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at the end of the question paper.
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SECTION A: DERIVATIVE MARKETS

Attempt ALL the two (2) questions in this section.

QUESTION 1

Chimutunta is a large listed company based in Zambia and uses Zambia Kwacha as its
currency. It imports tea, coffee and cocoa from countries around the world, and sells its
blended products to supermarkets and large retailers worldwide. The company has production
facilities located in two American ports where raw materials are brought for processing, and
from where finished products are shipped out. All raw material purchases are paid for in US
dollars (US$), while all sales are invoiced in Zambian Kwacha (K). Until recently Chimutunta
Co had no intention of hedging its foreign currency exposures and stated this intent in its
annual report. However, after consultations with senior and middle managers, the company’s
new board of directors (BoD) has been reviewing its risk managemént and operations

strategies.

You are a financial consultant hired by Chimutunta Co to work on the following proposal which

have been put forward by the BoD for further consideration:
Proposal

Setting up a treasury function to manage the foreign currency rate exposures using derivative
products. The treasury function would be headed by the finance director. The purchasing
director, who initiated the idea of having a treasury function, was of the opinion that this
would enable her management team to make better decisions. The finance director also
supported the idea as he felt this would increase his influence on the BoD and strengthen his
case for an increase in his remuneration. In order to assist in the further consideration of this
proposal, the BoD wants you to use the following upcoming foreign currency rate exposures

to demonstrate how they would be managed by the treasury function:
() a payment of US$5,060,000 which is due in four months’ time
Additional information relating to proposal
The current spot rate is US$1-0635 per K1.

The following derivative products are available to Chimutunta Co to manage the exposures
of the US$ payment:
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Exchange-traded currency futures

Contract size K125,000 price quotation: US$ per K1

Time Period (Months) Price
3-month expiry 1-0647
6-month expiry 1-0659

It can be assumed that futures expire at the end of the month and transaction costs related

to these can be ignored.
Exchange-traded currency options

Contract size K125,000, exercise price quotation: US$ per K1, premium: cents per K1

Call Options Put Options
Exercise price | 3-month 6-month 3-month 6-month
expiry expiry expiry expiry
1.06 1.87 2.75 1.41 2.16
1.07 1.34 2.22 1.88 2.63

It can be assumed that futures and option contracts expire at the end of the month and
traction costs related to these can be ignored.

Over-the-counter products

In addition to the exchange-traded products, Investrust Bank is willing to offer the following

over-the-counter derivative products to Chimutunta Co:
() A forward rate between the US$ and the K of US$ 1-:0677 per K1.
Required:

(a) Advise Chimutunta Co on an appropriate hedging strategy to manage the foreign exchange
exposure of the US$ payment in four months’ time. Show all relevant calculations,
including the number of contracts bought or sold in the exchange-traded derivative

markets.
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(20 marks)

(b) Distinguish between over-the-counter derivatives and exchange-traded derivatives
(5 marks)
[Total = 25 marks]

QUESTION 2

Dununa Reverse Co, a company based in the SADC region, has expanded very rapidly over
recent years by a combination of acquiring subsidiaries in foreign countries and setting up its
own operations abroad. Dununa Reverse Co’s board has found it increasingly difficult to
monitor its activities and Dununa reverse Co's support functions, including its treasury
function, have struggled to cope with a greatly increased workload. Dununa Reverse Co’s
board has decided to restructure the company on a regional basis, with regional boards and
appropriate support functions. Managers in some of the larger countries in which Dununa
Reverse Co operates are unhappy with reorganisation on a regional basis, and believe that
operations in their countries should be given a large amount of autonomy and be supported

by internal functions organised on a national basis.

Assume it is now 1 July 2019. The central treasury function has just received information
about a future transaction by a newly-acquired subsidiary in Zambia, where the local currency
is the Zambian Kwacha (K). The subsidiary expects to receive K27,000,000 on 31 October
2019. It wants this money to be invested locally in Zambia until 30 March 2020.

Dununa reverse Co’s treasury team is aware that economic conditions in Zambia are currently
uncertain. The Bank of Zambia (BOZ) base rate is currently 4:-2% and the treasury team
believes that it can invest funds in Zambia at the BOZ base rate less 30 basis points. However,
treasury staff have seen predictions that the BOZ base rate could increase by up to 1-1% or
fall by up to 0-6% between now and 31 October 2019.

Dununa Reverse Co’s treasury staff normally hedge interest rate exposure by using whichever

of the following products is most appropriate:

- Forward rate agreements (FRAS)
- Interest rate futures

~ Options on interest rate futures

Treasury function guidelines emphasise the importance of mitigating the impact of adverse
movements in interest rates. However, they also allow staff to take into consideration upside

risks associated with interest rate exposure when deciding which instrument to use.
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A local bank in Zambia, with which Dununa Reverse Co has not dealt before, has offered the

following FRA rates:

Time Period (months) FRA rates
4-9 5.02%
5-10 5.10%

The treasury team has also obtained the following information about exchange traded kwacha

futures and options:
Three-month K futures, K500,000 contract size

Price are quoted in basis points at 100 - annual % yield

Dates Futures Price
December 2017 94.84
March 2018 94.78
June 2018 94.66

Options on three-month K futures, K500,000 contract size, option premiums are

annual%
Call Options Put Options
Exercise December | March June December | March June
price
94.25 0.417 0.545 0.678 0.071 0.094 0.155
95.25 0.078 0.098 0.160 0.393 0.529 0.664

It can be assumed that futures and options contracts are settled at the end of each month.
Basis can be assumed to diminish to zero at contract maturity at a constant rate, based on
monthly time intervals. It can also be assumed that there is no basis risk and there are no

margin requirements.
Required:

(a) Recommend a hedging strategy for the K27,000,000 investment, based on the
hedging choices which treasury staff are considering, if interest rates increase by 1:1%
or decrease by 0-6%. Support your answer with appropriate calculations and

discussion.
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(20 marks)

(b) Discuss the advantages of operating treasury activities through a single global treasury
function. (5 marks)
[Total = 25 marks]

SECTION B: FINANCIAL MARKETS
Attempt any two (2) questions in this section.
QUESTION 3

In recent years, the Zambian economy has been growing strongly and the country has
increasingly been faced with the need to plug huge infrastructural gaps. Elucidate the Five
(5) factors that triggered the issuance of the three Eurobonds and provide possible ideas of

how to manage the repayment of the principle once they fall due.

[25 marks]
QUESTION 4

Over the years, Zambia has suffered debt service costs and import payment due to the
depreciation of the kwacha against the major convertible currencies particularly the dollar. In
view of this, identify and elaborate the Five (5) factors that affect the performance of the

kwacha against the dollar and where possible suggest ways of managing the depreciation of

the kwacha.

[25 marks]
QUESTION 5
Distinguish the following and provide relevant examples:
(i) A money market and capital market (5 marks)
(i) A Eurocurrency market and Eurobond market (5 marks)
(iii) Equity market and Debt market (5 marks)
(iv) Policy rate and reserve ratio (5 marks)
(v) Treasury bills and government bonds (5 marks)

[Total = 25 marks]
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FORMULAE

The Black-Scholes option pricing model

t
Cc= PaN(dl) - PEN(d? e !
Where:

LGYIAL (r+0.55")t
1 sﬁ

d,=d syt

The Put Call Parity relationship
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Present Value Table

Present valueof 1 i.e. (1 + 1 *

Where = discount rate
n = number of periods until payment

Discount rate (r)

Periods
{n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0-990 0-980 0-971 0-962 0-952 0-943 0-935 0926 0-917 0-909 1
2 0980 0961 0-943 0-925 0-907 0-890 0-873 0-857 0-842 0-826 2
3 0971 0-942 0-915 0-889 0-864 0-840 0-816 0794 0772 0-751 3
4 0961 0-924 0-888 0-855 0-823 0-792 0-763 0-735 0-708 0-683 4
5 0-951 0-906 0-863 0-822 0-784 0-747 0-713 0-681 0-650 0-621 5
6 0-942 0-888 0-837 0790 0746 0-705 0-666 0-630 0596 0-564 6
7 0-933 0-871 0-813 0760 0711 0-665 0623 0-583 0-547 0-513 7
8 0-923 0-853 0-789 0-731 0677 0-627 0-582 0-540 0-502 0-467 8
9 0-914 0-837 0-766 0-703 0-645 0-592 0-544 0-500 0-460 0-424 9
10 0-905 0-820 0-744 0-676 0-614 0-558 0-508 0-463 0-422 0-386 10
11 0-896 0-804 Q0-722 0-650 0-585 0-527 0-475 0-429 0-388 0-350 11
12 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 0-5630 0-469 0-415 0-368 0-326 0-290 13
14 0-870 0-758 0-661 0-577 0-505 0-442 0-388 0-340 0-299 0-263 14
15 0-861 0-743 0-642 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%
1 0-901 0-893 0-885 0-877 0-870 0-862 0-855 0-847 0-840 0-833 1
2 0-812 0-797 0-783 0-769 0-756 0743 0-731 0-718 0-706 0-694 2
3 0-731 0-712 0-693 0-675 0-658 0-641 0-624 0-609 0-593 0-579 3
4 0-659 0-636 0-613 0-592 0-572 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 0419 0-402 5
b 0-535 0-507 0-480 0-456 0-432 0:410 0-390 0-370 0-352 0-335 6
7 0482 0-452 0-425 0-400 0376 0-354 0-333 0-314 0:296 0-279 7
8 0434 0-404 0-376 0-351 0-327 0-305 0-285 0-266 0-249 0:233 8
9 0-391 0-361 0-333 0-308 0284 0-263 0-243 0-225 0-209 0-194 9
10 0:352 0-322 0-295 0-270 0:247 0-227 0-208 0-191 0176 0-162 10
11 0317 0-287 0-261 0237 0215 0-195 0178 0-162 0-148 0135 11
12 0-286 0-257 0-231 0-208 0-187 0-168 0152 0-137 0124 0112 12
13 0258 0-229 0-204 0182 0-163 0-145 0-130 0-116 0-104 0-093 13
14 0232 0-205 0-181 0160 0141 0125 0111 0-099 0-088 0-078 14
15 0-209 0-183 0-160 0140 0123 0-108 0-095 0-084 0-074 0-065 15
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Annuity Table

Present value of an annuity of 1 i.e. 1= +nr
r
Where r = discount rate
n = number of periods
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 0909 1
2 1-970 1942 1-913 1-886 1-859 1-833 1-808 1783 1-759 1-736 2
3 2:941 2:884 2829 2775 2723 2673 2624 2577 2531 2-487 3
4 3902 3808 3717 3630 3546 3465 3387 3312 3240 3170 4
5 4-853 4713 4580 4452 4329 4212 4100 3993 3890 3791 5
6 5795 5601 5417 5242 5076 4917 4767 4623 4486 4355 6
7 6728 6472 6230 6002 578 5582 5389 5206 5033 4868 7
8 7652 7325 7020 6733 6463 6210 5971 5747 5535 5335 8
9 8:566 8162 7786 7435 7108 6802 6515 6247 5095 5759 9
10 9471 8983 8530 8111 7722 7360 7-024 6710 6418 6-145 10
11 10-368 9-787 9253 8760 8306 7887 7499 7138 6805 6495 11
12 11-255 10:575 9954 9385 8863 8384 7943 7536 7161 68l4 12
13 12-134 11-348 10635 998 9394 8853 8358 7904 7487 7-103 13
14 13-004 12106 11296 10563 9899 9295 8745 8244 7786 7367 14
15 13-865 12849 11938 11-118 10380 9712 9-108 8559 8061 7-606 15
(n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 0901 0893 0885 0877 0870 0862 0855 0847 0840 0-833 1
2 1-713 1-690 1668 1647 1-626 1-605 1-685 1566 1-547 1528 2
3 2-444 2402 2361 2322 2283 2246 2210 2174 2140 2106 3
4 3102 3037 2974 2914 2855 2-798 2743 2690 2639 2580 4
5 3696 3605 3517 3433 3352 3274 3199 3127 3058 2991 5
6 4-231  4-111 3998 3889 3784 3685 3589 3498 3410 3-326 6
7 4712 4-564 4423 4288 4160 4039 3922 3812 3706 3605 7
8 5146 4968 4799 4639 4487 4344 4207 4078 3954  3.837 8
9 55637 5328 5132 4946 4772 4607 4451 4303 4163 4031 9
10 5889 5650 5426 5216 5019 4833 4659 4494 4339  4-192 10
11 6207 5938 5687 5453 5234 5029 4836 4656 4486 4327 11
12 6492 6194 5918 5660 5421 5197 4988 4793 4611 4439 12
13 6750 6424 6122 5842 5583 5342 5118 49810 4715 4533 13
14 6982 6628 6302 6002 5724 5468 5229 5008 4802 4611 14
15 7191 6811 6462 6142 5847 5575 5324 5002 4876 4675 15
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Standard normal distribution table

