Intermediaries perform to assist both manufacturers and consumers.

(25 Marks)

QUESTION FOUR

The macro environment is the broader context within which a company conducts its
commercial operations. Explain the macro environmental factors that may have an impact on
the organisational operations. (25 Marks)

QUESTION FIVE
Write brief notes on the following words

) Marketing mix

b) Marketing Concept

¢) Sales Promotion

d) Vertical conflict

¢) Demographic Segmentation

(25 Marks)

END OF EXAMINATION
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QUESTION ONE

As a consumer we are all unique and this uniqueness is reflected in the consumption
pattern and process of purchase. The study of consumer behaviour provides us with
reasons why consumers differ from one another in buying using products and services.
We receive stimuli from the environment and the specifics of the marketing strategies
of different products and services and responds to these stimuli in terms of either
buying or not buying product. In between the stage of receiving the stimuli and

responding to it, the consumer goes through the process of making his decision.
a) Discuss the factors that influence consumer buying behaviour. (8 Marks)

b) Explain with examples the consumer buying decision process and why it is

important to a marketer. (10 Marks)
.c,) Outline and discuss the participants in the purchase decision . ( 7 Marks)

(TOTAL.: 25 MARKS)
QUESTION TWO

We often use the term Consumer to describe two different kinds of consuming entities:
the personal consumer and the organisational consumer. The personal consumer is
one who buys goods and services for his or her own use, for the use of the household,
or as a gift for a friend. The organisational consumers include profit and not-for-profit
business, government agencies, and institutions, all of which must buy products,

equipment, and services in order to run their organisations.
a) Explain Five(5) differences between organisational and customer buying.

(10 Marks)
b) Discuss the purchase objectives for organisations and consumers. (8 Marks)

c) Discuss the roles that each individual plays in the decision process in understanding

consumer behaviour. (7 Marks)

(TOTAL:25 MARKS)
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QUESTION THREE

a) Explain a person’s attitude toward visiting Disney World in terms of the tricomponent
attitude model. (10 Marks)

b) Explain how the product manager of a breakfast cereal might change consumer
attitudes toward the company’s brand by: (a) changing beliefs about the brand; (b)
changing beliefs about competing brands; (c) changing the relative evaluation of
attributes; and (d) adding an attribute. (15 Marks)

(TOTAL: 25 MARKS)

QUESTION FOUR

a) Opinion Leadership is the process by which one person (opinion leader) informally

influences the actions or attitudes of others, who may be opinion seekers or merely

opinion recipients. Discuss Five (5) characteristics of opinion leaders. (10 Marks)
b) Explain how marketers identify opinion leaders. (10 Marks)
c) Briefly discuss what market mavens are (5 Marks)

(TOTAL:25 MARKS)
QUESTION FIVE
a) Briefly define culture and the four (4) main different types of culture. (15 Marks)

b) Explain what cross cultural customer analysis is and why it is important to marketers

such as yourself. - (10 Marks)

(TOTAL: 25 MARKS)

END OF EXAMINATION.
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SECTION A: COMPULSORY
Question One

a) A marketing audit is a comprehensive, systematic, independent and periodic
examination of a company’s or business unit marketing and it is designed to evaluate
marketing assets and activities in the context of marketing conditions, and use the
resulting analysis to aid the firm in planning. The planning referred to in this statement
points to the marketing strategy, which will be documented in detail in a marketing

plan, “Bruce Clark”. Discuss the components and types of marketing audit.

(15 Marks)
b) What is your understanding of strategic marketing management? (5 Marks)

[TOTAL: 20 MARKS]
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SECTION B: ANSWER ANY FOUR (4) QUESTIONS
Question Two

Write brief notes on the following marketing tools; illustrate their value to the

development of an effective marketing strategy.

a) Boston Matrix ‘ _ (5 Marks)
b) Porter's generic strategies (5 Marks)
.c) GE Matrix (5 Marks)
d) Ansoff's product/market matrix (5 Marks)

[TOTAL: 20 MARKS]
Question Three
- a) Distinguish between cost leadership strategy and Differentiation strategy. (6 Marks)

b) Explain how a firm can achieve cost leadership and state the disadvantages of cost
leadership strategy. : (10 Marks)

c) What is corporate strategy? (4 Marks)

[TOTAL: 20 MARKS]
Question Four

As a Marketing consultant, you have successfully designed a marketing strategy for a
new bottled water brand called VATRA. It is targeted at low-income consumers in
Lusaka. The product | to be produced by a small firm in Lusaka. There are no
immediate or short-term plans to take the product national. Your marketing plan has
the ambitious objective of achieving a market share of 1% in the next five years. This
means that everyone litre out of 100 litres of water sold in the target market will be
supplied by VATRA. Using the 6M framework, recommend a promotional strategy for
VATRA. (12 Marks)

b) To communicate effectively, marketers need to understand how communication
works. Discuss the communication process and the role that each element plays in
the process. (8 Marks)

[TOTAL: 20 MARKS]

Page 3 of 4



Question Five

a) Michael Porter identifies three broad strategies for attaining competitive advantage.
Explain how Financial Institutions may apply the following competitive strategies in

their marketing drive:

1. Differentiation (5 Marks)
2. Focus (5 Marks)
3. Cost leadership (5 Marks)
b) Briefly discuss the different levels of a product. (5 Marks)

[TOTAL: 20 MARKS]

QUESTION SIX

Discuss Ansoff's product/market matrix in the context of identifying and assessing

alternative strategic directions for growth. (20 Marks)
[TOTAL: 20 MARKS]

END OF EXAMINATION.

Page 4 of 4



Craduate School of Business Examinations

THE UNIVERSITY OF ZAMBIA
GRADUATE SCHOOL OF BUSINESS

Final Examination

February 2021

BSM 3115: Industrial Marketing

Instructions:
Time Allowed: 3 hours
There are five questions in this EExamination Paper

Answer ANY Four Questions

DO NOT TURN OVER UNTIL YOU ARE TOLD TO DO SO

Graduate School of Business Examinations



QUESTION ONE

Classification of industrial products is necessary as it helps in decision making for the
organization. Industrial goods are classified on the basis of their relative costs and where they
enter the production process. Explain the major classes of industrial products.

(25 Marks)
QUESTION TWO

Buying centers are groups of people within organizations who make purchasing decisions.
Describe the roles of the buying center members in industrial marketing and clearly outline
the factors that determine the size of the buying center. (25 Marks)

QUESTION THREE

[ndustrial marketing, also known as business-to-business (B2B) marketing, is a branch of
communications and sales that specializes in providing goods and services to other businesses,
rather than to individual customers. Explain the differences between industrial marketing and
consumer marketing. (25 Marks)

QUESTION FOUR

Industrial buyers and sellers operate in a dynamic environment. One constantly poising new
opportunities and threats. Describe the components that make up the industrial marketing
environment. (25 Marks)

QUESTION FIVE
Write brief notes on the following:

a) Derived demand
b) Modiﬁed%Rebuy
¢) Inelastic Demand
d) JIT Concept
e) Gate Keepers

(25 Marks)

END OF EXAMINATION
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SECTION A (COMPULSORY)

QUESTION ONE

Exporting is a typically the easiest way to enter an international market, and therefore most
firms begin their international expansion using this model of entry.Discuss the advantaged and

limitations of indirect exporting. (25 Marks)

SECTION B (ANSWER ANY THREE QUESTIONS FROM THIS SECTION)

QUESTION TWO

What are the factors that prompt business organizations to invest in toreign countries’?
Discuss giving suitable examples. (25 Marks)

QUESTION THREE

. When entering a new market it is important to learn the culture of the new market. Explain
how culture effects international Marketing. (25 Marks)

QUESTION FOUR

Protectionism refers to government policies that restrict international trade to help domestic
industries. Explain the disadvantages of protectionism. (25 Marks)

QUESTION FIVE
Write brief notes on the following

a) Dumping

o

~

(@}

)

) Transfer Pricing
) Product Adaptation
)

(a9

Foreign Direct Investment
¢) Piggybacking

END OF EXAMINATION
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QUESTION ONE

“The marketer’s task is the same whether applied in Zambia, USA. or China. Discuss.
(25Marks)

QUESTION TWO

[nternational marketing is the performance of business activities that direct the flow of'a
company’s goods and services to consumers or users in more than one nation. kxplain five
reasons why companies engage in international marketing.

(25 Marks)

QUESTION THRE

Product standardization refers to the process of maintaining uniformity and censistency

among the different iterations of a particular good or service that are available in different

markets. Give five (5) advantages and f1ve (3) disadvantages of product standardization.
(25 Marks)

QUESTION FOUR

International marketers are faced with quite a range of factors in the international business
environment that can have profound effects on their marketing activities. One of the factors
being social-cultural factors. Explain how sociaf-cultural factors may affect international
marketing activities.

(25 Marks)

QUESTION FIVE

Write brief notes on the following words:

a) Joint Venture

by DI

¢) Direct Exporting
d) Product adaptation
¢) Globalization

(25 Marks)

END OF EXAMINATION
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SECTION A (COMPULSORY)

QUESTION ONE

Service failure: a perception by customers that one or more specific aspects of service delivery
have not met their expectations.

a) Explain three ways in which customers respond to services failure?
b) How can you make it easy for customers to explain? C(/\,\/\/ V Lene

(25 Marks)

SECTION B (ANSWER ANY THREE (3) QUESTIONS FROM THIS SECTION)

" QUESTION TWO ‘
A company that satisfies the needs of its internal customers enhances its ability to satisfy the

needs of its external customers. Explain five (5) ways a company can use to carry out internal

marketing to its customers. ~ (25 Marks)

QUESTION THREE

Describe the GAP model. What do you think service marketers can do to prevent each of these
gaps? (25 Marks)

QUESTION FOUR

Give five (§) differences between Goods and services providing a marketing implication for
each or the five differences. (25 Marks)

QUESTION SIX

Discuss the reasons for growth of the services sector in the Zambian economy.
(25 Marks)

END OF EXAMINATION
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SECTION A — ANSWER ALL QUESTIONS BY SELECTING THE LETTER(S) REPRESENTING YOUR
ANSWER

1. Targeting overseas markets through the online channel is an example of
A. market penetration.
B. market development.
C. diversification.
D. product development. )
2. In strategy development, matching of internal resources against external demands forms
part of:
A. strategy objective setting.
B. strategic analysis.
C. strategy implementation.
D. strategy definition.
3. To which example of media channel does a TV advert belong to?

A. Paid
B. Shared
C. Owned

D. None of the above
4. Which of the following belongs to the category of owned media? Choose all that applies
A. Presence on Social media like Facebook, Linked!In or twitter
B. An advertin a local newspaper
C. Acompany's brochure
D. A company's website
5. Which of the following is an example of a website, which provides episodic series of spoken
word digital audio files that a user can download to a personal device for easy listening.

A. RSS feed
B. Facebook
C. Blog
D. Podcast

6. What is an RSS feed?
A. A regularly updated source of content to engage an audience.
B. A website that facilitates peer-to-peer communication.
C. Delivery of audio (or video) content.
D. Alerts on news, products or promotions received by their audience through readers
that regularly check for new content.
7. Ageneric digital marketing strategy development process includes the following stages: A)
delivering results online, B) Defining the online opportunity C) Selecting a strategic
approach. In what order should these be executed?

A. ABC
B. B,AC
C. B,CA
D. CAB

8. Which of the following steps in the steps, in the RACE framework is an example of contacting
customers that visited your site and left their email addresses?

A. Reach
B. Act
C. Convert



10.

11.

12.

13.

14.

15.

16.

17.

D. Engage
Which key communications concepts for digital marketing involves repeated irteractions
with the customers to strengthen investment in them?
Permission marketing
Customer engagement
Content marketing
None of the above
is a digital communications technique which involves improving visibility and
monitoring sentiment within social networks and blogs.
A. E-PR
B. SEO
C. Email Marketing
D. Display advertising
Which of the strategic directions can be achieved by the Internet? Choose all that applies.
A. Market penetration
B. Market development
C. Product development
D. Diversification
Disintermediation describes:
A. the introduction of new intermediaries within the channel structure.
B. the introduction of new manufacturers within the channel structure.
C. the removal of intermediaries from the channel structure.
D. both the first and third answer above
What perspectives can a consumer be analysed during the consumer behaviour analysis?
A. Demand analysis
B. Supply analysis
C. Digital consumer behaviour
D. Acceptability

OnNn w >

Using a digital channel to offer new product variants or extended products is an example of:

A. market development.
B. diversification.
C. product development.
D. market penetration.
E. None of the above.
Matching of internal resources against external demands forms part of:
A. strategy objective setting.
B. strategic analysis.
C. strategy implementation.
D. strategy definition.
The website of an organisation such as Amazon belongs to which category?
A. Transactional
B. Media/Publisher
C. Brand building
D. Relationship building
E. Social network
The direct online revenue contribution will be of most relevance to:
A. asocial network.
B. abeverages brand.
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C

D.

E.

an online grocery retailer.
a car manufacturer.
a portal.

. The macro-environment force which forces, which influences consumer spending and
business performance is

A
B.

C.

D.

19.

20.
A
B.

C.

D.

OnNnwp

Political
Legal
Economic
Technological
Social
is the standard format used to define the text and layout of web pages
HTTP
HTML
Www
FTP
is a medium for publishing information and providing services on the Internet
Internet
World wide web
Website
Email

21. Which of the following issues private and public keys?

22

23

A.
B.
C.
D.

Secure Electronic Transaction (SET).
Secure Sockets Layer (SSL).
Firewall.

Certificate Authorities (CAs).

. Which macro-environment factor is an example of globalisation?

A.
B.
C.
D.

Social.
Economic.
Legal.
Political

. E-government refers to:

A.
B.

D.
E.

government electronic transactions with suppliers, e.g. online sourcing.
electronic use of petitions by citizens.

government electronic transactions with citizens, e.g. paying tax online.
government internal electronic transactions, e.g. secure electronic messaging.
All of the above

24. Which of the following defines authentication in security?

25

A.
B.
o

D.
E.

Are parties to the transaction who they claim to be?

Checks that the message sent is complete, i.e. that it isn't corrupted.

Is transaction data protected? Are all non-essential traces of a transaction removed
from the public network and all intermediary records eliminated?

Ensures sender cannot deny sending the message.

How can threats to the continuity and performance of the system be eliminated?

. Which of the following defines privacy and confidentiality?

A
B.
C

Checks that the message sent is complete, i.e. that it isn't corrupted.
Ensures sender cannot deny sending the message.
How can threats to the continuity and performance of the system be eliminated?



D. Istransaction data protected? Are all non-essential traces of a transaction removed
from the public network and all intermediary records eliminated?
E. Are parties to the transaction who they claim to be?
26. Which of the following defines non-repudiation?
A. How can threats to the continuity and performance of the system be eliminated?
B. Checks that the message sent is complete, i.e. that it isn't corrupted.
C. lIstransaction data protected? Are all non-essential traces of a transaction removed
from the public network and all intermediary records eliminated? -
D. Are parties to the transaction who they claim to be?
E. Ensures sender cannot deny sending the message.
27. The aspect of security that fails when a denial of service attack occurs is

A. privacy.
B. integrity.
C. availability.

D. authentication
28. The aspect of security that fails when an e-mail is intercepted is:

A. privacy.
B. integrity.
C. authentication.
D. availability.
29. is a technique for strategic analysis focusing on assessment of propensity for

different e-commerce services.
A. Stage model analysis
B. Demand analysis
C. SWOT analysis
D. Competitor analysis
30. For an existing organisation, typical stages of e-commerce development are:
A. information collection, image and product information, customer support,
transactions.
B. image and product information, customer support, transactions, information
collection.
C. transactions, image and product information, information collection, customer
support.
D. transactions, image and product information, information collection, customer
support.
31. ___ isakeye-CRM technique to follow-up a customer when they abandon a shopping cart
to encourage them to buy.
A. Personalisation
B. Referral, recommendation or advocacy
C. Retention
D. Reactivation
32. data is information about how the customer has responded to campaigns.
A. Campaign history
B. Behavioural data
C. Transactional data
Profile data
E. None of the above.
33. data is information about the purpose of communications to the customer.

4



34.

35.

36.

37.

38.

39.

40.

Profile data
Transactional data
Campaign history
Behavioural data
E. None of the above.
Online communities or social networks can assist with CRM through:
A. researching customer perceptions about products.
B. advertising. ,
C. identifying the highest value customers.
D. profiling customers.
E. None of the above.
Which of the following is a ethical constraint from the digital marketing macro-
environment?
A. Opt-in to e-mail required to avoid SPAM.
B. Taxation at source of purchase.
C. Likelihood of fraudultent transactions.
D. Propensity for consumers to purchase online
During situation analysis for an organisation's digital marketing, which element of a
company's external micro-environment need not to be assessed ?
A. Question type:
B. Customer analysis
C. Supplier analysis
D. Demand analysis
E. Intermediary analysis
Which actors are considered in the organization's micro-environment?
A. Customer
B. Supplier
C. Intermediary
D. Competitors
offers the chance to use business-to-business exchanges to sotrce products
at lower costs.
A. Countermediation
B. Reintermediation
C. Distintermediation
D. Affilimediation
Which of these is the typical sequence of activities in the buying process?
A. Awareness, supplier search, evaluation, decision.
B. Evaluation, awareness, supplier search, decision.
C. Awareness, supplier search, decision, evaluation.
D. Supplier search, awareness, evaluation, decision.
A gateway website with services such as search, directories and content which serves a wide
range of audience is a:
A. horizontal portal.
B, vertical portal.
C. geographical portal.
D. multimedia portal.

OO0 wp»



SECTION B: ANSWER THREE (3) OF THE FIVE {5) QUESTIONS. ALL QUESTIONS HAVE 20 MARKS

QUESTION 1

a) Define the following

i) Marketing , [3 Marks]
i) Digital Marketing ‘ [3 Marks]
b) Compare and contrast the following sets of terms
i) eMarketing, internet marketing and digital marketing [6 Marks
i) eCommerce and eBusiness [4 Marks]
c¢) Describe the 4 different digital technologies that have been taken advantage of by the
marketers to promote their brands. 4
Marks]
QUESTION 2
a) What is the Internet? ‘ [4 Marks]
b) How has the internet influenced marketing? [6 Marks]
c) Explain how the following concepts are related to the Internet
i) Www i [2 Marks]
i) Intranet [2 Marks]
iii) Extranet [2 Marks]
iv) HTTP [2 Marks]
v) HTML [2 Marks]
QUESTION 3
a) Explain what an organisation’s micro-environment is [4 Marks]
b) Describe the four stakeholders in the micro-environment and how they interact. [12 Marks}]
c) Use agraphical illustration of the interactions in b) above. [4 Marks]
QUESTION 4
a) Why is a digital strategy important? [2 Marks]
b) What are the three generic phases of an emarketing strategy? [6 Marks]
¢) Explain role of the SOSTAC framework in strategy development by describing the individual
components of the framework. [12 Marks]
QUESTION 5
a) Explain what a customer journey is [4 Marks]

b) RACE. s a framework designed to help engage prospects, customers and fans w.th brands
throughout the customer lifecycle. Explain the four steps in the RACE framework{12 Marks]
¢) Give examples of digital media which can be used in each of the steps above. [4 Marks]

*****************END OF EXAMINAT’ON*****************
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SECTION A: CHOOSE THE CORRECT ANSWER (10 MARKS)

1. System includes all experiences while using market offering is classified as
(a) Customer proposition

(b) Value delivery syste'm

(c) Product proposition

( d) Distinctive proposition

2. Number of customers or potential customers who will help in company's growth is
classified as

(a) Customer base

(b) Retailer base

(c) Distributors base

- (d) Marketers base

3. Any occasion on which brand or product is encountered by end customers is called?
(a) Customer touch point

(b) Company touch point

(c) Retailers touch point

(d) Relationship touch point

4. Technique which tries to identify real cost of serving an individual customer is called?
(a) Activity based actounting

(b) Cost based accounting

(c) Price based accounting

(d) Turnover based accounting

5. Process of manage information about customers to maximize loyalty is said to be?
(a) Company relationship management

(b) Supplier management

(c) Retailers management

(d) Customer relationship management

6. In buyer decision process, percentage of potential customers in a given target market is
called?

(a) customer funnel

Page 2 of 4



(b) Company funnel
(c) Marketing funnel
(d) Retailers funnel

7. This is an approach to selling goods and services in which a prospect explicitly agrees in
advance to receive marketing information.

(a) Customer managed relationship
(b) Data mining

(c) Permission marketing

(d) One-to-one marketing

8. In an Internet context, this is the practice of tailoring Web pages to individual users’
characteristics or preferences.

~ (a) Web services
(b) Customer-facing
(’c) Client/server
(d) Personalization

9. This is the processing of data about customers and their relationship with the enterprise in
order to improve the enterprise’s future sales and service and lower cost.

(a) Clickstream analysis

(b) Database marketing

(c) Customer relationship management
(d) CRM analytics

10. This is a broad category of applications and technologies for gathering, storing, analysing,
and providing access to data to help enterprise users make better business decisions.

(a) Data mart
(b) Business information warehouse
(c) Business intelligence

(d) Business warehouse

SECTION B: WRITE SHORT NOTES ON THE FOLLOWING (30 MARKS)
1. Define CRM.
2. Who are the stakeholders of CRM and their roles, responsibilities?
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3. What do you mean by customer perception?

4. Distinguish between individual customer and group customer.
5. Mention any two business applications of CRM.

6. What are the strategies for customer acquisition?

7. Define customer retention.

8. Distinguish Analytical CRM and Operational CRM.
9. What is meant by Data warehousing?

10. What is Data Mining?

SECTION C: EXPLAIN IN DETAIL THE FOLLOWING (60 MARKS)

(1) Explain the changing trends in CRM. How is it effectively working in retaining customer
- base?

(2) A company wishes to launch new toothpaste, which could prevent tooth cavities and
tooth decay. But the toothpaste market is highly crowded with multiple brands. As a
marketing executive prepare a market research strategy to attract new customers as well as
to retain existing customers, what type of customer relationship management strategy is
required so that the company’s new brand could be established in the market?

(3) What are the major support and challenges the organisation faces in implementing CRM
system?

END OF EXAMINATION.

Page 4 of 4



THE UNIVERSITY OF ZAMBIA

GRADUATE SCHOOL OF BUSINESS

BSM4132 CUSTOMER RELATIONSHIP MANAGEMENT

DEFFERED/SUPPLENTARY EXAMINATION

Date: 7" April 2021

Time Allowed: Three(3) hours
Instructions:
1. Read the instructions carefully.