00
01
0-2
03
04

05
06
o7
0-8
09

1-0
11
12
13
1-4

15
16
17
1-8
19

20
21
2:2
2:3
2:4

25
26
27
28
29

3:0 0-4987

0-00
0-0000
0-0398
0-0793
0-1179
0-1554

0-1915
0-2257
0-2580
0-2881
0-3159

0-3413
0-3643
0-3849
0-4032
0-4192

0-4332
0-4452
0-4554
0-4641
0-4713

0-4772
0-4821
0-4861
0-4893
0-4918

0-4938
0-4953
0-4965
0-4974
0-4981

001
0-0040
0-0438
0-0832
0-1217
0-1591

0-1950
0-2291
02611
0-2910
0-3186

0-3438
0-3665
0-3869
0-4049
0-4207

0-4345
0-4463
0-4564
0-4649
0-4719

0-4778
0-4826
0-4864
0-4896
0-4920

0-4940
0-4955
0-4966
04975
0-4982

0-4987

0-02
0-0080
0-0478
0-0871
0-1255
0-1628

0-1985
0-2324
0-2642
0-2939
0-3212

0-3461
0-3686
0-3888
0-4066
0-4222

0-4357
0-4474
0-4573
0-4656
0-4726

0-4783
0-4830
0-4868
0-4898
0-4922

0-4941
0-4956
0-4967
0-4976
0-4982

0-4987

0-03
0-0120
0-0517
0-0910
0-1293
0-1664

0-2019
0-2357
0-2673
0-2967
0-3238

0-3485
0-3708
0-3907
0-4082
0-4236

0-4370
0-4484
0-4582
0-4664
0-4732

0-4788
0-4834
0-4871
0-4901
0-4925

0-4943
0-4957
0-4968
0-4977
0-4983

0-4988

0-04
0-0160
0-0557
0-0948
0-1331
0-1700

0-2054
0-2389
0-2704
0-2995
0-3264

0-3508
0-3729
0-3925
0-4099
0-4251

0-4382
0-4495
0-4501
0-4671
0-4738

0-4793
0-4838
0-4875
0-4904
0-4927

0-4945
0-4959
0-4969
0-4977
0-4984

0-4988

0-05
0-0199
0-0596
0-0987
0-1368
0-1736

0-2088
0-2422
0-2734
0-3023
0-3289

0-3531
0-3748
0-3944
0-4115
0-4265

0-4394
0-45056
0-4599
0-4678
0-4744

0-4798
0-4842
0-4878
0-4906
0-4929

0-4946
0-4960
0-4970
0-4978
0-4984

0-4989

0-06
0-0239
0-0636
0-1026
0-1406
0-1772

0-2123
0-2454
0-2764
0-3051
0-3315

0-3554
0-3770
0-3962
0-4131
0-4279

0-4406
0-4515
0-4608
0-4686
0-4750

0-4803
0-4846
0-4881
0-4909
0-4931

0-4948
0-4961
0-4971
0-4979
0-4985

0-4989

0-07

00276 0-0319
0:0675 0:0714
0-1064 0-1103
0-1443 0-1480
01808 0-1844

0-2157 0-2190
0-2486 0-2517
02794 0-2823
03078 0-3106
0-3340 0-3365

0-3577 0-3599
03790 0-3810
0-3980 0-3997
04147 04162
0-4292 0-4306

0-4418
0-4525
0-4616
0-4693
0-4756

0-4808
0-4850
0-4884
0-4911
0-4932

0-4949
0-4962
0-4972
0-4979
0-4985

0-4989

0-08

0-4429
0-4535
0-4625
0-4699
0-4761

0-4812
0-4854
0-4887
0-4913
0-4934

0-4951
0-4963
0-4973
0-43980
0-4986

0-4990

0-09

0-0359
0-0753
0-1141
0-1517
0-1879

0-2224
0-2549
0-2852
0-3133
0-3389

0-3621
0-3830
0-4015
0-4177
0-4319

0-4441
0-4545
0-4633
0-4706
0-4767

0-4817
0-4857
0-4890
0-4916
0-4936

0-4952
0-4964
0-4974
0-4981
0-4986

0-4990

This tabie can be used to calculate N(d), the cumulative normail distribution functions needed for the Black-Scholes model
of option pricing. if d; > O, add 0-5 to the relevant number above. If d; = O, subtract the relevant number above from 0-5.

End of Question Paper
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SECTION A
ALL questions are compulsory and MUST be attempted.

1. TAKWEZA
On 1 July 2018 Takweza acquired 60,000 of the 100,000 shares in Chiwonisoko, its only

subsidiary. The draft statements of profit or loss and other comprehensive income of both

companies at 31 December 2018 are shown below:

Takweza Chiwonisoko
K K

Revenue 43,000 26,000
Cost of sales (28.,000) (18,000)
Gross Profit 15,000 8,000
Other income — dividend received from Pebble 2,000
Distribution costs (2,000) (800)
Adminsitrative expenses (4,000) (2,200)
Finance costs (500) (300)
Profit before tax 10,500 4,700
Income tax expense (1,400) (900)
Profit for the year 9,100 3,800
Other comprehensive income:
Gain on property revaluation (Note (i) 2,000
Investment in equity instrument 200
Total comprehensive income for the year 9,300 5,800

Additional information:

(i) At the date of acquisition the fair values of Chiwonisoko's assets were equal to their
carrying amounts with the exception of a building which had a fair value K1million in
excess of its carrying amount. At the date of acquisition the building had a remaining useful
life of 20 years. Building depreciation is charged to administrative expenses. The building
was revalued again at 31 December 2018 and its fair value had increased by an additional
K1million.

(i1) Sales from Takweza to Chiwonisoko were Kémillion during the post-acquisition period.
All of these goods are still held in inventory by Chiwonisoko. Takweza marks up all sales
by 20%.

(iii)Despite the property revaluation, Takweza has concluded that goodwill in Chiwonisoko
has been impaired by K500, 000.

(iv)It is Takweza's policy to value the non-controlling interest at full (fair) value.

(v) Income and expenses can be assumed to have arisen evenly throughout the year.
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Prepare the consolidated statement of profit or loss and other comprehensive income for

the year ended 31 December 2018.

[30 Marks]
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2. CONCEPTUAL FRAMEWORK AND ACCOUNTING STANDARDS

(a)

(b)

(©)

An important aspect of the International Accounting Standards Board’s Conceptual
Framework for Financial Reporting is that transactions should be recorded on the

basis of faithful representation.

Required:

Explain why it is important that financial statements should show faithful
representat.ion, and describe circumstances where the recognition criteria for
assets and liabilities may differ from the passing of legal title over items.

(5 marks)

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors contains

guidance on the use of accounting policies and accounting estimates.

Required:

Explain the basis on which the management of an entity must select its accounting
policies and distinguish, with an example, between changes in accounting policies
and changes in accounting estimates.

(5 Marks)

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)
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(d)  The following extract is from Conceptual Framework for F inancial Accounting and
Reporting:
Elements of Financial Statements and Their Measurement, FASB 3, December
1976. reporting manifest themselves in several ways. Among other things, a
conceptual framework can (1) guide the body responsiblé for establishing
accounting standards, (2) provide a frame of reference for resolving accounting
questions in the absence of a specific promulgated standard, (3) determine
bounds for judgement in preparing financial statements, (4) increase financial
statement users’ understanding of and confidence in financial statements, and
(5) enhance comparability.
Required:
i, Define a conceptual framework.
ii. Critically examine why the benefits provided in the above statements are likely to flow
from the development of a conceptual framework for accounting.
(5 Marks)
[Total 20 Marks]

[TOTAL 50 Marks]
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SECTION B

Attempt any TWO questions in this section.

3. CHABWELA

You work for Boza, a limited liability company, which seeks growth through acquisitions.
You are a member of a team that is investigating the possible purchase of Chabwela, a
limited liability company that manufactures a product complementary to the products
currently being sold by Boza.

Your team leader wants you to prepare a report for the team evaluating the recent
performance of Chabwela and the quality of its management, and has given you the
following financial information which has been derived from the financial statements of

Chabwela for the three years ended 31 March 2016, 2017 and 2018.

Financial year ended 31 March 2016 2017 2018
Turnover (K’million) 2,243 2,355 2,237
Cash and cash equivalents (K’million) -50 81 -97
Return on equity 13% 22% 19%
Sales revenue to total assets 2.66 2.66 2.01
Cost of sales to sales revenue 85% 82% 79%
Operating expenses to sales revenue 11% 12% 15%
Net income to sales revenue 2.6% 4.3% 4.2%
Current/Working Capital ratio (to 1) 1.12 1.44 1.06
Acid test ratio (to 1) 0.80 1.03 0.74
Inventory turnover (months) 0.6 0.7 1.0
Credit to customers (months) 1.3 1.5 1.7
Credit from suppliers (months) 1.5 1.5 2.0
Net assets per share (ngwee per share) 0.86 0.2 0.97
Dividend per share (ngwee per share) 10.0 14.0 14.0
Earnings per share (ngwee per share) 11.5 20.1 18.7
Required:

Use the above information to prepare a report for your team leader which:

(a) reviews the performance of Choggerell as evidenced by the above ratios;

(b) makes recommendations as to how the overall performance of Choggerel could be
improved; and

(¢) indicates any limitations in your analysis.

[25 Marks]
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4. STANDARDS

(a) Lucky Dairy
The Lucky Dairy, a public hmlted company, produces milk for supply to various customers. It

is responsible for producing twenty five per cent of the country’s milk consumption. The
company owns cows and heifers (young female cows).

The herd as at 31 May 2002 is comprised as follows:

70,000 — 3 year old cows (all purchased before 1 June 2001)

25,000 - 2 year old heifers purchased for K46 each on 1 December 2001

There were no animals born or sold in the year. The per unit values less estimated costs to sell

were as follows:

K
2 year old animal at 31 May 2001 50
2 year old animal at 31 May 2002 55
3 year old animal at 31 May 2002 60

The directors would like advice on how the herd should be accounted for in its primary financial
statements for the year ended 31 May 2002. Advice about disclosure notes is not required.

(6 marks)

(b) Maximo

Maximo’s institutional shareholders invest in a wide-range of entities. Maximo’s directors are
concerned that certain IFRS and IAS Standards permit entities to choose between different
measurement bases and presentation methods. They believe that these choices hinder its

shareholders from comparing Maximo to other entities on a like-for-like basis.