2. There are three (3) sections in this examination paper; Section A, Section B and Section C.
Answer ALL questions

3. All questions must be answered in the answer booklet provided.
4. No books, files or mechanical/electronic aids are permitted in the examination room.

5. Answers must be in complete sentences. No credit will be given for any answer that is in
point form.

DO NOT TURN OVER UNTIL YOU ARE TOLD TO DO SO.

Page 1 of 4



SECTION A: CHOOSE THE CORRECT ANSWER (10 MARKS)

1. Why is CRM (Customer Relationship Management) one of the most valuable assets an
organization can acquire?

{A) Since organizations have not been successful in implementing Supply Chain Management
systems, they have turned their resources towards CRM.

(B) CRM has proven to increase customer loyalty and retention and an organization's
profitability. ’ ‘

(C) It is easy for an organization to steal their competitors loyal and devoted customers,
therefore organizations need a viable process for targeting competitor's customers.

(D) Without CRM it is impossible to effectively manage or cross-sell products to customers.

2. The evolution of CRM (Customer Relationship Management) Technologies is reporting,
analysing, and predicting.

(A) True

|[é) False

3. Who are the primary users of Supply Chain‘ Management systems?

(A} Sales, Marketing, Customer Service

(B) Accounting, Finance Logistics, and Production

{C) Customers, Retailer (resellers), Partners, Suppliers, Manufacturers and Distributors
(D) All of the above

4. What Customer Relationship Management technology, accesses organizational Databases
that track similar issues or questions and automatically generate the details to the Customer
Service Representative who can then relay them to the customer?

A) Contact centre

\B) Web-based self-service

:C) Call scripting

D) Website personalization

5. Customer churn addresses customer
{A) Loyalty ‘

{B) Purchases

'C) Profitability

D) Size
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€. Which of the following is an example of an analytical CRM system?
(A)Campaign management.

(B) Business intelligence.

(C) FAQ

(D) Loyalty programs.

7. This is an approach to selling goods and services in which a prospect explicitly agrees in
advance to receive marketing information.

(A) Customer managed relationship
(B) Data mining

(C) Permission marketing

(D) One-to-one marketing

8. In an Internet context, this is the practice of tailoring Web pages to individual users’
characteristics or preferences.

(A) Web services
(B) Customer-facing
(C) Client/server
(D) Personalization

9. This is the processing of data about customers and their relationship with the enterprise in
order to improve the enterprise’s future sales and service and lower cost.

(A) Clickstream analysis

(B) Database marketing

(C) Customer relationship management
(D) CRM analytics

10. This is a broad category of applications and technologies for gathering, storing, analysing,
and providing access to data to help enterprise users make better business decisions.

(A) Data mart
(B) Business information warehouse
(C) Business intelligence

(D) Business warehouse
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SECTION B: WRITE SHORT NOTES ON THE FOLLOWING (30 MARKS)

L. Explain what CRM is,

2. Mention some technical benefits of incorporating CRM into an organisation.
3. What are some popular CRM?

4. Explain the different types of CRM.

5. List out factors that can be an obstacle for CRM (Customer Relationship Management/
Manager) success to an organization?

6. Mention what are some of the challenges that an organization might have to face while
‘ncorporating CRM?

7. Mention the most important modules in CRM?

8. Explain how CRM can be helpful in handling emails from customers?

9. List out some of the questions that help you decide whether you need a CRM system?
10. What is Data Mining?

l"l. What are the strategies for customer acquisition?

12. Define customer retention.

13. Distinguish Analytical CRM and Operational CRM.

14. What is meant by Data warehousing?

15. What is meant by customer perception?

SECTION C: EXPLAIN IN DETAIL THE FOLLOWING (60 MARKS)

(1) An important part of CRM is identifying the different types of customers and then
developing specific strategies for interacting with each customer. Examples of such strategies
are developing better relationship with loyal customers, not profitable customers. Explain this
statement and give necessary examples.

(2) Up until now CRM has been very effective for most companies because it has focused on
building customers' trust and loyalty, ultimately building a strong relationship with the
customer through programs that make it easy for the customer to return products and get
information from people inside the organization. Argue for or against this statement.

END OF EXAMINATION.
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SECTION A: MULTIPLE CHOICE

l. Which of the following describes the circular flow diagram;
A. It shows how real GDP is differs from nominal GDP.
B. It shows how the prices of factors are determined.
C. Itshows the effects of inflation in the whole economy.
D. It shows the flows between different sectors of the economy.
2. In the circular flow model of a closed economy with no government sector, households,
A. receive income from buyers of goods and services.
B. receive income from the sale of factors in the goods market.
C. pay taxes to the government and receive public goods and services.
D. receive income for the sale of factors in the factor market.
3. Injections in the circular flow are;

A investment spending, government spending and exports.
B. taxes, imports and investment spending. ‘
C. investment spending, government spending and imports.
D. consumption expenditure, investment spending and taxes.

4: The most direct way in which money eliminates the need for double coincidence of wants is

through its use as a;
A. medium of exchange.
B. store of value.
C. standard of deferred payment.
D. unit of account.

5. Money is
A. the same as income.
B. anything that is generally accepted as a medium of exchange.
C. the value of all coins and currency in circulation at any time. ‘
D. the same as wealth.

6. The demand for money for speculative purpose is related to the function of money as a;

A. medium of exchange.
B. store of value.
C. unit of account.
D. generally acceptable means of payment

7. In terms of the demand for money, the interest rate represents;
A. the price borrowing money.
B. the rate at which current consumption can be exchanged for future consumption.
C. the return on money that is saved for the future.

D. the opportunity cost of holding money.

2|Page



8. In an open market purchase, the Reserve bank................. government bonds
which.....cooooiii, commercial banks’ reserve.

A. buys, increases

B. buys, decreases

C. buys, maintains

D. d sells, increases
9. In the circular flow of income and spending.

A. Investment results in a decrease in the volume of the income flow.
B. taxes result in an increase in the volume of income flow.

C. imports result in an increase in the volume of income flow.

D. savings result in a decrease in the volume of income flow.

10. If the central bank wants to pursue a contractionary monetary policy, the bank should;

raise interest rates and sell securities

lower interest rates and sell securities.

raise interest rates and buy securities.

lower interest rates and buy securities.

11. If the cash reserve ratio is increased, the credit multiplier
will decrease.
will decrease, as long as banks hold no excess reserves.
could either increase or decrease. ‘

cowm»=mIOFE>

. will increase.
12. The notion that countries stand to gain more if they trade in the commodity of their lowest
opportunity cost is referred to as;
A. international trade.
B. comparative advantage.
C. absolute advantage.
D. equal advantage.
13. If the kwacha appreciates against other currencies in the exchange rate market, this will;
A. have no effect on the Zambian current account.
B. worsen the Zambian current account.
C. improve the Zambian current account.
D. have an effect depending on the other currencies in the market.
14. Which one of the following correctly explains or defines real GDP?
A. Real GDP is nominal GDP adjusted for changes in the price level.
B. Real GDP is also called nominal GDP.
C. Real GDP measures GDP less depreciation of capital.
D. Real GDP will always change when prices change.
15. The CPI for all urban areas in a hypothetical economy was 111.7 at the end of 2018 and 117.3
at the end of 2019, the inflation rate over these two years was?

A 7%
B. 5.4%
C. 4.4%
D. 5.0
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16.The terms of trade measure
A. the income of one country compared to another.
B. the quantity of exports of one country compared to another.
C. export prices relative to import prices.
D. the difference between the value of exports and that of imports.
17. When the Gross Domestic Product is measured
A. the total value of final services is subtracted from the value of final goods.
B. the total value of locally produced intermediate goods and services is measured in a given
period.
C. the total value of all final locally produced goods and services is measured in a given period.
D. the sum of the values added at each stage of production is lower than the spending on final
goods and services.
18. The consumption function relates the consumption expenditure decisions of households to
A. Investment decisions of firms.
B. savings decisions of households. .
C. the level of disposable income.
D. the nominal interest rates.
19. As disposable income increases, consumption expenditure
A." Increases by the same amount.
B. increases by a smaller amount.
C. increases by a larger amount.
D. remains constant.
20. The value of marginal propensity to consume is
A. between -1 and +1
B. between zero percent and one percent.
C. between 0 and +1.
D. berween 1 and 10
21. A form of cxpenditﬁre that does NOT depend on Real GDP or income is called
A. equilibrium expenditure.
B. induced expenditure. ‘
C. autonomous expenditure.
D aggregate expenditure.
22. Assume the marginal propensity to consume 0.8, in a closed economy without government.
When
A. consumption increases by K5, investment increases by K1
B. consumption increases by K5, savings increase by K1.
C. investment increases by K1, income increases by K1, income increases by K5.
D. investment increases by K1, consumption increases by K5.
23. If the inflation rate was 10% last year and is now 6% for this year, it means
A. prices are falling.
B. prices are unchanged.
C. prices are falling at a slower rate.
D

. prices are increasing at a slower rate.
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24.

26.

27.

28.

29.

30.

31.

32.

The Philips curve shows a negative relationship between;
A. unemployment and employment.

B. employment and prices.

C. unemployment and inflation.

D. employment and inflation.

A. precautionary; interest rates ‘

B. transactions; national income.

C. speculative; interest rates.

D. precautionary; national income.

E. transactions; interest rates.

A tax is progtessive if;

A. the marginal tax rate decreases as income increases.

B. the average tax rate remains the same for all income levels.

C. the marginal tax rate increases as income increases.

D. only the average tax increases as the income increases.

Which one of the following identities is correct

A. GDP at market price + taxes on products-subsidies on products=GDP at basic prices.
B. GDP at basic prices+ taxes on production-subsidies on products= GDP at factor cost.
C. GDP at factor cost+ taxes on products- subsidies on products=GDP at basic prices.
D. GDP at market price + taxes on production- subsidies on products=GDP at factor cost.
The marginal propensity to import

A. increases as income increases

B. decreases as income increases

C. remains constant as income increases.

Given the import function Z=300+2/3Y

A. the marginal propensity to save is 1/3

B. the induced component is 300

C. imports are seen as autonomous

D. 2/3is the proportion of any increase in income that is spent on imports.

Aggregate demand will increase if

A. consumption falls

B. investment falls

C. export falls

D. import falls

Stagflation is a combination of

A. low inflation and low unemployment

B. high unemployment and high inflation

C. high inflation and low unemployment

D. low inflation and high unemployment

If pe(;ple are made unemployed because of a fall in aggregate demand, this is known as.
A. frictional unemployment

B. Seasonal unemployment

C. cyclical unemployment
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D. structural unemployment
33. The labour force is made up of
A. the number of people employed minus the number of people unemployed
B. the number of people employed plus the number of people unemployed
C. the number of people employed only
D. the whole population in a country
34. Economic growth can be illustrated by an outward shift of the
A. aggregate supply curve ‘
B. production possibility curve
C. Philips curve
D. aggregate expenditure curve
35. Demand management policy measures tend to affect
A. output and level of employment in opposite directions
B. output and the price level in opposite directions
C. the level of employment and the price level in opposite directions .
D. the price level and the level of unemployment in opposite directions
36. An increase in deficit spending by the government that is financed by domestic borrowing
would most likely
" A. increase aggregate demand, but at the expense of lower investment spending
B. decrease aggregate demand, but stimulate investment spending
C. increase aggregate demand, and stimulate investment spending
D. decrease aggregate demand, as well as investment spending
37. A decrease in the rate of inflation
A. causes the nominal interest rate to increase
B. causes the real interest rate to decrease
C. causes the real interest rate to increase
D. has no effect on either the real or nominal interest rate
38. If the inflation rate was 10% last year and is now 6% for this year, it means
A. prices are falling
B. prices are unchanged .
C. prices are falling at a slower rate
D. prices are increasing at a slower rate
39. Available data indicate that the level of real GDP will continue to decrease over the next few
months. This suggests that the amount of ................ unemployment will be ................
A. structural, decreasing
B. frictional, increasing
C. cyclical, increasing

D. seasonal, increasing

40. The problem of scarcity in economics:

A. exists only in economies which rely on the market mechanism.

B. could be eliminated if prices are forced to fall.

C. means that there are shortages of some goods.

D. exists because there are insufficient resources to satisfy human wants.
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SECTION B

Indicate whether each of the following statements is TRUE, FALSE or UNCERTAIN and DO
NOT JUSTIFY your answer

1) Exogenous variable is a variable whose value is determined inside the model and factor to
be explained in the model

2) Consumption function can never be a relationship between consumption (C) and interest
rate (1). ‘

3) Consumption (C) and interest rate (r) are positively related.

4) National income Y received by households, by definition, is either invested I OR
consumed C.

5) Actual expenditure is the amount individuals, firms and the government spend on goods
and services (GDP).

6) An increase in government purchases of DG raises planned expenditure by that amount
for any given level of income.

7) When there is excess supply, i.e., planned output > planned expenditure, firms will reduce
output to restore equilibrium

8) When there is excess demand, i.e., planned expenditure > planned output, firms will
increase output to restore equilibrium

9) Autonomous Consumption C’ exists even if there is no income. This can be done by dis-
saving, i.e., using the past saving ‘

10) Saving will be negative when income is zero

11) Marginal Propensity to Consume (MPC) is defined as the ratio of total consumption C to
total income Y

12) Autonomous Investment I’ is investment that is related to the income level and is
determined by forces outside the model, like interest rate.

13) Average Propensity to Save (APS) is defined as the change in saving per unit change in
disposable income Yd OR income Y (in a 2-sector model)

14) “Thriftiness (the desire to save),while a virtue for the economy, is disastrous for an
individual”

15) The larger the marginal propensity to spend, the smaller the induced change in spending

16) Exports add to aggregate demand and imports reduce aggregate demand and these changes
are impacted by the multiplier

17) Exogenous Variable is a variable whose value is determined by forces outside the model

18) A proportional tax is one where everyone pays a fixed portion of their income.

19) When the government spends more than it receives, it runs a deficit.

20) The government can influence the circular flow of income through taxes (1), a withdrawal
from the circular flow of income, or through government expenditure (G), an injection
into the circular flow.
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SECTION C:
QUESTION ONE

a) List five (5) main functions of the Bank of Zambia

b) Explain the three (3) functions of money

¢) Give an account of the three (3) monitory policy instruments the central bank uses to influence

money supply and intetest rates. Clearly explain both expansionary and contractionary

monetary policy.

d) Explain how the government can increase the level of economic activity using fiscal policy if

the

economy has low economic activity

QUESTION TWO

2) List and briefly explain the four (4) types of unemployment

b) Use the following data for two different years for an economy that produces and consumes

bicycles and books to answer the questions.

Year 2001 Year 2013
Price of a bicycle K750 K1500
Price of a book K25 K40
Number of bicycles produced | 300 250
Number of books produced 4000 ’ 3500

.. What is the nominal GDP in year 2001?
ii.  Ifyear 2001 is used as the base year, what is the real GDP in 2013?
iii.  There are a number of problems associated with fixed-weight price indexes.

Please state and briefly discuss at least two of these problems.
iv.  What are the differences between CPI and GDP deflator?

¢) The following is the information from national income accounts for the economy of

Dundumwezi for the year 2019 measured in millions of dollars.

GNP at basic PrICES..... ..ottt 12000
CONSUMPIION. ... e e 7000
| E N 00 =t 5 S U 550 -
Consumption of fixed capital............... 85
TEPOLES ettt 1200
BT T AR v b ¢ PPN 220
Government purchases. ... 2800
Factor payments from abroad................... 1200
Factor payments to abroad........................... e 1950

Based on the information given above for Dundumwezi, compute the following;

i
1.
1.
v.
V.

V1.

Gross National Product at market prices
Gross Domestic Product at market prices
Net export

Exports

Net National Product at Market prices
National Income
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QUESTION THREE
You are given the following data for a hypothetical simple closed economy:
C=250+0.85Y
I'=150
G =200
where Cis consumer expenditure, Y is national income, G is government expenditure on goods
and services and / is investment expenditure. All amounts are in K million.
L Derive a savings function using the information for this hypothetical economy
. Calculate the value of the multiplier

ii.  Calculate the autonomous spending for this hypothetical economny

iv.  Calculate the equilibrium level of national income

v.  Calculate consumer savings at the equilibrium level of national income

vi.  Calculate the value of injections at the equilibrium level of national income

vii.  Calculate the new level of national income if government expenditure increased by K10

million
QUESTION FOUR
a) The following information about a Keynesian model of a closed economy without a
government is given,
Autonomous Consumption (A)= 20

At equilibrium, consumption spending = 80 and investment spending is = 40

Draw a diagram of the model and clearly indicate the values of total autonomous expenditure
and the equilibrium level of income.

b) Use a well labelled diagram to illustrate the effect of an increase in proportional income tax
on the equilibrium level of income in a simple Keynesian model of a closed economy
¢) Mlustrate the linkages between the foreign sector and the government, households and firms
using the circular flow model of income and spending.
d) List the five (5) effects of inflation
END OF FINAL EXAMINATION
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QUESTION ONE
Below is an 1S-LM Model: /
C = 250 + 0.2Y,

o &\?
I =150 + BK = 10007
G = 250
T = 250

d

(M> = 2Y — 8000
5) = r

M N
—] =1600
(7
a) Derive the IS and LM relations
b) Find the equilibrium level of income (Y) and interest rate ().

¢) Find the values of Consumption and Investment in equilibrium.

' S
d) Suppose there is an expansionary monetary policy and money supply (%I—) increases to
1840. Find the effect of this on equilibrium levels of mcome (Y), interest rate (),
.—_-/__' .

consumption and mvestment.

QUESTION TWO
a) Explain the concept of consumption smoothing in the context of the;
1. Ando- Modiglani Life Cycle Hypothesis
.  Friedman’s Permanent Income Hypothesis
b) Worite concise notes on the following and draw appropriate diagrams were appropriate;
1. Efficiency wage theory
1. Adaptive Expectations
. Rational Expectations
wv.  The sticky- wage model of aggregate supply
v.  The sticky- price model of aggregate supply
QUESTION THREE

-

_—

a) Define stabilization policy
b) Using the IS-LM model, explain fully the following (Hint: ensure your diagrams are well labelled;
1. An increase in government purchases /

1. An increase in money supply
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a) Graphically dertve the IS curve, assuming a decrease 1n interest rate (Hint: ensure that you
——
draw the investment function and Keynesian cross diagram separately in your derivation. Further, ensure

QUESTION FOUR

that you give the full explanation)
b) With the aid of a diagram, explain the Real- Wage rigidity 'and Structural Unemployment

QUESTION FIVE | ' N

a) Consider a stmall open classical economy. Use an appropriate model and graph to explain
in detail what happens to the real exchange rate if the Government:
1. Engaged in expansionary fiscal policy
u.  Engaged in contractionary fiscal policy
b) Consider a Neoclassical model of an economy affected by the COVID-19 Pandemic. Use

the information given below to answer the following questions:

Production function Y = 10 VKL

C
K =100, L =25 (capital (K) and labour (1) e
r = 5% (domestic interest rate)
P = 100 (Domestic price level), P* = 110 (foreign price level) R
M = 1000 (supply of money) oy 2
C=754+05Y—-T) o
I =150 — 4r
G =50, T =50
NX =50 - 2E
Where E represents real exchange rate and e represents nominal exchange rate.
) Calculate this economy’s trade balance and show it on a savings-investment diagram

11) Calculate the net capital outflow, real and nominal exchange rate

11) Due to the global pandemic of COVID-19, many workers die and the labour force
reduces to 16. Calculate the new trade balance and real exchange rate.

1v) Assuming a constant velocity of money, by how much should this economy’s central
bank adjust money supply to achieve its target of 0% inflation given the COVID-19

pandemic?

END OF EXAMINATION
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QUESTION ONE:

From the following information, prepare the manufacturing, trading and profit and loss
account for the year ending 31 December 2019 and the balance sheet as at 31 December 2019 for
the firm of Trade King Limited.

Particulars Debit (Kwacha) Credit(Kwacha)

Purchase of raw materials 129000

Fuel and light 10500

Administration salaries 8500

Factory wages 29500

Carriage outwards 2000

Rent and business rates 10500

S;ales 241000
Return inward 3500

General office expenses 4500

repairs to plant and machinery 4500

Stock at | January 2019:

Raw materials 10500

Work in progress 7000

Finished goods 11500

sundry creditors 18500
capital amount 228500
Freehold premises 205000

Plant and machinery 4000

Debtors 10000



Accumulated provision for 4000
depreciation on plant and
machinery

Cash in hand 5500

I'otal

492000 492000

Make provision for the following:

(i) Stock in hand at 31 December 2019™
Raw materials K 12500
Work in progress K5500
Finished goods K 13000

(ii) Depreciation of 10% on plant and machinery using the straight line method.
(iii)80% of fuel and light and 75% of rent and rates to be charged to manufacturing
(iv) Doubtful debts provision: 5% of sundry debtors

(v) K2000 outstanding for fuel and light

(vi)Rent and business rates paid in advance K2500

[Total :25 Marks]

QUESTION TWO:

Enter the following in the three column cash book of an office supply shop. balance off the cash
book at the end of the month and show the discount accounts in the general ledger.

2019
May |

May 2

May 3
May 5

May 6

Balances brought forward: cash K840; Bank K9880

The following paid us by cheque, in each case deducting a 5 percent cash
discount: S Banda K 1740: L Phiri K640; G Chanda K880; M Sinkala K2080

Cash sales paid direct in to the bank K 1480

Paid rent by cash K680

We paid the following accounts by cheque, in each case deducting 2 1/2 percent
‘ cash discount: M Sakala K 720; G Zulu K1920: F Benzu K800



May 8 Withdrew cash from the bank for business use K800

May 10 Cash sales K2520

May 12 Mwansa paid us their account of K560 by cheque less K8 cash discount
May 1 4 Paid wages by cash K1080

May 16 We paid the following accounts by cheque: Natasha K620 less cash discount
K30; Robert K824 less cash discount K24

May 20 Bought fixtures by cheque K8640

May 24 Bought lorry paying by cheque K28600
May 29 Received K648 cheque from Danny
May 30 Cash sales K1960

May 30 Bought stationary paying by cash K112

[Total :25 Marks|

QUESTION THREE:

On 4 December 2019, Mr Edward Msendo received his monthly bank statement for November
2019. The statement showed the following.