Required:
Outline the main accounting choices permitted by IAS 16 Property, Plant and Equipment
and IAS 20 Accounting for Government Grants and Disclosure of Government Assistance
and discuss the potential impact of these on investors’ analysis of financial statements.
(10 marks)
(¢) NGULUBE
Ngulube meets the definition of a small entity in its jurisdiction and complies with the IJFRS
for SMEs Standard (the SMEs Standard). Ngulube has entered into the following
transactions during the year ended 31 May 2016.
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(1) Ngulube requires a new machine, which will be included as part of its property, plant
and equipment. Ngulube therefore commenced construction of the machine on 1
February 2016, and this continued until its completion which was after the year end of
31 May 2016. The direct costs were K2 million in February 2016 and then K1 million
in each subsequent month until the year end. Ngulube has incurred finance costs on its
general borrowings during the period, which could have been avoided if the machine
had not been constructed. Ngulube has calculated that the weighted average cost of
borrowings for the period 1 February — 31 May 2016 on an annualised basis amounted
to 9% per annum.

(i) Ngulube has incurred K1 million of research expenditure to develop a new product in
the year to 31 May 2016. Additionally, it incurred K0.5 million of development
expenditure to bring another product to a stage where it is ready to- be marketed and
sold.

Required:

In accordance with IAS 23 Borrowing Cost and 1AS 38 Intangible Assets, advise the
directors of Ngulube on how the borrowing costs (note i) and the research and
development expenditure (note ii) would be accounted for in the year ended 31

May 2016.
®

[25 Marks]
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5. NGUZUJ & NGUZU K
NGUZU J’s annual financial statements for the year ended 31 December 2004 were authorised
for issue on 28 February 2005.
On 1 January 2005, when NGUZU J’s business was closed for a national holiday, an arsonist
set fire to NGUZU J’s warehouse. The warehouse was constructed by NGUZU J at a cost of
K1,000,000 in 2000. It was ready for use on 1 January 2001.
In response to structural damage caused by the fire, on 2 January 2005, NGUZU J made the
following estimates regarding the warehouse:
i.  the recoverable amount of the warehouse was estimated at K600,000
ii.  the useful life of the warehouse reduced from 30 years to 20 years from the date that it
was ready for use

iii.  the straight-line method remained the appropriate depreciation method

iv.  the residual value remained KO.
Inventories with a carrying amount of K100,000 were destroyed by the fire.
NGUZU J insures its inventory up to a maximum loss of K50,000 per incident. The damage to
the warehouse is not insured.
On 31 January 2005 NGUZU J acquired 60 per cent of the equity of its largest competitor
(NGUZU K) for K3,000,000 when the fair value of assets and liabilities of NGUZU K were
respectively
K4,800,000 and K2,000,000. The business combination almost doubled the size of the NGUZU
J group and synergies are expected to enhance significantly the profitability of the consolidated
entity.
On 15 February 2005 NGUZU J issued 200,000 shares at K10 each to its existing shareholders
in proportion to their existing shareholdings to part fund the acquisition of NGUZU K.
On 27 February 2005 NGUZU J declared a final dividend of K500,000 (ie K1 per share) in
respect of the year ended 31 December 2004.

Required
Prepare the note to disclose the events after the end of the reporting period in the financial

statements of NGUZU J for the year ended 31 December 2004.
(25 Marks)



“When I heard these things, I sat down and wept.
For some days I mourned and fasted and prayed before the God heaven.’

Nehemiah 1 vs. 4

END OF PAPER




THE UNIVERSITY OF ZAMBIA
GRADUATE SCHOOL OF BUSINESS

BAF 3235: MANAGEMENT ACCOUNTING
JULY 2016 COHORT

TESTTWO

DATE: 3R° NOVEMBER, 2019
TIME: TWO (2) HOURS

INSTRUCTIONS:

1. The Paper has a Total Number of THREE (3) Questions; Answer TWO (2).
2. Question ONE (1) is COMPULSORY

3. Marks Allocation Indicates the Depth of the Answer Expected

QUESTION ONE - COMPULSORY

Activity-based management (ABM) is a system-wide, integrated approach that focuses
management’s attention on activities with the objectives of improving customer value and
the profit achieved by providing this value. ABC is the major source of information for activity-
based management. Thus, the activity-based management model has two dimensions, cost
dimension and process dimension.

Required
Briefly compare and contrast the two dimensions and highlight the kind of information they
provide, how they work and their areas of application. (10 Marks)

QUESTION TWO

A company produces three products: X, Y and Z. Each uses the same resources, but different
quantities as shown in the table of budgeted data for 2017 below:
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Product X Y 4

Budgeted production 1500 2500 4000
Direct labour hours per unit A 2 4 3
Machine hours per unit 3 2 3
Batch size 50 100 500
Machine setups per batch 2 3 1
Purchase orders per batch 4 4 6
Material movements per batch 10 5 4

The company’s budgeted overhead costs for 2017 are K400,000 and current practice is to
absorb these costs into product costs using an absorption rate based on direct labour hours.

The management of the company are considering changing to an activity based method of
attributing overhead costs to products and as a result have identified the following cost
drivers and related cost pools:

Cost pool K Cost driver
Machine maintenance 100,000 machine hours
Machine setups 70,000 machine setups
Purchasing 90,000 purchase orders
Material handling 60,000 material movement

The remaining K80,000 of overhead costs are caused by a number of different factors and
activities that are mainly labour related and are to be attributed to products on the basis of
fabour hours.

Required

A. Calculate the total costs for each product using the absorption rate based on direct labour

hours. (10 Marks)
B. Calculate the production overhead cost attributed to each product unit using an activity
based approach. (15 Marks)

QUESTION THREE

A company manufactures two products, L and M, using the same equipment and similar
processes. An extract of the production data for these products in one period is shown
below.

L M
Quantity produced (units) 5,000 7,000
Direct labour.hours per unit 1 2
Machine hours per unit 3 1
Set-ups in the period 10 40
Orders handled in the period 15 60
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Overhead costs K

Relating to machine activity 220,000
Relating to production run set-ups 20,000
Relating to handling of orders 45,000

285,000
Required

Calculate the production overheads to be absorbed by one unit of each of the products
using the following costing methods.

A. A traditional costing approach using a direct labour hour rate. (8 Marks)
B. An activity based costing approach, using suitable cost drivers. (17 Marks)
END OF TEST
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GRADUATE SCHOOL OF BUSINESS

BAF 3235: MANAGEMENT ACCOUNTING
JULY 2016 COHORT
TEST THREE
DATE: 10"™" NOVEMBER, 2019

TIME: TWO (2) HOURS
INSTRUCTIONS: ,
1. The Paper has a Total Number of THREE (3) Questions; Answer ANY TWO (2).
2. Marks Allocation Indicates the Depth of the Answer Expected

QUESTION ONE

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
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 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 28" September 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, K6,000 for November and December, and
K10,500 from January 20X4 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

Prepare Peter Likando’s budgeted profit and loss account and a budgeted balance sheet.

(25 Marks)
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QUESTION TWO

Muliokela Limited manufactures three products from the same basic components. You are
provided with the following information relating to projections for December 2018:

(i) Sales A B
Quantity 21,000 16,000
Price K15 K6
(ii) Material usage per unit A B
K K
Wood 4 1
Bought in components 3 2
Packing 2 1
(iii)  Stocks
Finished goods in units A B
1 December 7,000 4,000
31 December 10,000 3,000
Raw materials Wood Bought in
Components
K K
1 December 32,000 31,800
31 December 44,000 41,400
(iv) Wages A B
K
Per unit 3 1
(v) Overhead per unit A B
K K
Variable 2 1
Fixed 1 1
Required

Prepare the following budgets for Muliokela Limited:
A. Sales budget

Production budget

Material usage budget

Material purchase budget

Production cost budget

mo o ®
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C
8,000
K28

C
6,000
3,000

Parking
K

21,500
11,200

R 0O

PN X O

(5 Marks)
(5 Marks)
(5 Marks)
(5 Marks)
(5 Marks)



QUESTION THREE

You are presented with the following budgeted cash flow data for your organisation for the
period May 2019 to December 2019. It has been extracted from functional budgets that have
already been prepared.

Sales Purchase Wages Overheads Dividends Capital
Expenditure
K K K K K K

May 2019 80,000 40,000 10,000 10,000
Jun 2019 100,000 60,000 12,000 10,000 20,000
Jul 2019 110,000 80,000 16,000 15,000 30,000
Aug 2019 130,000 90,000 20,000 15,000
Sep 2019 140,000 110,000 24,000 15,000
Oct 2019 150,000 130,000 28,000 20,000 40,000
Nov 2019 160,000 140,000 32,000 20,000
Dec 2019 180,000 150,000 36,000 20,000 40,000

You are told the following.

(a) Sales are 40% cash and 60% credit. Credit sales are paid two months after the month of
sales.

(b) Purchases are paid the month following purchase

(c) 75% of wages are paid in the current month and 25% the following month.

(d) Overheads are paid the month after they are incurred.

(e) Dividends are paid three months after they are declared.

(f) Capital expenditure is paid two months after it is incurred.

(g) The opening cash balance is K15,000.

Required

Prepare a cash budget for the six-month period July to December 2019. (25 Marks)

END OF TEST
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SECTION A: Compulsory - Attempt Both Questions

QUESTION ONE:

You are the Audit Manager in Moonze LLP responsible for the audit of Sophie Group of
companics, which comprises a parent company and six subsidiarics. The audit of all
individual companies’ financial statements is almost complete. and you are currently
carrying out the audit of the consolidated financial statements. One of the subsidiaries,
Simui Co. is audited by another firm, Kankomba & Associates. Your firm has fulfilled the
necessary requirements of ISA 600 Special Considerations — Audits of Group Financial
Statements... and is satisficd as to the competence and independence of Kankomba &
Associates.

You have received from Kankomba & Associates the draft audit report on Simui Co’s
financial statements, an extract from which is shown below:

‘Basis for Qualified Opinion (excerpt)

The company is facing financial damages of K2 million in respect of an on-going court
case, more fully explained in note 12 to the financial statements. Management has not
recognised a provision but has disclosed the situation as a contingent liability. Under
International Financial Reporting Standards, a provision should be made if there is an
obligation as a result of a past cvent, a probable outflow of economic benefit, and a reliable
estimate can be made. Audit evidence concludes that these criteria have been met. and it is
our opinion that a provision of K2 million should be recognised. Accordingly, net profit
and sharcholders™ equity would have been reduced by K2 million if the provision had been
recognised.

Qualified Opinion (excerpt)

In our opinion, except for effects of the matter described in the Basis for Qualified Opinion
paragraph. the financial statements give a true and fair view of the financial position of
Simui Co as at 31 March 2019...7

An extract of Note 12 to Simui Co’s financial statements is shown below:

Note 12 (excerpt)

The company is the subject of a court case concerning an alleged breach of planning
regulations. The plaintiff is claiming compensation of K2 million. The management of
Simui Co, after seeking legal advice, believe that there is only a 20% chance of a successful
claim being made against the company.



FFigures extracted from the draft financial statements for the year ending 31 March 2019 are
as follows:

Sophie Group Simui Co
K 'million K’million
Profit before tax 20 4
Total asscts 85 20
Required:
(a) Explain auditor’s responsibility in respect of subsequent events. [4 marks|

(b) Identify and explain the matters that should be considered and recommend actions that
should be taken by Moonze LLP in forming an opinion on the consolidated financial
statements of the Sophie Group of companies. [10 marks]

(¢) With absolute clarity, explain circumstances when each of the three (03) audit opinions
is appropriate and when an Emphasis of Matter paragraph would be included in the
audit opinion. [8 marks|

[Total marks 22]

QUESTION TWO:

You have been recently appointed to the position of Director Internal Audit at Chuma
Investments Limited (CIL), an international oil and gas company. A sophisticated operational
risk management system is in place which was designed by Mr Gumbi who is revered among
his peers as a risk professional. This forms a critical input into your 2019 annual audit plan.
When reviewing the company’s risk profile. you are surprised that one of the key disclosures
that drives share price. annual reporting of oil and gas reserves, does not appear anywhere as a
potential risk. Further investigation reveals that Internal Audit — reporting directly to the CEO
- has never had any involvement. historically. in reserves auditing. This appears to be carried

out by a retired ex-employee known as Mr. Mtonga.

Required: ,
(1) Describe, with clarity. the procedures that you would take. [11 marks]
(2) Discuss how operational audits can improve CIL’s operations. |7 marks|

[Total marks 18]



SECTION B: Two Questions ONLY to be Attempted

QUESTION THREE:

Part I: Thonga Limited

The following is an extract from the statement of financial position for Thonga Limited’s for
the FYE December 2018:
L+B PPE F+F Total

Cost or valuation IR SUTNS SR CIIN Required:

At 1 Jan, 2018 2,000 2600 600 5200 What substantive audit procedures
Additions 500 1.000 - 1,500 would you perform on each area?
Revaluation surplus 350 - - 350

Assets written off - -400 - -400 a)  Additions. [4 marks]
Disposals 700 ' y =700 b) Disposals. [4 marks]
At Dec, 2018 2,150 3,200 600 5,950 &) Write offs. [4 marks]
Depreciation '

At [ Jan. 2018 400 1,760 180 2,340

Charge for the year 538 640 180 1,358

At 31 Dec, 2018 938 2,400 360 3,698

Net book values

At Dec, 2018 1,213 800 240 2,253

Part I1: Erica Limited

Lrica Limited sells garden sheds and furniture from 135 retail outlets. The directors of Lirica

Limited indicate that the company has had a difficult year but are pleased to present some

acceptable results to the members.

Statement of Comprehensive Income:
FYE Dec FYE Dec

2018 2017
K'000 K'000

Revenue 7,482 6,364
Cost of sales -3,520 -4,253
Gross profit 3,962 2,111
Operating expenses:

Administration -1,235 -1,320
Selling and distribution -981 -689
Interest payable -101 -105
Investment income 145 -
Profiv(loss) before tax 1,790 -3

Required:

(1) As part of your risk assessment
procedures for Erica Limited, identify
and provide a possible explanation for
unusual changes in  the income

statement. |5 marks]
(2)  Explain the procedures
necessary  to  obtain  a  bank

confirmation  letter  from  Erica
Limited’s bankers. |3 marks|
[Total marks 20/

An extract from the Statement of Financial Position showed:

Cash & bank 253 -950



QUESTION FOUR:

Referring to the new auditor reporting requirements. Tony Gates — Head of” Audit — KPMG
UK, is quoted as saying:

s about moving beyond the binary opinion, (o lifi the lid. explain what you saw as the
issues and what you did about them.”

Required:

(a) In practical terms, explain the meaning of expectations gap and how this has evolved
over the years. [4 marks]

(b) Discuss the impact of the new auditor reporting requirements on an audit opinion
and how these narrow the expectations gap. - [8 marks]

(¢) Clearly explain the meaning of the term professional scepticism and its role in
detecting fraud risk. |8 marks]
[Total marks 20]

QUESTION FIVE:

You have recently been appointed as Auditor-in-Charge (A1C) to the audit of Cypriano Limited
employing over 200 employees. The principal business activity for the company is
manufacturing of flasks, glasses. and jugs. These products are mostly sold to Shoprite direct
sales to local retailers account for a paltry 17%. The items supplied to Shoprite are custom
made and carry the ‘rife’ brand.

The Company has a small accounting function which consists of the Finance Manager Mr.
Mwansa who reports directly to the Managing Director Mr. Chilinda and an Accounts Clerk
Ms. Roselyn.  The company’s accounting system is computer based and Roselyn enters
invoices into the computer and maintains the manual cash book. The Finance Manager is in
charge of preparing management accounts and the payroll on a monthly basis. Mr. Chilinda
also controls purchasing and sales, although he has an assistant Ms Lydia who produces
paperwork and liaises with Ms. Roselyn in Accounts Department.

The previous Auditors. Asa & Associates did not offer themselves for re-election during the
just ended AGM due to disputes with Mr. Chilinda but have stated that they are aware of no
cthical reasons which bar your firm from acting. They have passed over some salient working
papers to your firm and have met with you to provide some insight on the audit. They
mentioned. inter alia. that their assessment of internal controls was poor.

Required:



(@) Define audit risk with all its components. [3 marks]

(b) From the scenario given above, identify the key business and audit risks. [7 marks]

(¢) Discuss the audit strategy you would adopt in the audit of Cyprianeo Limited and
reasons why this strategy should be used. [10 marks]

QUESTION SIX:
Part I:

Benny is a new ACCA graduate employed by Deloitte as an Audit Assistant. He approaches
you. an A+ student in Audit & Assurance at the University of Zambia, for assistance on the
application of International Standards on Auditing. Respond to parts (a) - (¢) below:

(a) In accordance with ISA 580 Written representations, the auditor may seck written
representations from management to support other audit evidence, especially in arcas
where knowledge of the facts is confined to management or where the matter is
principally one of judgement. Explain why management is sometimes unwilling to
provide written representations and describe the actions an external auditor can take
if management refuses to provide them. |5 marks]

(h) ISA 210 Terms of Audit Engagements explains the content and use of engagement
letters. State six (06) items that should be included in an engagement letter. [3 marks|

(¢) ISA 500 Audit Evidence requires audit evidence to be reliable. List four (04) factors
that influence the reliability of audit evidence. [2 marks]

() With reference to ISA 520 Analvtical Procedures and 1SA 315 Identifying and
assessing the risks of material misstatement through understanding the entily and ifs
environment explain the different types of analytical procedures available to the
auditor and state when they can be used. [3 marks/

(¢) Auditors have various duties to perform. for example, to assess the truth and fairness
of the financial statements. State three rights that enable auditors to carry out their
duties and what would happen if these rights were infracted upon. [3 marks|

Part 1I:

(1) Febby is a new CA (ZICA) graduate and is recruited by BDO an audit firm. She
approaches you, as Senior Manager Assurance for one of the big four for advice on how
to effectively audit accounts receivable. With absolute clarity, explain how you would
go about auditing Vintage's receivables balance of K600,000 as at 31 December 2019,
a client she is working on. |4 marks]

END OF EXAMINATION
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SECTION A

ALL questions are compulsory and MUST be attempted.

1. Takondwa

Below are the statements of financial position of three companies as at 31 December
2019.

Takondwa  Abigail Tinkale

K'000 K'000 K'000
Non-Current Assets
Propoerty, plant and equipment 720 60 70
Investment in Group Companies 185 100 L -
905 160 70
Current Assets 175 95 90
Total Assets 1,080 255 160
Equity
Share Capital - K 1 Ordinary shares 400 100 50
Retained Earnings 560 90 65
960 190 115
Current Liabilities 120 65 45
' 1,080 255 160

You are also given the following information:

(a) Takondwa Co acquired 60% of the share capital of Abigail Co on 1 January 2002 and
10% of Tinkale on 1 January 2013. The cost of the combinations were K142,000 and
K43,000 respectively. Abigail Co acquired 70% of the share capital of Tinkale Co on 1
January 2013.

(b) The retained earnings balances of Abigail Co and Tinkale Co were:

01-Jan-12 01-Jan-13

K'000 K'000
Abigail . 45 60
Tinkale 30 40

(¢) No impairment loss adjustments have been necessary to date.
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(d) It is the group's policy to value the non-controlling interest at acquisition at its
proportionate share of the fair value of the subsidiary's identifiable net assets.

Required

(a) Prepare the consolidated statement of financial position for Takondwa Co and its
subsidiaries as at 31 December 2019.

(b) Calculate the total goodwill arising on acquisition if Takondwa Co had acquired its
investments in Abigail and Tinkale on 1 January 2013 at a cost of K142,000 and K43,000
respectively and Abigail Co had acquired its investment in Tinkale Co on 1 January
2012.

[40 Marks]
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2. Joint Ventures and Investment in Associates

During the annual general meeting of Sokonezo, the shareholders requested the Directors
to consider more profitable investments. The shareholders have just disclosed that they
are ready to invest a total of K10 million. The shareholders prefer either an Associate or
Joint Ventures. You have been approached by the Director of Finance to provide a
detailed explanation of the differences between the two proposed investment options. You

are further requested to give guidance on how to account for either an Associate or Joint

Venture.

[10 Marks]
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SECTION B

Attempt any TWO questions in this section.

3. CHABWELA

You work for Boza, a limited liability company, which seeks growth through
acquisitions. You are a member of a team that is investigating the possible purchase of
Chabwela, a limited liability company that manufactures a product complementary to the
products currently being sold by Boza.

Your team leader wants you to prepare a report for the team evaluating the recent
performance of Chabwela and the quality of its management, and has given you the
following financial information which has been derived from the financial statements of

Chabwela for the three years ended 31 March 2016, 2017 and 2018.

Financial year ended 31 March 2016 2017 2018
Turnover (K’million) 2,243 2,355 2,237
Cash and cash equivalents (K’ million) =50 81 =97
Return on equity 13% 22% 19%
Sales revenue to total assets 2.66 2.66 2.01
Cost of sales to sales revenue 85% 82% 79%
Operating expenses to sales revenue 11% 12% 15%
Net income to sales revenue 2.6% 4.3% 4.2%
Current/Working Capital ratio (to 1) 1.12 1.44 1.06
Acid test ratio (to 1) 0.80 1.03 0.74
Inventory turnover (months) 0.6 0.7 1.0
Credit to customers (months) 1.3 1.5 1.7
Credit from suppliers (months) 1.5 1.5 2.0
Net assets per share (ngwee per share) 0.86 0.2 0.97
Dividend per share (ngwee per share) 10.0 14.0 14.0
Earnings per share (ngwee per share) 11.5 20.1 18.7

Required:

Use the above information to prepare a report for your team leader which:

(a) reviews the performance of Choggerell as evidenced by the above ratios;

(b) makes recommendations as to how the overall performance of Choggerel could be
improved; and

(c) indicates any limitations in your analysis.

[25 Marks]
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4. ETHICS
Patrick and Francis are employed as Internal Auditors by the Government of Republic of
Zambia (GRZ) through the Ministry of Finance (M.o.F) and have been assigned to audit
the books of the University of Zambia (UNZA) in relation to the gratuities and terminal
benefits owed by UNZA. This assignment, follows a directive from the Cabinet to abolish
internal pension schemes and subsequent funding of the accrued rights. Ministry of
Finance is set to release more than K200 million towards the gratuities owed to former
and current employees of the University backdating to January 2011. During the Audit,
Patrick and Francis, have discovered that Mr. Yohane and Mr. Kabwe happen to be the
beneficiaries of the K200 million as they are owed gratuities for the contracts that ended
in March 2011. Patrick and Francis, are student at the UNZA Graduate School of
Business and both Mr. Yohane and Mr. Kabwe are their Lecturers in Financial Reporting
and Corporate Finance respectively. During the audit exercise, Patrick and Francis are of
the view that further work needs to be done by UNZA in order for them to fully verify the

transactions and give a greenlight to M.o.F to release the K200 million funding.

Mr. Yohane has jokingly said to Patrick and Francis, ‘As you carry your audit do not
delay for I have waited for more than seven years for my money and it has since lost
value. As you audit my file remember | have a final say on your grade’. Patrick and

Francis are yet to sit for their final examination in November 2018.
Patrick and Francis have approached you for advice.

Required:
As a Professional Accountant, you are required to advise Patrick and Francis, where

possible, making reference to the Conceptual Framework.

[25 Marks]
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5. REPORTING ISSUES

(a) Foreign Related Transactions

The directors of Rose are not fully aware of the requirements of IAS 21 The Effects of
Changes in Foreign Exchange Rates in relation to exchange rate differences. They would like
advice on how exchange differences should be recorded on both monetary and non-monetary
assets in the financial statements and how these differ from the requirements for the
translation of an overseas entity. The directors also wish advice on what would happen to the
exchange differences if Rose sold all of its equity shares in Stem.

Required:
Provide a brief memo for the directors of Rose which identifies the correct accounting
treatment for the various issues raised.