ZANACO BANK
Mr Edward Msendo: Statement of Account

Date Particulars Debits Credits Balance
2019 K’000 K’000

K’000

Nov | Balance 1,862
Nov § 417864 243 1.619
Nov 5 Dividend 26 1.645
Nov 5 Bank Giro Credit 212 : 1.857
Nov 8 417866 174 1.683
Nov 10 417867 17 1,666
Nov 11 " Sundry Credit 185 [.851
Nov 14 Standing Order 32 1,819



Nov 20 417865 307 1,512

Nov 20 Bank Giro Credit 118 1,630
Nov 21 417868 95 1,535
Nov 21 417870 161 1,374
Nov 24 Bank charges 18 1,356
Nov 27 Bank Giro Credit 7 47 1,403
Nov 28 Direct Debit 88 1,315
Nov 29 417873 12 1,303
Nov 29 Bank Giro Credit 279 1,582
Nov 30 417871 25 1,557

His cash book for the corresponding period showed:

- CASH BOOK
2019 K’000 2019 Cheque no K’000

Dec |. Balance b/d 1,862 Dec I. Electricity 864 243
Dec 4. J Shanga 212 Dec 2. P Silungwe 865 307
Dec 9. M Liempe 185 Dec 5. D Masopela 866 174
Dec 19. G Hunsungule 118 Dec 6. A Yohane 867 17
Dec 26. M Mwewa 47 Dec 10. T Luyanga 868 95
Dec 27. J Sibusiso 279 Dec 14. B Chikopa 869 71
Dec 29. V Tembo 98 Dec 16. Rent 870 161
Dec 30. K Sikasanzi 134 Dec 20. P Silungwe 871 25
Dec 21. L Phiri 872 37
Dec 22. W Simoonga 873 12
Dec 31. Balance c/d 1,793
2.935 2933
Required
A. Show a revised cash book balance as at 30 November 2019 (12 Marks)
B. Using a bank reconciliation statement reconcile the closing balances in the bank statement and
the cash book (13 Marks)

[Total :25 Marks]



QUESTION FOUR:

Discuss the following accounting concepts;

a) The Going Concern Concept

b) The Accruals Concept

¢) Prudence Concept

d) Consistency Concept

¢) Materiality Concept

f) Historical Cost Concept

¢) Money Measurement Concept

h) Duel Aspect Concept

‘i) Business Entity Concept

p Time Interval Concept

QUESTION FIVE:

(2.5 Marks)
5 Marks)
5

Marks)

(

2.
(2.
(2.5 Marks)
(2.5 Marks)
(2.5 Marks)
(2.5 Marks)
(2.5 Marks)
(2.5 Marks)

2.
(2.5 Marks)

a) Enter the following transactions in personal accounts only. Bring down the balances at the

end of the month. After completing this, state which of these balances represent debtors

and which are creditors

2019

May |

May 2

May 8
May 9
May 10
May 12
May 15

May 19

Credit sales G Phiri K620: K Sinkala K84; F Msendo K2200; M Benzu K618

Credit purchases from T Banda K380; J Chanda K126; P Sakala K420; F

Chileshe K380

Credit sales K Sinkala K322: F Msendo K448

Credit purchases from J Chanda K430; F Chileshe K328
Goods returned to us by F Msendo K62; M Benzu K164

Cash paid to us by M. Benzu K454

~ We returned goods to T Banda K30: F Chileshe K42

We received cheques from F Msedno K1500; G Phiri K620



May 21

May 28

May 31

We sold goods on credit to G Phirt K180; K Sinkala K860

We paid by the cheque the following: T Banad K350; F Chileshe K200; P Sakala
K360

We returned goods for F Chileshe K36

[Total :15 Marks]

b) You are to enter up the sales, purchases, returns inwards and returns outwards day books

from the following details, then to post the items to the relevant accounts in the sales and

purchase ledger.

2019
~Mayl
May 3
May 7
May 9
May 11
May 14
May 17
May 20
May 24
May 28

May 31

Credit sales: T Phiri K112; L Sinkala K296; K Msendo K290;

Credit purchases: P Banda K288; H Chanda K50:; B Chileshe K132
Credit sales: K Sakala K178; N Chisanga K156: N Lubemba K514
Credit purchases: B Chanda K48; H Chileshe K116: H Lubemba K246
Goods returned to us by to: P Banda K24; B Chileshe K44

Goods returned to us by to: T Phiri K10: K Msendo K22; K Sakala K28
Credit purchases: B Chanda K108; H Chileshe K130; H Lubemba K150
Goods returned to us by to: B Chileshe K28

Credit sales: T Phiri K114; L. Sinkala K130; K Msendo K290;

Goods returned to us by N Chisanga

Credit sales: N Lubemba K110

[Total :10 Marks]



QUESTION 6:

Show  the journal  entries necessary to  correct  the  following  errors:
(a) A sale of goods K412 to T More had been entered in T Mone’s account.

(b) The purchase of a machine on credit from J Frank for K619 had been completely omitted from
our books.

(¢)The purchase of a computer for K550 had been entered in error in the Office Expenses

account.

(d) A sale of K120 to B Wood had been entered in the books, both debit and credit. as K102,

(¢) Commission received K164 had been entered in error in the Sales account.

(f)A 'receipt of cash from T Blair K68 had been entered on the credit side of the cash book and
the debit side of T Blair’s account.

(2) A purchase of goods K372 had been entered in error on the debit side of the Drawings
ac:c‘oum.

(k) Discounts Allowed K48 had been entered in error on the debit side of the Discounts Received

account.

[Total : 25 Marks]
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(b) Office expenses owing K120.
(c) Provide for depreciation: motor 25 per cent of cost, office equipment 20 per cent of cost.
{d) Charge interest on capitals at 5 per cent.

'e) Charge interest on drawings: Simon K150; Charles K100.

QUESTION TWO(25 marks)

Write up a two-column cash book for a second-hand bookshop from the following:
2019

Nov 1 Balance brought forward from last month: Cash K147.5; Bank K2,120.
“2 Cash sales K155.

3 Took K100 out of the cash till and paid it into the bank.

“4 John paid us by cheque K97.

~ “5 We paid for postage stamps in cash K40.

“ 6 Bought office equipment by cheque K155.

“7 We paid Ruth by cheque K47.

“g Received business rates refund by chequé K57.5.

“11 Withdrew K75 from the bank for business use.

“12 Paid wages in cash K200.

“13 Cash sales 215.

“ 14 Paid motor expenses by cheque K40.5.

“16 Judy lent us K750 in cash.

“ 20 Kelvin paid us by cheque K87.

“ 28 We paid general expenses in cash K17.5.

“ 30 Paid insurance by cheque K160.

QUESTION THREE(25marks)
(A) What do you mean by rectification of errors? Explain the types of errors.(10marks)

(B) You have extracted a trial balance and drawn up accounts for the year ended
31 December 2017. There was a shortage of K39 on the credit side of the trial balance, a
suspense account being opened for that amount.

During 2018 the following errors made in 2017 were found:

2
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QUESTION ONE(25 marks)

Simon and Charles are in partnership. They share profits in the ratio: Simon 70 per cent;

Charles 30 per cent. The following trial balance was extracted as at 31 December 2017.

Dr Cr
K K
Office equipment at cost ‘ 4,600
Motor vehicles at cost 10,700
Provision for depreciation at 31.12.2016:
Motor vehicles 6,400
Office equipment 1,800
Stock at 31 December 2016 19,205
- Debtors and creditors | 20,970 | 16,108
Cash at bank 1,059
Cash in hand 158.5
Sales | 90,200
Purchases 68,340
Salaries 13,700
Office expenses 1,065
Discounts allowed 156
Current accounts at 31.12.2016
Simon 3,691
Charles 3,504.5
Capital accounts: Simon 25,000
Charles 10,000
Drawings: Simon 8,750
Charles 8,000
156,703.5 156,703.5

Required:

Draw up a‘set of final accounts for the year ended 31 December 2017 for the partnership.
The following notes are applicable at 31 December 2017.

(a) Stock 31 December 2017 K20, 656.



()} K62.5 received from sales of old office equipment has been entered in the sales account.

(if) Purchases day book had been overcast by K5.

(iif) A private purchase of K70 had been included in the business purchases.

(iv) Bank charges K11 entered in the cash book have not been posted to the bank charges
account.

(v) A sale of goods to Kelvin K115 was correctly entered in the sales book but entered in the
personal account as K160.

Required:

(a) Show the requisite journal entries to correct the errors.(5marks)

(b) Write up the suspense account showing the correction of the errors.(5Smarks)

(c) fhe net profit originally calculated for 2017 was K14,200. Show your calculation of the

" correct figure.(Smarks)
QUESTION FOUR(25marks)

(A) Benson entered into a joint venture with Joseph for the purchase and sale of robot
mowers. They agreed that profits and losses should be shared equally.

The following transactions took place:

(a) Benson purchased mowers for K60,200 and paid carriage K160.

(b) Joseph purchase‘d mowers for K7,430 and paid carriage K42,

(c) Joseph paid to Benson K35,000.

(d) Benson sold mowers for K52,295 and sent a cheque for K25,000 to Joseph.

(e) Joseph sold for K9,600 all the mowers he had purchased.

(f) The unsold mowers in the possession of Benson were taken over by him ata vaIuation of
K20,000.

(g) The amount due from one venturer to the other was paid and the joint venture was
dissolved.

You are required to prepare:

(/) a statement to show the net profit or loss of the joint venture(5 marks)

(if) the accounts for the joint venture in the books of Benson and Joseph.(10marks)



(B) 1 January 2017, Stock of raw materials
31 December 2017, Stock of raw materials
1 January 2017, Work in progress

31 December 2017, Work in progress

Year to 31 December 2017:

Wages: Direct

Indirect

Purchase of raw materials

Fuel and power

Direct expenses

Lubricants

Carriage inwards on raw mate.rials

Rent of factory

Depreciation of factory plant and machinery
Internal transport expenses

Insurance of factory buildings and plant

General factory expenses

Required,

4,000
5,250
1,750
2,100

19,800
12,750
43,500
4,950
700
1,500
1,000
3,600
2,100
500
750
1,650

Prepare a manufacturing for the year ended 31 December 2017.(10marks)

QUESTION FIVE(25marks)

Milimo and Memory, who share profits and losses equally, decide to dissolve their

partnership as at 30 June 2011. Their balance sheet on that date was as follows:

Buildings

Tools and fixtures

Debtors
Cash

Sundry creditors

K K
40,000
1,450
41,450
4,200
300
4,500
(2,050)



(7) Traders’ credits totalling K105.05 have been credited in the bank statement on 26
October 2019, but not yet recorded in the cash book.

(8) A standing order payment of K7.50 on 17 October 2019 to Countryside Publications has
been recorded in the bank statement but is not mentioned in the cash book

Required:

(a) Prepare a computation of the balance at bank to be included in Eric’s balance sheet

as at 31 October 2019.(15marks)

(h) Prepare a bank reconciliation statement as at 31 October 2019 for Eric(10marks).



Capital account: Milimo 26,340

Memory 17,560

43,900
The debtors realised K4,100, the buildings K33,000 and the tools and fixtures K900. The

expenses of dissolution were K200 and discounts totalling K150 were received from

creditors.

Required:
~ Prepare the accounts necessary to show the results of the realisation and of the disposal of

the cash.
QUESTION S1X(25 Marks)

In the draft accounts for the year ended 31 October 2019 of Eric, garage proprietor, the
balance at bank according to the cash book was K447.34 in hand.

Subsequently the following discoveries were made:

(1) Cheque number 176276 dated 3 September 2019 for K155.42 in favour of Gift Limited
has been correctly recorded in the bank statement, but included in the cash book payments
as K150.92.

(2) Bank commission charged of K84.78 and bank interest charged of K54.55 have been
entered in the bank statement on 23 October 2019, but not included in the cash book:

(3) The recently received bank statement shows that a cheque for K14.655 received from
Timothy and credited in the bank statements on 9 October 2019 has now been dishonoured
and debited in the bank statement on 26 October 2019. The only entry in the cash book for
this cheque records its receipt on 8 October 2019.

(4) Cheque number 177145 for K7.55 has been recorded twice as a credit in the cash book.
(5) Amounts received in the fast few days of October 2019 totalling K947.8 and recorded in
the cash book have not been included in the bank statements until 2 November 2019.

(6) Cheques paid according to the cash book during October 2019 and totalling K197.9 were

not presented for payment to the bank until November 2019.

g
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QUESTION ONE

- Wilson 1s a manufacturer. His trial balance at 31 December 20X2 is as follows:

k

9,400

194,800

155,950

k
Delivery van expenses 1,760
Lighting and heating: Factory 7,220
Office 1,490
Manufacturing wages 72,100
General expenses: Factory ‘ 8,100
Office 1,940
Sales reps: commission 11,688
Purchase of raw materials 57,210
Rent: Factory 6,100
Oftice 2,700
Machinery (cost k40,000) 28,600
Office equipment (cost k9.000) 8.200
~ Office salaries ‘ 17,740
Debtors 34,200
Creditors
Bank 16,142
Sales :
Van (cost k6,800) 6.200
Stocks at 31 December 20X1;
Raw materials
13,260
Finished goods 41,300
Drawings 24.200
Capital
360,150

360,150

Prepare the manufacturing, trading and profit and loss accounts for the year ended 31 December
20X2 and a balance sheet as at that date. Give effect to the following adjustments:

I Stocks at 31 December 20X2: raw materials k14,510; finished goods k44,490. There is no

work in progress.

2 Depreciate machinery k3.000; oftfice equipment k600; van k1,200.

3 Manutacturing wages due but unpaid at 31 December 20X2 kS550: oftice rent prepaid k140.



QUESTION TWO

A three-column cash book for a wine wholesaler is to be written up from the following details,
balance off, and the relevant discount accounts in the general ledger shown.

20X8

Mar

| Balances brought forward: Cash k620; Bank k7.142.

2 The following paid their accounts by Chequc; in each case deducting 5 pef cent cash
discounts: G Slick k260; P Fish k320; T Old k420 (all amounts are pre-discount).

4 Paid rent by cheque k430.

6 F Black lent us k5,000 paying by cheque.

8 We paid the following accounts by cheque in each case deducting a 2.5 per cent cash discount:
R White k720; G Green k960; L Flip k1.600 (all amounts are pre-discount).

10 Paid motor expenses in cash k81.
12 J Pie pays his account of k90, by cheque k88. deducting k2 cash discount.
I'5 Paid wages in cash k580.

18 The following paid their accounts by cheque, in each case deducting 5 per cent cash
discount: A Pony k540; B Line & Son k700; T Owen k520 (all amounts are pre-discount).

21 Cash withdrawn from the bank k400 for business use.

24 Cash Drawings k200.

25 Paid W Peat his account of k160, by cash k155, having deducted k5 cash discount.
29 Bought fixtures paying by cheque k720.

31 Received commission by cheque k120



QUESTION THREE

The bank statement for R Hood for the month of March 20X6 is:

20X6 Dr Cr Balance

Mar 1 Balance 4.200 O/D
8 T MacLeod 184 4384 O/D
16 Cheque 292 4,092 O/D
20 W Milne ) 160 4252 0/D
21 Cheque 369 3.883 O/D
31 G Frank: trader’s credit 88 3.795 0/D
31 TYF: standing order 32 3.827 O/D
31 Bank charges 19 3.846 O/D

The cash book for March 20X6 is;

20X6 Dr k 20X6 Cr k
Mar 16 G Philip 292 Mar 1 Balance b/d 4,200
21 J Forker 369 6 T MacLeod ‘ 184
31 S O’Hare 192 30 W Milne 160
31 Balance ¢/d 4,195 30 S Porter 504
5,048 : 5,048

You are required to:
(a) Write the cash book up to date, and
(b) Draw up a bank reconciliation statement as on 31 March 20X6

QUESTION FOUR

Your bookkeeper extracted a trial balance on 31 December 20XS5 which failed to agree by
k210. a shortage on the credit side of the trial balance. A suspense account was opened for the
difference.

In January 20X6 the following errors made in 20X5 were found:

(1) Sales day book had been undercast by k200.

(11) Sales of k610 to T Vantuira had been debited in error to T Ventura's account.
(111) Rent account had been undercast by k90.

(1v) Discounts Allowed account had been overcast by k100.

(v) The sale of a computer at net book value had been credited in error to the Sales account
k230.

You are required to:
(a) Show the journal entries necessary to correct the errors.

(b) Draw up the suspense account after the errors described have been corrected.



(¢) If the net profit had previously been calculated at k31,400 for the year ending 31 December
20X5. show the calculations of the corrected net profit.

QUESTION FIVE

Sage and Onion are trading in partnership, sharing profits and losses and equally. Interest at
3% per annum is allowed or charged on both the capital account and the current account
balances at the beginning of the year. Interest is charged on drawings at 5% per annum. The
partners are entitled to annual salaries of: Sage k12.000; Onion k8,000.

Kequired:

From the information given below, prepare the partnership profit and loss account for the year
ended 31 December 20X 1, and the balance sheet as at that date.

Sage and Onion

Trial Balance as at 31 December 20X1

_ Dr Cr

- Capital accounts: Sage ‘ 100,000
Onion 50,000
Current accounts: Sage 2,000
Onion ' 600
Cash drawings for the year: Sage 15,000
Onion 10,000
Freehold premises at cost 50,000
Stock at 1 January 20X1 75.000
Fixtures and fittings at cost 15,000
Purchases and purchase returns 380.000 12,000
Bank 31,600
Sales and sales returns 6,000  508.000
I'rade debtors and trade creditors 52.400 33.300
Carriage inwards 21,500
Carriage outwards 3.000
Staft salaries 42.000
VAT 8,700
Office expenses 7.500
Provision for doubtful debts 2.000
Advertising 5.000
Discounts received 1.000
Discounts allowed 1,200
Bad debts 1,400
Rent and business rates 2.800
Accumulated provision for depreciation of fixtures and fittings 3,000

720,000 720,000




Al 31 December 20X1:
(a) Stock on hand was valued at k68,000.

(b) Purchase invoices amounting to k3,000 for goods included in the stock valuation at (a)
above had not been recorded.

(¢) Stafl salaries owing k900.
(d) Business rates paid in advance k200.
(e) Provision for doubtful debts to be increased to k2,400.

(f) Goods withdrawn by partners for private use had not been recorded and were valued at:
Sage k500, Onion k630. No interest is to be charged on these amounts.

(g) Provision is to be made for depreciation of fixtures and fittings at 10% on cost.

(h) Interest on drawings for the year is to be charged: Sage k360, Onion £280.

QUESTION SIX

a) Enter the following items in the appropriate debtors’ accounts (i.c., vour customers’
accounts) only; do not write up other accounts. Then balance off each of these personal
accounts at the end of the month.

20X6

May

1 Sales on credit to B Flyn k810; G Goh k763: T Fey k392.
4 Sales on credit to F Start k480: B Flyn k134,

10 Returns inwards from B Flyn k93: T Fey k41,

18 G Goh paid us by cheque k763.

20 T Fey paid us k351 by cheque.

24 B Flyn paid us £500 by cash.

31 Sales on credit to F Start £240.(12.5 marks)




b) Enter the following in the appropriate creditors’ accounts (i.e., your suppliers™ accounts)
only. Do not write up the other accounts. Then balance off each of these personal accounts at
the end of the month. (12.5marks)

20X8

June

| Purchases on credit from J Saville k240; P Todd k390; I Fry k810.
3 Purchases on credit from P Todd k470; J Mehan k1.450.

1C We returned goods to J Fry k82; J Saville k65.

15 Purchases on credit from J Saville k210,

19 We paid J Mehan by cheque k1,450.

28 We paid J Saville by cash £300.

30 We returned goods to P Todd k39.
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QUESTION ONE(2S Marks)

James .M is a manufacturer. His trial balance at 31 December 20X2 is as follows:

k k
Delivery van expenses 1.760
lLighting and heating: Factory 7,220
Office 1.490
Manufacturing wages 72,100
General expenses: fFactory ) 8.100
Office 1,940
Sales reps: commission 11,688
2urchase of raw materials 57.210
Rent: Factory 6,100
Office 2,700
Machinery (cost k40.000) 28,600
Office equipment (cost k9.000) 8,200
~Office salaries ‘ 17.740
Debtors 34,200
Creditors 9,400
Bank 16,142
Sales ‘ 194,800
Van (cost k6.800) 6,200
Stocks at 31 December 20X1:
Raw materials
13.260
Finished goods 41.300
Drawings 24,200
Capital - 155,950
360,150 360,150
Prepare the manufacturing, trading and profit and loss accounts for the year ended 31 December

20X2 and a balance sheet as at that date. Give effect to the following adjustments:

1 Stocks at 31 December 20X2: raw materials k14.510: finished goods k44.490. There is no
work in progress.

2 Depreciate machinery k3,000; office equipment k600; van k1,200.

3 Manufacturing wages due but unpaid at 31 December 20X2 k550: office rent prepaid k149.



QUESTION TWO

A three-column cash book for a wine wholesaler is to be written up from the following details,
balanced off, and the relevant discount accounts in the general ledger shown.(25Marks)

20X8

Mar

1 Balances brought forward: Cash k620: Bank k7.142.

2 The following paid their accounts by cheque: in each case deducting 5 per cent cash
discounts: G Slick k260; P Fish k320; T Old k420 (all amounts are pre-discount).

4 Paid rent by cheque k430. A

6 IF Black lent us k5,000 paying by cheque.

8§ We paid the following accounts by cheque in cach case deducting a 21/2 per cent cash
discount: R White k720; G Green k960; L. Flip k1,600 (all amounts are pre-discount).
10 Paid motor expenses in cash k81.

12 J Pie pays his account of k90, by cheque k88, deducting k2 cash discount.

[5 Paid wages in cash k580.

18 The Tollowing paid their accounts by cheque. in each case deducting 5 per cent cash
discount: A Pony k540:; B Line & Son k700; T Owen k520 (all amounts are pre-discount).

21 Cash withdrawn from the bank k400 for business use.

24 Cash Drawings k200.

25 Paid W Peat his account of k160, by cash k155, having deducted k5 cash discount.
29 Bought fixtures paying by cheque k720.