(8 marks)

(b) Group Accounts

The directors of Ashanti are considering acquiring 49.9% of the equity shares of Night. The
next biggest shareholders will be Night’s two original founders, who will hold 21% and 8%
of the equity shares respectively. The original founders are not related. The remaining 21.1%
of the shares will be held by 11 shareholders, who are acquaintances of the original founders
but whom have a remote relationship to one another. There has not been complete owner
representation at the last three annual general meetings of Night. Ashanti will have the ability
to appoint four of the six members of Night’s Board of Directors (‘the Board’). The Board of
Night have overall responsibility for decisions that affect the entity’s operations.

Required:
Discuss whether the proposed share purchase will lead to Ashanti obtaining control
over Night.

(7 marks)
(¢) Conceptual Framework
The directors of Kayte have heard that the International Standards Board (the Board) is
considering revising certain aspects of the Conceptual Framework for Financial Reporting
(the Framework). The directors of Kayte do not believe that the current definitions of ‘assets’
and liabilities are useful and so they are particularly interested in the work that the Board is
conducting on the elements.
Required:
Critically discuss the Framework’s definition of ‘assets’ and ‘liabilities’ and where
possible give examples.

(5 Marks)

(d) Legal Proceedings
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On 20 December 2017, a customer initiated legal proceedings against the company in relation
to breach of contract. On 29 December 2017, the company’s legal advisers informed the
directors that it was unlikely the company would be liable; therefore no provision has been
made in the financial statements, but disclosure as a contingent liability has been made. On
29 December, the court found the company liable on a technicality and is now required to pay
damages amounting to material sum.

Required .
Discuss whether the financial statements require any amendment.
(S marks)
[25 Marks]



‘When [ hear these things, I sat down and wept.

For some days I mourned and fasted and prayed before the God heaven.’

Nehemiah 1 vs. 4
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SECTION A: COMPULSORY

IMPACT OF CULTURE OF SWITZERLAND HOUSEWIVES ON MARKETING OF DISHWASHERS

In Switzerland, foreign dishwasher manufacturers expected the same rapid sales as they had first
obtained in other West European markets; but sales in Switzerland were so slow that research had
to be done to find out why (this research should, of course, have been done before not after market
entry). The research showed that the Swiss housewife had a different set of values compared to,
her French and English counterparts; she was very conscious of her role as strict and hardworking
and her responsibility for the health of her family. To the Swiss housewife dishwashers simply
made life easy, and this conflicted with her Calvinistic work ethic. As a result of this research,
dishwasher manufacturers had to change their advertising promoting, instead of ease and
convenience, hygiene and health. They did this by emphasising that because dishwashers used
temperature higher than hand-hot, the process was more hygienic than washing up by hand.
Thereafter, they had no problem selling automatic dishwashers in Switzerland.

Source: Edgar P. Hibbert, International Business, Macmillan, 1997, p. 70.

Question One
With reference to the above case study, explain how the elements in the cultural environment have
an influence on the operations of a business. (20 marks)

Question Two

Conduct a SWOT analysis for a typical university in Zambia. (20 marks)
Total: 40 marks
SECTION B: COMPULSORY

Question Three: Answer All Multiple Choice Questions

3.1 The PEST analysis is used to represent:
a) Multiple dimensions of the external environment.
b) The company's place in the marketplace.
¢) A country’s political and economic environment.
d) The institutions and processes which determine a country’s level of development.

3.2 Vernon's theory of the international product life cycle explains:
a) The stages of globalization
b) The growth in overseas production



¢) The importance of the US in the global economy
d) The need for innovation in consumer products

3.3 Fiscal policy concerns which of the following:
a) Exchange rates
b) Public spending and taxation policies
c) Interest rates
d) The consumer price index

3.4 Which of the following is out of place in a planned economy?
a) State control of prices
b) Authoritarian government
¢) Democracy
d) State control of production

3.5 The European Union (EU) is committed to which of the following?
a) A single market
b) Strong national governments in member states
¢) Enlargement
d) The social market economic model

3.6 What is the aim of the WTOQ’s dispute resolution process?
a) To punish countries which trade unfairly
b) To impose anti-dumping penalties
¢) To resolve trade disputes through impartial panels
d) To resolve trade disputes through Jjudicial procedure

3.7 Which of the following is not one of the challenges associated with ageing societies?
a) Costs of pensions and healthcare
b) Need for managers to accommodate older workers
¢) Need for governments to raise the legal pension age
d) Equal opportunities for all ethnic and religious minorities

3.8 Intellectual property is defined as:
a) Property in technology
b) Rights over products of the human intellect such as patents and copyrights

¢) Rights over technology transfer
d) Patent rights
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QUESTION ONE

The following List of Balances has been extracted from the books of account of a partnership
as at 31 March 2019. The three partners are Dinga,Phiri andLanga and they have agreed to

share profits in the ratio of 2:3:5 respectively.

K’'000

Annual Salaries:
Langa

Phiri

Dinga

Capital accounts as at 1 April 2018:
Langa

Phiri

Dinga

Cash at Bank

Current accounts:

Langa (DR)
Phiri (DR)
Dinga (DR)

Discount Allowed
Commission earned

Drawings;
Langa
Phiri
Dinga

Furniture
Accumulated depreciation at 01-4-2018

Office Expenses

Plant& machinery at cost
Accumulated depreciation at 1-4-2018

Provision for bad and doubtful debts
Rent, Rates, heat and light

Sales

Inventory at 31-3-2019

Trade Payables

Trade Receivables

Additional information:

8,000
1,500
13,500

80,000
15,000
5,000

4,900

1,000
500
400

22,000
5,280

26,000
22,900
15,720

80,000
20,000

30,400

100,000
36,600

420
8,800
407,120
35,000
16,500
14,300

(a) The value of goods sold are 55.021% of the sales rounded off to the nearest thousand.
(b) The provision for bad and doubtful debts is to be 5% of the trade receivables.
{c) Rent amounting to K1,500,000 had been paid in advanced as at that date
(d) Depreciation on the Non currents assets is to be charged as follows;
Furniture 25 % on reducing balance. Plant and Machinery 20% on straight line method

for the year ended 31 March 2010.

(e) An office expense of K405, 000 was owing at 31 March 2010.
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Required
Prepare the following:

A. (i) Partners’ Statement of financial performance for the year ended 31 March 2019

(10 Marks)
(ii) Current accounts of the partners in (columnar form) for the year to 31 March
2010. (5 Marks)
B. Explain the main differences between partnership and a limited company (5 Marks)
C. What are five (5) main contents of a partnership agreement? (5 Marks)
QUESTION TWO

Jim Brothers, a manufacturing company, produces the following balances from its books at
30 September 2018 :

K’000
Stocks at 1 October 2017
Raw materials 7,450
Work-in-progress(factory cost) 5,330
Finished goods(transfer value) 12,110
Purchases of raw materials 128,740
Purchases returns 310
Direct expenses 3,280
Return inwards 1,215
Carriage inwards 1,055
Rates 5,250
Light, heat and power 3,270
Direct Wages 187,240
Indirect Wages 14,320
Telephone 890
Factory repairs 2,215
Insurances 1,420
Factory salaries 38,000
Office salaries 24,000
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Sales salaries

27,435

Plant & machinery ( at cost) 160,000
Provision for depreciation of plant&

machinery at 1* October 2017 64,000
Bad debts (written off) 325
Sales 721,560
Furniture & equipment (at cost)

-Factory 42,000
-Office 48,000
Provision for depreciation of furniture&

equipment at 1% October 2017

-Factory 8,400
-Office 9,600

Additional information:

1. Closing stocks at 30™ September 2018 are as follows:-

K’000
Raw materials 6,325
Work-in-progress(factory cost) 6,105
Finished goods(transfer value) 15,225

2. Prepayments at 30" September 2018:-

K’000
Rates 450
Insurance 220
3. Accruals at 30" September 2018
K’'000
Direct wages 1,220
Telephone 70
Light, heat and power 210
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4, At 30thSeptember 2018, depreciation is to be provided as follows:

Per
year on
cost
Plant and machinery 20%
Furniture and equipment 10%

5. Expenses are to be apportioned to the factory as follows:

K’'000
Rates 4/5
Insurances 3/4
Telephone 2/3
Light, heat and power 3/4

6. Itis the policy of the company to transfer goods manufactured to the warehouse at
factory cost plus 15%.

Required

Prepare the Manufacturing and Trading Accounts of Jim Brothers for the year ended 30"
September 2018 (25 Marks)

END OF TEST
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QUESTION ONE

X, Y and Z have been in partnership for many years sharing profits and losses in the ratio of
50%:30%:20%, respectively.

The following Trial Balance has been extracted from their books of account as at 31
December 2018.

K’000K’000

Cash at Bank 4,900
Current accounts:

X 1,000

Y 500
Z 400
Discount Allowed 22,000
Rent, Rates, heat and light 8,800
Sales 407,120
Inventory at 31/3/18 35,000
Trade Payables 16,500
Discount received 5,280
Drawings;
X 26,000
Y 22,900
Z 15,720
Motor Vehicles at cost 80,000
Accumulated depreciation at 1/1/18 20,000
Office Expenses 30,400
Plant & machinery at cost 100,000
Accumulated depreciation at 1/1/18 36,600
Provision for bad and doubtful debts 1/1/18 420
Capital accounts as at 1 January 2017
X 80,000
Y 15,000
Z 5,000
Cost of goods sold 224,000
Trade Receivables 14,300

585,920 585,920

Additional information:

(@) Depreciation on the fixed assets is to be charged as follows;
Motor vehicles 25 % on reducing balance. Plant and Machinery 20% on straight line
method. There were no Purchases or Sales of fixed assets during the year to 31
December 2018.

(b) The provision for bad and doubtful debts is to be maintained at a level equivalent to
5% of the total trade receivables as at 31 December 2018.
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(c)

(d)

An office expense of K405,000 was owing at 31 December 2018 and some rent
amounting to K1,500,000 had been paid in advanced as at that date. These items had
not been included in the list of balances shown in the trial balance.

The Partnership Agreement stipulates that the partners are entitled to salaries per
annum as follows:

XK8, 000,000
YK1, 500,000
ZK13, 500,000

(e)

On 1 January 2017Keren Motors Ltd agreed to purchase the business on thefollowing
terms:

(i) X to Purchase one of the Partnership’s Motor vehicles at an agreed value of K5
Million with the remaining Vehicles being taken over by the company at an agreed
value of K30 Million.

(ii) The Company agreed to purchase Plant and machinery at a value of K35 Million
and the inventory at a value at a value of K38, 500,000.

(iii) The Partners to settle the trade payables in full.

(iv) The trade receivables were not to be taken over by the company, the partners
received cheques on 1 January 2018 amounting to K12,985,000 in total from the
trade receivables in settlement of the outstanding debts.

(v) The partners paid the outstanding office expenses on 1 January 2018 and the
Landlord returned the rent paid in advance by cheque on the same day.

(vi)As a consideration for the sale of partnership, the partners were to be paid
K63,500,000 in cash by Keren Motors Ltd and to receive K75,000,000 in K1
Ordinary Shares to be apportioned equally among the Partners.

(vii)  All Matters relating to the dissolution of the Partnership and its sales to the
company took place on 1 January 2018.

REQUIRED

(i)

(if)

(a) Explain what the term Partnership Means. (2 Marks)

(b) List four partnership agreements. (4 Marks)

Prepare the following accounts;

(a) Partners’ Income Statement for the year ended for the year ended 31
December 2018(8 Marks)

(b) Realization account for the period up to and including January 2018. (5Marks)

(¢) Current accounts of the partners in (columnar form) for the year to 31 March
2007

(6 Marks)
END OF TEST
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SECTION A: COMPULSORY

QUESTION ONE

The directors of Michelo plc are considering a five-year project that has been proposed by the
company’s sales director. A customer is about to sell a very specialised milling machine that
has become surplus to requirements. This type of machine would cost tens of millions of
kwachas to buy new. Used machines are rarely sold on the open market. The machine has an
expected remaining useful life of five years and has been checked and certified by an
independent engineer.