31 Received commission by cheque k120




QUESTION THREE

The bank statement for F. WOOD for the month of March 20X6 is:

20X6 Dr Cr Balance

Mar 1 Balance 4,200 O/D
8 T Macl.eod 184 4,384 O/D
16 Cheque 292 4,092 O/D
20 W Milne 160 4,252 O/D
21 Cheque ‘ 369 3,883 O/D
31 G Frank: trader’s credit 88 3.7950/D
31 TYF: standing order 32 3,827 O/D
31 Bank charges 19 3,846 O/D

The cash book for March 20X6 is:

20X6  Dr k 20X6  Cr k
Mar 16 G Philip 292 Mar 1 Balance b/d 4.200
’ 21 ) Forker 369 6 T Macleod ‘ 184
31 S O Hare 192 30 W Milne 160
31 Balance ¢/d 4195 30 S Porter 504
5,048 ‘ 5,048

You are required to:
(a) Write the cash book up to date(12.5marks)
(b) Draw up a bank reconciliation statement as on 31 March 20X6(12.5 marks)

QUESTION FOUR

Your bookkeeper extracted a trial balance on 31 December 20X5 which failed to agree by
<210. a shortage on the credit side of the trial balance. A suspense account was opened for the
difference.

[n January 20X6 the following errors made in 20X3 were found:

(1) Sales day book had been undercast by k200.

(i) Sales of k610 to T Vantuira had been debited in crror to T Ventura's accoﬁnt.
(1i1) Rent account had been undercast by k90.

(iv) Discounts Allowed account had been overcast by k100.

(v) The sale of a computer at net book value had been credited in error to the Sales account
k230.

You are required to:
(a) Show the journal entries necessary to correct the errors.(10marks)

(b) Draw up the suspense account after the errors described have been corrected.(7.5marks)



(¢) If the net profit had previously been calculated at k31,400 for the year ending 31 December

20X35, show the calculations of the corrected net profit.(7.5marks)

QUESTION FIVE

Sage and Onion are trading in partnership. sharing profits and losses and equally. Interest at
5% per annum is allowed or charged on both the capital account and the current account
balances at the beginning of the year. Interest is charged on drawings at 3% per annum. The

partners are entitled to annual salaries of: Sage k12.000: Onion k8.000.

Required:

F-rom the information given below, prepare the partnership profit and loss account for the year
ended 31 December 20X 1, and the balance sheet as at that date.(25marks)

JAMES AND THANDO

Trial Balance as at 31 December 20X1

- Capital accounts: Sage
Onion

Current accounts: Sage
Onion

Cash drawings for the year: Sage
Onion

Freehold premises at cost

Stock at 1 January 20X1
Fixtures and fittings at cost
Purchases and purchase returns
Bank

Sales and sales returns

Trade debtors and trade creditors
Carriage inwards

Carriage outwards

Staft salaries

VAT

Office expenses

Provision for doubtful debts
Advertising

Discounts received

Discounts allowed

Bad debts

Rent and business rates

Accumulated provision for depreciation of tixtures and fittings

Dr

600

15,000
10,000
50,000
75,000
15.000
380.000
31.600
6.000

720,000

Cr
100,000
50,000

2.000

12,000

508,000

33.300

8,700
2.000

1,000

3.000

720,000




At 31 December 20X1:
(a) Stock on hand was valued at k68.000.

(b) Purchase invoices amounting to k3,000 for goods included in the stock valuation at (a)
above had not been recorded.

{¢) Staff salaries owing k900.
(d) Business rates paid in advance k200.
(¢) Provision for doubtful debts to be increased to k2.400.

() Goods withdrawn by partners for private use had not been recorded and were valued at:
Sage k500, Onion k630. No interest is to be charged on these amounts,

(g) Provision is to be made for depreciation of fixtures and fittings at 10% on cost.

(h) Interest on drawings for the year is to be charged: Sage k360, Onion £280.

QUESTION SIX

a) Enter the following items in the appropriate debtors™ accounts (i.e., your customers’
accounts) only; .Then balance off cach of these personal accounts at the end of the
month.(12.5marks)

20X6

May

| Sales on credit to B Flyn k810: G Goh k763: 1" I'ey k392.
4 Sales on credit to F Start k480: B Flyn k134.

10 Returns inwards from B Flyn k93: T Fey k41.

18 G Goh paid us by cheque k763.

20 T Fey paid us k351 by cheque.

24 B Flyn paid us K500 by cash.

31 Sales on credit to F Start K240,

b) Enter the following in the appropriate creditors™ accounts (i.e., your suppliers’ accounts)
only. Then balance off each of these personal accounts at the end of the month.(12.5marks)



20X8
June
1 Purchases on credit from J Saville k240: P Todd k390:J Fry k810.
3 Purchases on credit from P Todd k470: ] Mehan k1.,450.
10 We returned goods to J Fry k82; J Saville k65.
IS Purchases on credit trom J Saville k210.
19 We paid J Mehan by cheque k1,450.
28 We paid J Saville by cash K300.

530 We returned goods to P Todd k39.




Craduate School of Business Examinations

THE UNIVERSITY OF ZAMBIA

GRADUATE SCHOOL OF BUSINESS

SCHOOL COURSE

JULY 2019 COHORT ~ FULL TIME/EVENING
SESSIONAL EXAMINATION

DATE: 17™ SEPTEMBER, 2021

GSB 2010: FINANCIAL MANAGEMENT

EXAM TIME: 14:00 HOURS

DURATION: THREE (3) HOURS
VENUE: SPORTS HALL

INSTRUCTIONS:

1. The Paper has a Total Number of Six (6) Questions Comprising Sections A and B.
2. Answer a Total of FOUR (4) Questions.

3. Section A is COMPULSORY. From Section B Attempt ANY TWO (2) 'Questions.
4. Marks Allocation Indicates the Depth of the Answer Expected.

DO NOT TURN OVER UNTIL YOU ARE TOLD TO DO SO

Graduate School of Business Examinations

Page1of7



SECTION A - COMPULSORY

QUESTION ONE

A. A company is considering a project that would cost K290,000 now, and weculd earn the
following cash profits.

K
1% year 80,000
2" year 120,000
3" year 100,000
4t year 60,000

The capital equipment purchased at the start of the project could be resold for K50,000
at the start of the fifth year. The company’s required minimum rate of return is 12%.

Required:

Compute the project’s internal rate of return (IRR) and advise whether the company
should undertake the project. ‘ (10 Marks)

B. Mwansa Bomowe Ltd is contemplating to invest in two assets A and B. The table below
provides the return distribution of two assets involved.

Probability that the | Return if the state | Return if the state
state of economy | occurs occurs
State of economy occurs Asset A Asset B
BOOM 0.25 50% 70%
AVERAGE 0.50 40% 50%
BELOW AVERAGE 0.10 20% 0%
POOR 0.15 -10% -20%

In addition to the above return distribution the two assets (A and B) operate in different
industries and hence characterised by a market risk of 2 and 3 respectively. The market

risk premium is 10% and the government treasury bills reward a return of 8% in the same
economy.

Required:
(i) Calculate the expected returns for assets A and B respectively. (9 Marks)
(ii) Calculate the required rate of return for assets A and B respectively using the CAPM
(6 Marks)
QUESTION TWO
Bunda Company is a distributor of air filters to retails stores. It buys its filters from several
manufacturers. Filters are ordered in batches of sizes of 1,000, and each order costs K40 to

place. The unit price is K1.20 a filter, Demand from retail stores is 20,000 filters per month,
and carrying cost per month is 10 percent of the price.

A. What is the optimal order quantity with respect to the batch sizes? (7 marks)
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B. What s the total inventory cost for the month? (8 Marks)
C. What would be the optimal order quantity if the carrying cost were cut in half the cost a

filter per month? (5 Marks)
D. What would be the optimal order quantity if ordering costs were reduced to K30 per
order? (5 Marks)

SECTION B -~ ATTEMPT ANY TWO QUESTIONS

QUESTION THREE

Mr Kunda is 63 years old and recently retired. He wishes to provide retirement income for
himself and is considering an annuity contract with Madison Life Insurance Company. Such a
contract pays him an equal-kwacha each year that he lives. For this cash-flow stream, he must
put up a specific amount of money at the beginning. According to actuary tables, his life
expectancy is 15 years, and that is the duration on which the insurance company bases its
calculations regardless of how long he actually lives.

Required

A. If Madison Life uses a compound annual interest rate of 5 percent in its calculations, what
must Mr Kunda pay at the outset for an annuity to provide him with K10,000 per year?
(Assume that expected payments to be made at the end of each of the 15 years.

(15 Marks)

B. What would be the purchase price if the compound annual interest rate is 20 percent?
(10 Marks)

QUESTION FOUR

A. The Manix Company was recently formed to manufacture a new product. It has the
following capital structure in market value terms:

K

Debentures 6,000,000
Preferred stock 2,000,000

Common stock (320,000 shares) 8,000,000
16,000,000

The company has a marginal tax rate of 40 percent. A study of publicly held companies in
this line of business suggests that the required return on equity is about 17 percent (The
CAPM approach was used to determine the required rate of return). The Manix Company’s
debt is currently yielding 13 percent, and its preferred stock is yielding 12 percent.

Required

Calculate the firm’s present weighted average cost of capital (10 Marks)
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B. Kunda and Sitwala Company is considering manufacturing special drill bits and other
equipment for mining rigs. The proposed project is currently regarded as complementary
to its other lines of business, and the company has certain expertise by virtue of its having
a large mechanical engineering staff. Because of the large outlays required to get into the
business, management is concerned that Kunda and Sitwala earn a proper return. Since
the new venture is believed to be sufficiently different from the company’s existing
operations, management feels that a required rate of return other than the company’s
present one should be employed.

The financial manager’s staff has identified several companies (with capital structures
similar to that of Kunda and Sitwala) engaged solely in the manufacture and sale of mining
drilling equipment whose common stocks are publicly traded. Over the last five years, the
median average beta of these companies has been 1.28. The staff believes that 18 percent
is a reasonable estimate of the average return on stocks “in general” for the foreseeable
future and the treasury bills rate will be around 12 percent. In financing projects, Kunda
and Sitwala uses 40 percent debt and 60 percent equity. The after-tax cost of debt is 18
_ percent and corporate tax is 35 percent.

Required
a) Compute the required rate of return for the project (7 Marks)
b) Compute the weighted average cost of capital for the project (8 Marks)

QUESTION FIVE

Kalewa Stationers has the following results

K’000
Netincome 680
Equity 1,972
Net sales 10,200
Dividends 272
Net total assets 6,800
Deogreciation 272
Long-term debt 3,400
Required
A. Compute Kalewa’s ROE directly. Confirm this using the Dupont system. (5 Marks)

B. Usingthe ROE computed in part A, what is the sustainable growth rate for Kalewa?

(5 Marks)
C. Assumingthe firm’s net profit margin went to 0.05, what would happen to Kalewa’s ROE?
(5 Marks)

D. Using the ROE in part C, what is the expected sustainable growth rate for Kalewa?
(5 Marks)
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E. What would be the growth rate if dividends were K190,0007 (5 Marks)

QUESTION SIX

Sampo Master Limited reported a share price of K150. The price is expected to grow by 10%
for the next three years, then grow by 6% for the fourth and fifth year and thereafter grow at
a constant rate of 8% in perpetuity. The required rate of return is 20%.