The sales director proposes buying the used machine for K4’million and using it to
manufacture a new product for which Michelo plc owns some patent rights and which cannot
be manufactured in an economic manner without such equipment. The sales director
proposes taking out a five year lease on a factory building and using an employment agency
to provide labour for the five year period. The sales director estimates that it would be
necessary to invest a further K1'million at the start of the first year in addition to buying the
machine: a returnable deposit of K100,000 on the factory, K200,000 for the first year’s lease,
K400,000 for the opening inventory of raw materials and K300,000 for the initial payment for
labour.

The sales director has drafted the following budgeted annual income statement for the
project:

K’000
Revenue 2,600
Raw materials (400)
Factory lease (200)
Labour (300)
Depreciation of machine (800}
Other running costs 500
Profit 400

It is anticipated that materials, recurring lease payments and labour will be paid for annually
at the start of each year. Other running costs comprise the cost of electricity and other
operating costs and they will be paid for annually at the end of each year. Revenues will be
received at the end of the year in which they are earned.

At the conclusion of the project, the sales director anticipates that it will cost K300,000 to
dismantle the equipment and at that time it will be possible to reclaim 100% of the deposit
paid to the factory owner.

The sales director has shown this proposal to a potential lender, who has agreed to lend
Michelo plc K5'million at an interest rate of 7% p.a. This loan will be secured on Michelo plc’s
existing assets because the milling machine is deemed to be too specialised to be a suitable
form of security.
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The sales director proposes that the project should be evaluated at a required rate of return
of 7% p.a. because it will be financed by means of a self-contained loan package upon which
that rate will be charged. The finance director believes that the project should be evaluated
at a much higher rate than 7% p.a., but cannot state the specific rate that should be charged
without conducting a further analysis.

The finance director is also concerned that the sales director has ignored tax when preparing
the budgeted income statement.

Required

A. Calculate the net present value of the project using a discount rate of 7% p.a. and ignoring
tax. (18 Marks)

B. Explain why the required rate of return might be higher than the 7% rate charged by the
bank on the funding for the project. (7 Marks)

Total: 25 marks
SECTION: ANSWER ANY THREE (3) QUESTIONS

QUESTION TWO

Sebenzani plc is a quoted company. Its directors are reviewing the company’s long term
financial strategy. The company has been criticised for being financed largely by equity. It has
no significant long term borrowings. The board has asked for some calculations to enable
them to decide whether the company should consider borrowing in the future. The next
phase of expansion will require the company to raise K200m and will involve a general
expansion of the existing lines of business.

The following information has been obtained:

Current risk free rate 4%
Equity risk premium 5%
Current corporation tax rate 30%
Equity capital K1,000m
Sebenzani plc’s Beta 14

Probable gross interest rate on debt 7%
Required

A. Calculate Sebenzani pic’s expected weighted average cost of capital (WACC). (5 Marks)

B. Calculate Sebenzani plc’s expected WACC after the new finance has been raised assuming
that the finance is raised by borrowing. (10 Marks)

0

Explain the concept of CAPM in relation to cost of capital and risk. (5 Marks)
D. It has been suggested that company directors are often motivated by a desire to act in
their own best interests rather than those of the shareholders. Explain why directors
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might be reluctant to use the capital asset pricing model (CAPM) as a decision making
criterion for financial planning. (5 Marks)
Total: 20 marks

QUESTION THREE

Grow Ltd is a manufacturing company. The directors are meeting to discuss some aspects of
corporate strategy and also to plan for the publication of the annual report on the current
year’s trading. The following set of draft financial statements, combining actual results to date
and forecast figures for the remainder of the year, has been presented to the directors:

Grow Ltd

Forecast income statement for the year ended 31 December 2019

K’000
Revenue 5,000
Cost of sales (2,000)

3,000
Other operating costs 500

2,500
Finance charges 720
Net profit 1,780

Grow Ltd

Forecast balance sheet as at 31 December 2019

K’000 K’000
Non-current assets 17,500
Current assets
Inventory 167
Trade receivables 417
Bank _ 50
634
Total assets 18,134
Equity
Share capital 5,000
Retained earnings 4,870
9,870
Non-current liabilities
Loans 8,000
Current liabilities 264
18,134
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The directors are considering the effects of a proposal to invest in a major new piece of
equipment that will expand the company’s capacity and will create the potential to generate
substantial new cash flows. The equipment will have to be purchased almost immediately or
the opportunity to take advantage of the potential sales will be lost.

The equipment will cost K10m. Its acquisition will be funded by a loan paying annual interest
at a rate of 9%. The company will depreciate the new equipment at 10% of cost each year,
with a full year’s depreciation charged during the year ended 31 December 2019. Two
months’ interest will also be accrued on the loan. There will be very little additional business
this year because of the need to install and set up the equipment.

The directors’ only reservation about this proposal concerns the impact that it will have on
the company’s financial statements. They are concerned that they will look unprofitable and
more risky.

Required
A. Recalculate Grow Ltd’s figures to show the income statement and balance sheet as if the

new equipment had been acquired on the terms stated above. (9 Marks)

B. Calculate the return on capital employed and gearing ratios both before and after
adjusting for the effects of the acquisition of the equipment and comment on the results.
(7 Marks)

C. Explain whether it is logical for the directors to allow the proposal’s impact on the financial

statements to affect their decision about proceeding with the investment. (9 Marks)

QUESTION FOUR

The following data relates to Corn Ltd, a manufacturing company.

Turnover for the year K1,500,000
Costs as percentages of sales %
Direct materials 30
Direct labour 25
Variable overheads 10
Fixed overheads 15
Selling and distribution 5

On average:

(a) Debtors take 2.5 months before payment

(b) Raw materials are in stock for three months

(c) Work-in-progress represents two months’ worth of half produced goods
(d) Finished goods represents one month’s production
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(e) Credit is taken as follows:

(i) Direct materials ‘ 2 months
(ii) Direct labour 1 week

(iii)  Variable overheads 1 months
(iv) Fixed overheads 1 months
(v) Selling and distribution 0.5 months

Work-in-progress and finish goods are valued at material, labour and variable expense cost.

Required

Compute the working capital requirement of Corn Ltd assuming the labour force is paid for
50 working weeks a year. (25 Marks)

QUESTION FIVE

A.

You have been reading about the Office Computer Company (OCC), which currently
retains 90 percent of its earnings (K5 a share this year). It earns an ROE of almost 30
percent. Assuming a required rate of return of 14 percent, how much would you pay for
OCC on the basis of the earnings multiplier model? Discuss your answer (7 Marks)

. Drum Can Company'’s (DCC) latest annual dividend of K1.25 a share was paid yesterday

and maintained its historic 7 percent annual rate of growth. You plan to purchase the

stock today because you believe that the dividend growth rate will increase to 8 percent

for the next three years and the selling price of the stock will be K40 per share at the end

of that time.

(i) How much should you be willing to pay for the DCC stock if you require a 12 percent
return? (6 Marks)

(ii) What is the maximum price you should be willing to pay for the DCC stock if you
believe that the 8 percent growth rate can be maintained indefinitely and you require
a 12 percent return? (6 Marks)

(iii) If the 8 percent rate of growth is achieved, what will the price be at the end of Year 3,
assuming the conditions in Part ii? (6 Marks)

QUESTION SIX

Wankumbwa Chileshe plc was established nine years ago. The company has grown steadily
throughout that period and the directors are beginning to plan the next stage of expansion.
The company requires to raise a substantial amount of finance in order to grow and the
directors are considering the options that are open to them.
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One possibility is to raise funds through borrowing. Another would be to raise further equity,
although the directors are of the opinion that they might have to seek a stock exchange
quotation in order to do so.

Required

A. Describe the tax implications of selecting a source of finance from the point of view of the
company and the provider of the finance. (7 Marks)

B. Explain why it might not always be appropriate for management to choose the least
expensive form of capital whenever new finance is required. (6 Marks)

C. Explain the advantages and disadvantages of seeking a stock exchange listing. (7 Marks)
D. All of Wankumbwa Chilesha plc’s shares are held by the directors, all of whom are actively

involved in the running of the company. Describe one advantage and one disadvantage of
having a “tight” shareholding. (5 Marks)

END OF EXAMINATION
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Present value of an annuity of 1 Pe.

Where = discount rate
= number of periods

R W
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»
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Annuity Table

Discount rate (v

Periods
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Section A: Read the case below and answer questions that follow
Strategic innovation at Hind:ustan Lever Ltd

Large multinational corporations may still need to tailor their products and services to
local market needs.

Lnilever is one of the world’s bicaest consumer products companies. It seeks to establish
‘s brands on a global basis ¢nd support them with state-of-the-art research and
ravelopment. However, it is ac tely aware that markets differ and that, if it is to be
global, it has to be prepared to adapt to local market conditions. It also recognises that
If it is to have global reach, it hes to be able to market its goods in poorer areas as well
as richer areas. Indeed it estimates that by 2010 half of its sales will come from the
developing world — an increase cof over 30 per cent from the equivalent figure in 2000. In
the rural areas of India Hindustzn Lever is setting about marketing Unilever’s branded
¢oods in ways suited to local cor ditions. Much of the effort goes into marketing branded
coods in local *haats” or market “laces, where Unilever representatives sell the products
from the back of trucks using lou.dspeakers to explain the brand proposition.

Local executives argue that, poo- as people are, they ‘aren’t naturally inclined to settle
for throwaway versions of the re =l deal — if the companies that make the real deal bother
to explain the difference’. To helr: develop the skills to do this Lever management trainees
7 India begin their careers by =pending weeks living in rural villages where they eat,
zleep and talk with the locals: “ince you have spent time with consumers, you realise
tnat they want the same things you want. They want a good quality of life.” The same
executives have innovated furth - in the way goods are marketed. They have developed
¢irect salas models where womr n, belonging to self-help groups that run micro credit
“perations, sell Lever products =c as to make their collectives’ savings grow. Where
television viewing is uncommcn, Hindustan Lever marketing executives have also
~ounted thousands of live shov s at cattle and trade markets, employing rural folklore.
The aim here is not just to push the Lever brands, it is to explain the importance of more
Trzquent washing and better hyc 'ane.

indeed sales personnel attend religious festivals and use ultraviolet light wands on
neopie’s hands to show the dang=rs of germs and dirt. But it is not just the way the goods
zre markated that is tailored tc rural India. Product development is also different. For
example, Indian women are very oroud of the care of their hair and regard hair grooming
es a luxury. However, they tend 1o use the same soap for body washing as for washing
~eir hair. So Lever has dedicated research and development efforts into finding a low-
cost soap that can be used for tt:z body and for the hair and which is targeted to smaller
“owrs and rural areas. As Keki T -diseth, a director of Hindustan Lever, puts it: ‘Everyone
w:ants brands. And there are a lc~ more poor people in the world than rich people. To be
z ¢lobal business . . . you have * - participate in all segments.’

wordnate Schoot of Business Examinations



{Question One

What are the challenges and onportunities a multinational such as Unilever faces in
developing global brands whilst =ncouraging local responsiveness? (14 marks)

Outline any three (3) sources of risks a multinational, such as, Unilever is likely to face
(6 marks)
Cruestior: Two

Multinationals have been criticize . for marketing more expensive branded goods in poorer
zreas of developing countries.

a) Explain why and how a firm's pricing strategy might vary among countries

(10 marks)
b) Exolain why it might make sense to vary the attributes of a product from country
to country. (10 marks)

Total: 40 marks

Section B: Answer any three (3) questions

(yuestion Three

international Businesses usually have to make decisions regarding the location of their
oroduction activities.