Required

A. Compute the Arithmetic Mean for the company for the first five years. (10 Marks)
B. Compute the Geometric Mean for the company for the first five years. (10 Marks)
C. Compare and contrast between the two methods used above. (5 Marks)

END OF EXAMINATION PAPER
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Present Value Table

P-esent value of 1 ie. (1 + £

Where r = discount rate
a = number of periods until payment

Discount rate (r)
Feriods
(r 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%

0-990 0-980 0-971 0-962 0952 0943 0935 0-926 0917 0-809

1 ]
2 0-980 0-961 0-943 0-925 0-907 0-890 0873 0-857 0-842 0-826 2
3 0671 0-942 0915 0-889 0-864 0-840 0:816 0-794 0772 0-751 3
4 S 0961 0-924 0-888 0-855 0823 0-792 0-763 0735 0-708 0-683 4
H 0-951 0-906 0-863 0-822 0-784 0747 0713 0-681 0-650 0-621 5
6 0942 0-888 0-837 0-790 0-746 0-705 0-666 0630 0-596 0-564 6
7 0-933 0-871 0-813 0-760 0711 0-665 0-623 0-583 0547 0513 7
8 0-923 0-853 0783 0731 0677 0-627 0-582 0-540 0-502 0467 3
9 - 0941 0-837 0-766 0-703 0-645 0-592 0-544 0-500 0-460 0-424 9

10 0905 0-820 0744 0676 0-614 0-558 0-508 0-463 0422 0-386 10

1. 0-896 0-804 0722 0-650 0-585 0-527 0-475 0-429  0-388 0-305 11

2 0-887 0-788 0-701 0-625 0-557 0-497 0-444 0-397 0-356 0-319 12
13, 0-879 0-773 0-681 0-601 0-530 0-469 0415 0-368 0-326 0-290 13
14 0-870 0-758 0-661 0-577 0-508 0-442 0-388 0-340 0-299 0263 14
15 0-861 0-743 0642 0-555 0-481 0-417 0-362 0-315 0-275 0-239 15

{n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
] 0-901 0-893 0-885 0-877 0-870 0-862 0-855 0-847 0-840 0-833 1
2 0812 0-797 0-783 0-769 0-756 0-743 0731 0718 0-706 0694 &
3 0731 0712 0-693 0675 0658 0-641 0-624 0-609 0-593 0-579 3
4 0659 0-636 0-613 0-592 0-8572 0-552 0-534 0-516 0-499 0-482 4
5 0-593 0-567 0-543 0-519 0-497 0-476 0-456 0-437 0-419 0-402 5

& 0835 0-507 0-480 0-456 0432 0410 0390 0-370 0-352 0-335 6
7 0-482 0-452 0-425 0-400 0:376  0-354 0333 0-314 0296 0279 7
& 0-434 0-404 0-376 0-351 0327 0-305 0-285 0-266 0:249 0-233 &
9 0-391 0-361 0-333 0-308 0-284 0-263 0-243 0:225 0-209 0194 9
10 0-352 0-322 0-295 0-270 0247 0-227 0208 0-191 C-176 0162 . 10

11 0317 0:287 0-261 0-237 0215 0195 0178 0162 0-148 0-135% 11
12 0285 0-257 0-231 0-208 0-187 0168 0152 0137 0-124 0112 12
13 0258 0-229 0-204 0-182 0163 0145 0-130 0116 0-104 0-093 13
14 0232 0-205 0-181 0-160 0-141 0-125 0111 0-099 0-0&8 0078 14
15 0-209 0-183 0-160 0-140 0-123 0-108 0095 0-084 0074 0065 15
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Annuity Table

"

Present value of an annuity of 1 i.e. L=f{l +7)
;

Whete 1 = discount rate
n = number of periods

Discount rate (1)

Per.ods _

{n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0990 0980 0971 0962 0852 0943 0935 0926 0917 0900
2 1970 1-942 1-913 1-886 1-859 1-833 1-808 1-783 1-759 1736
3 2941 2-884 2:829  2:77% 2723 2673 2624 2577 2531 2487
4 3902 3808 3717 3630 3546 3465 3387 3312 3240 2190
5 4853 4713 4580 4452 4329 47212 4100 3893 3890 3791

‘ 5795 5601 5417 5242 5076 4917 4767 4-623 4486
7 6728 6472 6230 6002 5786 5582 5389 5206 5033
8 7652 7:325 7-020 6733 6463 6210 5971 5747 5635
9 8565 8162 7-786 7435 7108 6802 6515 6247 5-995

10 9471 8:983 8530 8111 7:722 7:360  7-024 6:710 6418

i 1037 9-787 9-253 8:760  8:306 7-887 7-499 7-139 6:805 6495
12 1125 10-58 9-954 G-385 8-863 8-384 7-943 7-536 7-161 6814
13 12:13 1135 10-63 9986 9-394 8853 8-358 7-904 7-487 7-103
14 1300 12-11 11-30 10:56 9899 9295 8745 8244 7:786 7-367
15 13-87 12-85 11-94 1112 10-38 712 9-108 8-559 8-061 7606

{n) 11% 12% 13% 14% 15% 16% 17% 18% 18% 20%
1 0-801 0-893 0885 0877 08B0 0852 0855 0-847 0-840 0833
2 1713 1-680 1-668 1-647 1-626 1-605 1-585 1-566 1-547 1628
3 2444 2402 2:361 2:322 2283 2246 2:210 2174 2:140 2108

4 3102 3037 2974 2914 2855 2798 2743 2690 2639 2589

Y B LD RO
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5 3696 3605 3517 3-433 3:352 3274 3199 3127 3058 2991
5 4-231 4-111 3-998 3-889 3784 3685  3-589 3-498 3410 3326
7 4712 4-564 4423 4-288  4-160 4039 3922 3812 3-706 3605
8 5145 4-968 4799 4639 4487 4344 4-207 4:078 3954 3-837
9 5537 5328 5132 4-946 4:772 4607 4-45] 1-303 4-.63 4-03]
10 5889 5650 5426 5216 5019 4833 4659 4-494 4-339 4192
1 6207 5-938 5687 5453 5234 5029 4836 4656 4-486 4-327
12 6492 6194 5918 5-660 5421 5197 4-988 4793 4611 4-439
L3 6750 6424 6-122 5842 5-583 5342 5118 4910 4715 4-533
14 6682 6628 6302 6-:002 5724 5468 5229 5008 4-802 4611
5 7-19: €811 6-462 6142 5-847 5575 5324 5:092 4-876 4675

10
11
12
13

14
15
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SECTION A — COMPULSORY

o —

QUESTION ONE

A. MrKunda is 63 years old and recently retired. He wishes to provide retirement income for
himself and is considering an annuity contract with Madison Life Insurance Company.
Such a contract pays him an equal-kwacha each year that he lives. For this cash-flow
stream, he must put up a specific amount of money at the beginning. According to actuary
tables, his life expectancy is 15 years, ahd that is the duration on which the insurance
company bases its calculations regardless of how long he actually lives. If Madison Life
uses a compound annual interest rate of 5 percent in its calculations, what must Mr Kunda
pay at the outset for an annuity to provide him with K10,000 per year? (Assume that
expected payments to be made at the end of each of the 15 years. (10 Marks)

B. Establish a loan amortization schedule for a 14-month loan of K20,000 with equal
instalment payments at the end of each month. The interest rate is 2 percent per month.
(15 Marks)

QUESTION TWO

A company is considering a project that would cost K290,000 now, and would earn the
following cash profits. ‘

Year K

1%t year 80,000
2" year 120,000
3" year 100,000
4th year 60,000

The capital equipment purchased at the start of the project could be resold for K50,000 at the
start of the fifth year. The company’s required minimum rate of return is 12%.

Required:

Compute the project’s internal rate of return (IRR) and advise whether the company should
undertake the project. (25 Marks)
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SECTION B — ATTEMPT ANY TWO QUESTIONS

QUESTION THREE

A. Mukuba group has a K12 million face value bond issue outstanding. The issue carries a
coupon rate of 10% with interest paid quarterly. The issue matures in three (3) years.
What is the values of the bond issue if it is priced to provide a yield to maturity of 12%?

(10 Marks)

B. Nampundwe Mining Company has just paid a dividend of K1.60 per share on its common
stock. The company expects to increase the dividend at a 20 percent annual rate for the
first four (4) years and at a 13 percent rate for the next four (4) years, and then grow the
dividend at a 7 percent rate thereafter. This growth pattern is in keeping with the

expected life cycle of earnings. You require a 16 percent return to invest in this stock.
Required

Calculate the value you should place on a share of this stock. (15 Marks)

QUESTION FOUR

The following is an extract from the balance sheet of Black Mountain plc at 31 December

2021: K
Ordinary shares of K0.25 each 250,000
Reserves 350,000
7% preference shares of K1.00 each 250,000
15% unsecured loan stock 150,000
Total long-term funds 1,000,000

The ordinary shares are currently quoted at K1.25 each, the loan stock is trading at K85.00
per K100 nominal and the preference shares at K0.65 each. The ordinary dividend of K0.10

has just been paid, and the expected growth rate in the dividend is 10 percent. Corporate tax
is at the rate of 30 percent.

Required

Compute the weighted average cost of capital for Mutende plc. (25 Marks)

QUESTION FIVE

Spire plc has a debt:equity ratio of 1:1. The risk-free rate of return is 4%, the equity risk
premium derived from the market is 6% and the gross cost of debt is 4%. Its beta is 1.5 and
assume any profit is taxed at 30%.

Required

A. Calculate its weighted average cost of capital. (9 Marks)
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B. Spire is concerned about its high debt:equity ratio. If Spire were to repay all debt, what
would be the required return to equity? (8 Marks)
C. Spire decides against repaying all debt but instead embarks on a rights issue in order to
reduce its debt:equity ratio from its current position of 1:1 to a new position of 1:3.
Calculate its weighted average cost of capital after the rights issue. (8 Marks)

QUESTION SIX , v

The Hedge Corporation manufactures only one product, the planks. The single raw material
used in making planks is the dint. For each plank manufactured, 12 dints are required. Assume
that the company manufactures 150,000 planks per year, that demand for planks is perfectly
steady throughout the year, that it costs K2,000 each time dints are ordered, and that the
carrying costs are K80 per dint per year.

Required

A. Determine the economic order quantity of dints. (8 Marks)
B. What are total inventory costs for Hedge? (12 Marks)
C. How many times per year would inventory be ordered? (5 Marks) .

END OF EXAMINATION PAPER
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Present value of 1 L.e. (1 + A

Present Value Table

Where 1 = discount rate
n = number of periods until payment
Discount rate (r)
Periods
(n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0990 0980 0971 0962 0952 0943 0935 0926 0917 0-909 1
2 - 0980 0961 0943 0825 0907 0890 0873 0857 0842 0-826 2
3 0971 0942 0915 0889 0864 0840 0816 0794 0772 0751 3
4 0961 0924 0888 0855 0823 0792 0763 0735 0708 0683 4
5 0951 0906 0863 0822 0784 0747 0713 0681 0650 0621 5
6 0942 0888 0837 0790 0746 0705 0666 0630 0596 0564 6
7 0933 0871 - 0813 0760 0711 0665 0623 0583 0547 0513 7
8 0923 0853 078 0731 0677 0627 0582 0540 0502 0467 8
9. 0941 0837 0766 0703 0645 (0592 0844 0500 0460 0-424 9
10 090