Explain the factors that may infliizance the decision regarding location of production
facilities for such a business. (20 marks)
Question Four

The pattern and direction of traca of foreign direct investment has grown over the
years.

a) Explain the benefits and costs of FDI on Home country and Host country.
(14 marks)

h) Wrat steps can the government take to restrict inward FDI. (6 marks)
Total: 20 marks

Cuastion Five

a) =xplain how cultural elem:nts influence international business. (15 marks)

b) Explain why managers may fail to thrive in foreign postings. (5 marks)
Total: 20 marks
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Question Six

a) Identify the factors that irfluence a firm's decision of whether to source supplies

from within the company or to outsource suppliers. (12 marks)
b) Describe any two (2) syst=ms that can be put in place to efficiently manage a
glebal supply chain. (8 marks)

Total: 20 marks
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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 eise.’

‘What did you do then?’ Kevin questioned. ‘I decided to do something completely
different. 1 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, ‘| 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.

| 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 | 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]

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 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 (20 Marks) Answer all questions
Short paragraph questions-

1. Contemporary transportation provision and planning work against the
broader goals of creating better places. Some common pitfalls in
contemporary transportation planning that contribute to this problem
include: (5 marks).

2. Differentiate between goals and objectives in relation to transport
planning (4 marks).

3. What are the Four Steps of Conventional Transportation modeling (4
Marks).

4. What are the three types of Traffic Signals (3 Marks).

5. What are some of the Elements of a Fleet Safety Program (4 Marks).

Section B (30 Marks) Attempt two questions
Discussion questions.
1. Narrate the appropriate design criteria for General road design

principles. (15 marks)

2. Describe your understanding on “Effective fleet management”, analyse
the elements involved. (15 Marks)

3. Fleet safety is a key factor when addressing transport planning, what are
some of the factors contributing to Traffic Deaths and Injuries. (15
Marks)
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SECTION A (COMPULSORY)

Question One

Assume that you work for Green Research Ltd, a rescarch 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 tor them to design any intervention strategies they must first understand

the situation. You have been tasked to carry out a study on this issue.
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 use 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 are opting to bypass them. Explain five (5) possible reasons
for doing this.(10 Marks)

b) Provide five advantages that intermediaries provide. (5 Marks)

¢) 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 households 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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QUESTION 1

(a) Explain role of selling in a market economy (10 marks)
(b) Define the Personal Selling Process and briefly explain the stages involved

(10 marks)

(¢) In sales management it is important to come up with objectives, what are the main

reasons for coming up with sales objectives in a company? (5 marks)
) ~ (Total 25 Marks)
QUESTION 2
(a) Define a good Sales Plan? (5 marks)

(b) What are the five main steps involved in the development of a Sales Plan? (10 marks)

(c) Explain the relationship between a sales plan and the organization’s mission and

objectives? (6 marks)

(d) What is benchmarking? (4 marks)

(Total 25 Marks)
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QUESTION 3

(a) What are the functions of a Sales Person? (5 marks)
(b) What are the qualities of a Sales Executive? (5 marks)
(c) What are the steps involved in the setting up of a sales organization?

Explain them. (9 marks)
(d) Define the following types of organizations:

(i) Line

(i) Line and Staff

(iii)  Functional : (6 marks)
(Total 25 Marks)
JUESTION 4
(a) When recruiting sales people, there are two main sources of employees; Internal and
External sources.
Define the two sources and give at least three examples of each (10 marks)
(b) Describe briefly the process of personnel selection and explain the main stages

involved in sales personnel selection (10 marks)

(c) Mention the phases of the sales force interview process ( 5 marks)

(Total 25 Marks)



QUESTION 5

(a) Define Sales Training? (4 marks)
(b) What is the main purpose of sales training in companies (5 marks)
(c¢) Explain why it is important for an organization to succeed (6 marks)

(d) Mention some of the strategies which companies use to train their sales people

(5 marks)
(e) Why is it important to motivate Sales force? (5 Marks)
] .
(Total 25 Marks)
QUESTION 6
(a) Define what is meant by sales territories (5 marks)

(b) What are some of the factors which you consider when designing sales territories?

(5 marks)
(c) What are Sales Quotas and why are they important? (5 marks)
(d) Give at least five types of sales quotas (5 marks)
(e) Explain what is meant by Sales -By- Objectives (5 marks)

(Total 25 Marks)
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SECTION A (ANSWER ALL QUESTIONS FROM THIS SECTION)

Question One

You are a communications director at XYZ limited which is operating in a fast-moving
consumer goods industry. It is brought to your attention that one of your biggest selling
products is faulty, or even dangerous. How would you go about communicating this to your

different stakeholders, and minimizing the damage?

(20 Marks)

Question Two

The concept of integrated marketing communication has meant that less emphasis is placed on
advertising as a communication strategy and more time, attention and budget is spent on ‘below
the line’ elements of the communication mix such direct mé_rketing communications, sales
promotions, public relations and personal selling. Discuss

(20 Marks)

SECTION B (ATTEMPT ANY TWO (2) QUESTIONS FROM THIS SECTION)

Question Three
Describe the promotion mix tools for communicating customer value. Why is public relations

considered a key part of the promotional mix. (20Marks)

Question Four

International Marketing involves the performance of business activities designed to direct the
flow of a company’s goods and services to consumers or users in more than one nation.
Marketing communications in international markets needs to be conducted with care. Outline

the challenges that companies face in the area of International Communications.



Question Five
Write brief notes on the following
a) Sponsorship
b) Print Media
¢) Corporate Image
d) Global Marketing

End of Examination

(20 Marks)

(20marks)
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ANSWER ALL QUESTIONS (20 MARKS EACH)

1. Discuss the definitions of culture. Different cultures communicate through various
levels of context. Outline these contexts and evaluate how Zambia fits into the
different contexts.

2. Novinger (2001) has observed that, “The successful intercultural communication
process best begins with goodwill on both sides. However, an individual’s negative
reactions and evaluations of a foreign culture may create intercultural communication
barriers” (p. 23). In view of this statement, discuss the intercultural communication
challenges you think are faced by the Asian employers in Zambia.

3. With relevant examples of Zambian ethnic groupings, show how perception and
stereotyping can cause intercultural communication barriers.

END OF EXAM
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SECTION A

QUESTION ONE

Read the following case and answer the questions that follow:
Jacob Zuma and the Theft of South Africa

JOHANNESBURG — South Africa’s ruling African National Congress will meet on Dec. 16 to
elect a new party president. It will do so in the throes of a debilitating crisis. A decade of
Presidert Jacob Zuma’s leadership has seen Africa’s oldest liberation movement become a
caricaturs of corruption and factionalism.

The AN.C.’s electoral support is in steep decline. In the 2016 municipal elections it lost control
of the capital city Pretoria, as well as South Africa’s economic powerhouse, Johannesburg. Its
historica! alliance with the South African Communist Party is all but dead. The Congress of
Scuth African Trade Unions, its other partner, is in deep crisis. It is unlikely that the AN.C. will
win the 019 national and provincial elections outright.

At the center of the party’s troubles is a business family, the Guptas. Led by three brothers —
Alay Guota, Atu! Gupta and Rajesh Gupta — the family moved to South Africa in 1993 from
Szharanyur, a small, impoverished town in the northern Indian state of Uttar Pradesh.

When th2 Guptas arrived in South Africa, they astutely acquired citizenship as naturalized
“blacks™ to benetit from the country’s black economic empowerment laws. The Guptas, who
started their South African life with a computer business, befriended and employed President
Zuma’s son, Duduzane Zuma, and eventually appointed him a director of one of their companies.

in this way thev positioned their various enterprises as black businesses, waging a relentless
battle against “white monopoly capital.” They even started a newspaper and a television channei
ic advance the cause. It earned them generous support from President Zuma, who has been ruling
South Afiica since 2609. The Guptas rose to be among the wealthiest people in South Africa.

Under ths Zuma administration, the Guptas have become part of a shadow state, where political
power, is often exercised from their private residence in Johannesburg rather than through
constiturona! bodies, the South African cabinet or the AN.C. itself. As their influence has
grown, iaey havs freated the country as their private estate. They used the country’s main
railitary irpors to land guests for a family wedding. The wedding itself was Yargely paid for by
the Free siate nrovincizl government.

s
W

The audting fire: KPMG has recently come under fire for failing to flag this transaction. Other
international corporations are simtlarly complicit in Gupta-engineered corruption. McKinsey
worked with a Gupta-linked company, Trillian, on a job worth millions of dollars, for Eskom, the
state power utility. The Guptas helped broker a locomotive deal with a Chinese manufacturer,



earning 3.6 billion rand (about $410 million) in kickbacks from the 30 billion rand (about
1JS$2.19 billion) deal.

Meanwtk:ile, President Zuma has purged key state institutions of honest and professional people
to appoint acolytes. At the South African Revenue Service, the country’s tax authority,
investigations into poiitically connected individuals evading taxes have been shut down.

Jacques Pauw, = ceiebrated anti-apartheid journalist, recently exposed how President Zuma
himself is a delinguent taxpayer. In the specialized police force, the Hawks, criminal
investigations are delayed or simply do not happen. The prosecutions authority has also been
captured. Even if cases are investigated, they do not find their way to court.

Presider: Zuma had more than 700 charges of fraud and corruption pending against him, but a
top prosecutor withdrew the charges in 2009. Earlier this year, the High Court in Pretoria ruled
that the ¢ scision a0t i¢ charge him was irrational. In October, the Supreme Court of South Africa
urheld t-e High Court decision.

All this rzkes plece in the context of weak economic growth and rising poverty and inequality in
the courry. South Africa has still not recovered from the global economic crisis that began in
2608. E-onomic growth has been broadly in decline for the past five years. Gross domestic
product '3 sluggish at under 1 percent — well below the population growth rate of 1.6 percent.

Uaempi ymer1 s nearing a shocking 28 percent. If discouraged work seekers are included, 26.6
percent T South Africans are unemployed. The youth unemployment rate hit 55.9 percent in the
sesond ¢ warter of 2017, Sincs 2013, more than half of eligible young workers have not been able
1o find joos.

These cruel figures map onto historical patterns of race and gender inequality. Six in 10 South
Africans live on less than $3,090 per year, but 2.2 percent of the population has an annual
income =xceeding $26,000. Poverty remains largely a black experience. Eighty percent of the
pepulaticn is categorized as poor, but 90 percent of black South Africans fall into this category.

For the » N.C.. which has for decades presented itself as a unifying force for democratic change
and development, the country’s economic stagnation is an existential threat. The reasons for the
couniry’: econoric decling are varied and complex. But policy complexity doesn’t play weli in
politics,

Through the work of z London-based public relations firm, Bell Pottinger, in close collaboration
with the Gupia family, the analysis that stuck, especially in AN.C. circlesiwas that “white
rmonopoly capital” was the problem. That is, growing racial inequality was the result of the
stranglenold that whites exercised over the economy. The argument resonated because it is true
that patiorns of ownership and control in the economy are racially skewed. But it was also a
sharp departure from the A.N.C.’s historical commitment to non-racialism.

Presider: Zuma .
presiden: of So

\as served his two terms as the president of the AN.C,, and his tenure as the
¢a Africa ends in 2019. The next president of the A.N.C. will be the president of
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the country if the party wins the national elections. The front-runners in the race for the AN.C
president are Cyril Rernaphosa, the former unionist turned businessman and Nkosazana Dlarmm—
Zuma, the former head of the African Union and President Zuma’s ex-wife.

Apart frem personalities, the choice ultimately comes down to whether voting delegates believe
that the country’s direction under President Zuma represents the best future for South Africa.

If they ¢+ not, taere is 3t least a chance of a democratic opening in the A.N.C. Maybe then South
Africans can begin i ook for solutions to their daunting problems that are not based on crude
pztionalizm and racial essentialism.

An earlis

- versicn of this article mischaracterized the relationship between the consulting firm
s and a company linked to the Gupta family, Trillian. They cooperated on work for the
South A‘rican utility Eskom; McKinsey did not pay Trillian.

Scuree: Jundsy Times 19 November 2017,p.3

“above case study, discuss at least five crisis communication failures on the party
=nd Government. {20 marks]

by Mak: rec

smmendations for effective crisis communication and corporate reputation
manager:ent for both Government/party and or the Guptas . [20 marks]

SECTION B
QUEST ONTWO

“Crisis ¢ ymm anisation is the most challenging part of Public Relation work’ Comment on this
assertion. [25 Marks]

QUEST ON TEREE
Discuss :ny eight major principles of crisis management according to Cutlip et al (2005). {20
Wiarksi

QUESTION PUUR

2

‘Crisis Communication consists of a complex and dynamic configuration of communicative
processer which evolve before, during and after an event, a situation or course of events that is
seen as ¢ crisis by an organization and/or more of its stakeholders.” How far do you agree with
thz above statemsnt with reference to challenges facing Crisis Communication in a dynamic and

changing worid? {20 marks]



QUESTION FIVE

Corporats Identity management is very crucial for many corporate organizations. With relevant
examples, discuss any SIX {6) methods which have been successfully used by many corporate
organizasions to manage the identity process.

QUESTION &IX

Organizztions must take the time to build better relationships with members of the media. This
task is vsually handied by the company’s Public Relations Department. Explain thoroughly n
how an =ffective external communication program should be implemented to reduce crisis at
organiza:iona} or nationa: ievel. [20 marks]

QUEST!ON SEVEN

‘Cholers nutbreax in Zambia has shown lack of effective crisis communication and reputation
manager-ent o e patt of government and health related NGOs .*Comment [20 marks}
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SECTION A
QUESTION ONE
Read the following case and answer the questions that follow:

Men walking in the Gacaca court’s archives in the Rwandan capital Kigali in 2014 where hundreds of
stacked boxes hold the trial case documents of almost 2 million people that have been tried before the
traditional Gacaca courts between 2001 and 2012.

Often lauded by international observers, Rwanda’s gacaca courts have long been held up by their
proponents as a model for successful, post-conflict reconciliation efforts. Confronted with the nearly
impossible challenge of rebuilding a country after genocide, Rwanda needed a mechanism to hold those
who committed genocide accountable in an efficient and effective manner. The solution was gacaca: a
system of 12,000 community-based courts that sought to try genocide criminals while promoting
forgiveness by victims, ownership of guilt by criminals, and reconciliation in communities as a way to
move forward. While the organizers and leaders of the genocide were mostly sent for trial at the
International Criminal Tribunal for Rwanda in Arusha, Tanzania, gacaca courts tried more than |
million ordinary people who served as the foot soldiers of the genocide.

Relying on dozens of interviews, quantitative analysis of data on genocide crime prisoners, and firsthand
observations of gacaca court proceedings in four regions of Rwanda, Anuradha Chakravarty’s new book
suggests that the reality of gacaca is much more complicated. In “Investing in Authoritarian Rule:
Punishment and Patronage in Rwanda’s Gacaca Courts for Genocide Crimes,” Chakravarty offers a
detailed and nuanced look at the ways that Rwanda’s ruling party used the courts to build its own
legitimacy, as well as the ways that participants in the courts viewed their role in punishing the guilty
through the gacaca process.

Her findings are unsettling and suggest that the gacaca process was far more political and much less
conciliatory than the casual observer might want to believe. Chakravarty’s central argument is that
Rwanda’s ruling party, the Tutsi-dominated Rwandan Patriotic Front (RPF), used gacaca courts as a
tool of patronage to build the new, post-genocide government’s legitimacy, which in turn allowed the
RPT to entrench its rule into the virtually unchallenged authoritarian system in Rwanda today.

Chakravarty convincingly demonstrates that the RPF’s post-genocide consolidation of power in Rwanda
evolved based on the cooperation of individual Hutus, who constitute the vast majority of Rwanda’s
population and many of whom had committed genocide crimes. While the early RPF consolidation of
power “depended on the use of blatant force through killings and arbitrary arrests,” as time passed a
system of mutual benefit developed between the RPF and the majority Hutu population it sought to rule.
Writes Chakravarty:

In denouncing others, submitting self-incriminating confessions, and judging their friends and co-
ethnics. thousands upon thousands of individual Hutu acted upon and enforced RPF rules, reinforcing
the regime with their cooperation in exchange for reduced sentences, security guarantees, the possibility
of private gains in the form of personal vengeance or economic windfalls, and opportunities to access
public power and social prestige. The RPF unleashed a stream of individualized benefits and sanctions

that made “opportunistic investors” of ordinary Hutu who backed RPF rule in their own interests.



Thus it was that through the strengthening of a form of patronage that provided Hutus with protection
from problems and access to opportunities, it was Hutus themselves who built and reinforced the RPF’s
authoritarian rule, particularly through participation in and performance at the gacaca courts.

This incentive-based relationship, though, was not without risks. Because the RPF was the only option
for any Hutu seeking to gain better status or avoid worse punishment for crimes, those Hutus had no
choice but to work within the RPF’s system of patronage, but this did not mean that most Hutus
accepted “that the RPF were legitimate rulers with the requisite clean hands.”

Importantly, Chakravarty does not argue that the RPF intended this outcome from the gacaca process;
rather, the social processes of clientelism and increasing authoritarian control evolved over time in
response to the incentives that gacaca and other post-conflict rebuilding processes set in place. She
arounds her findings in a deep understanding of the role patronage relationships have played in
Rwandan history and argues that clientelism has always driven relationships between powerful and
ordinary actors in Rwanda. Thus, the decision to go along with the gacaca proceedings was a case in
which “vulnerable individuals implicitly understood that they needed to solicit the protection and good
will of this unrivaled patron.”

Unfortunately, these incentives led to negative outcomes for many Rwandans, particularly those who
were falsely accused of participation in genocide. Chakravarty shows how Rwandans, faced with
competing loyalties to- different family and clan members alongside the need to demonstrate
commitment to the gacaca courts, made decisions about whom to denounce and at what times to do so.
Fortunately. she finds that “gacaca courts had secured some local peace,” preventing further violence
and limiting the space for disputes to escalate into more dangerous situations. That limited space is a
double-edged sword, however, as authoritarian control is essential to maintaining it.

Chakravarty’s findings suggest the need for much more scholarly work on the “tacit bargains™ that
govern relations between elites and mass publics in the aftermath of atrocity crimes; as she notes, the
bargain expressed in and built through the gacaca process is not an inter-elite legislative or ruling party
bargain. but rather “an informal elite-mass social contract that consolidated the new order by tying the
new elites to their social constituents, and demonstrating to them (‘clients’) the benefits of cooperating
with and advancing within the system.” Of particular interest is a question Chakravarty raises in the
context of comparison with Nazi Germany’s postwar accountability and justice processes: the ways that
individual citizens having a choice of patrons rather than being forced to rely on a sole patron (as in
Rwandan) influences outcomes in modern transitional justice processes.

Chakravarty’s work is an indispensable read for anyone interested in transitional justice, post-conflict
reconciliation or Africa’s Great Lakes region. Comments from her subjects on topics ranging from how
Hutus and Tutsis perceive the RPF’s dominance to whether the gacaca courts actually provided justice
offer invaluable insight into how ordinary Rwandans think about their relationship fo their government
and whether reconciliation has really happened since the genocide ended. Chakravarty does not evaluate
whether gacaca was a success, nor does she claim that gacaca was Rwanda’s only potential path to
authoritarian rule, but her findings should compel more scholars to explore comparative cases in which
vulnerable populations might respond to incentives that lead to the consolidation of authoritarian rule in
the wake of mass atrocities. Source: https:// www.washingtonpost.com/news/monkeyv-/ Rwanda’s
gacaca courts are hailed as a post-genocide success. The reality is more complicated (June 2, 2017)




a) Examine five major advantages of this form of ADR that were professionally handled. [20 marks]
b) What criticisms could be levelled against Rwandan Government over its conduct in Gacaca?

{20 marks]
SECTION B

QUESTION TWO

“In promoting access to justice., the modern civil justice should offer a variety of approaches and options
to dispute resolution, citizens should be empowered to find a satisfactory solution to their problem
which includes the option of court based litigation but as part of wide menu”. Convention and Protection
of Human Rights and Fundamental Freedoms. How far do you support this assertion?

QUESTION THREE

Discuss why Alternative Dispute Resolution is not easily implementable in Africa. {20 marks]

QUESTION FOUR

‘“The African Union (AU) and most of the regional organizations on the continent have a mandate to
engage in mediation and other forms of conflict resolution but have dismally failed. ‘Critically evaluate
this statement. {20 marks]

QUESTION FIVE

ADR represents a fundamentally different approach to conflicts than the traditional justice system model
and is also consistent with the kind of paradigm shift from the well- known approaches of traditional
justice. (Brynt and Lane 2013) Discuss. [20 marks]

QUESTION SIX

“If 1 had six hours to chop a tree, I would spend the first four hours sharpening the axe and the
remaining two hours chopping the tree.” (Abraham Lincoln). Comment this is relation to the process of
negotiation. [20 marks]
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QUESTION ONE

[15 Marks]

(a) State the Concept or term being described by each of the following (The
first one has been done for you as an example)

(5 Marks]

Concept/term

Description

Utility

1.

The property of the good or commaodity which satisfies the wants
of a consumer.

2.

Jane considers the value of K50 to be more when broke as
compared to when she has plenty of money.

It has been assumed that a seller can foretell the dynamic behavior
of his customers even before implementing discount promotions.

The slope of the Total Utility curves, it’s the changes in the total
udlity for a change in the units of the goods consumed.

The utility derived from the consumption of a good reduces as one
consumes more units of that good.

Alex has been studying with the light on all night even through this
disturbs everyone in the room because he understands better in the
night.

The consumer always knows the correct prices of goods and fully
understands the pleasure that can be derived from a good.

Melody is allowed to choose between bananas and oranges with
respect to preferences. She can also be indifferent between the
dual if she wishes.

Musonda decided to carry home about 5 bottles of Fanta despite
taking 3 bottles at her friend’s wedding,

10. A table which represents different combinations of two goods for

which the consumer is indifferent

11.The rate at which a consumer is willing to exchange one good for

the other
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(b) With the aid of suitable diagrams, explain the following: [ 10 Marks]
(1) The Demand curve can be derived from the Marginal Utility curve
() At the point of consumer equilibrium, the marginal rate of
substitution is equal to the price ratio of the two goods.
(i)  The assumption of transitivity means that indifference curves cannot

intersect.
(tv)  An increase in consumer income increases the budge space.
QUESTION TWO [15 Marks]

(@) Complete the following table and answer the question which follows:

Units of | Marginal Utility of | Marginal Utility
good X of Y
1 35 20
2 30 18
3 25 16
4 20 14
5 15 12
6 10 10
7 5 8

Given that the price of good X is K35, the price of good Y is K2 and the income is

K34. Use the Principle of Equi-marginal utility to find the optimal combinations of
X and Y for this consumer. " [5 Marks)]

(b) The following statements are concerning Marginal Product (MP), Average
Product (AP) and Total Product (TP). Draw the MP and AP curves on the
same graph and then State Whether they are TRUE or FALSE: [5 Marks]

1. When the MP curve is falling, there are increasing returns.
. When the AP curve is constant, the MP curve is falling.
ii.  When the AP is rising, there are decreasing returns.
iv.  When there are negative returns, MP is constant.

v.  When the MP is maximum, AP curve is falling.
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(9 Consider the case of supplying The AVENGERS movie at the cinema and
state whether the following are FIXED or VARIABLE costs.
[ 5 Marks]
1. Cinema rights in order to legally show the movie.
ii.  Cost of pop-cotns and drinks for movie customers during the screening.
ii.  Monthly wages for attendants paid on a per-movie basis.
tv.  Cost of cleaning the cinema after each movie screening

v.  Costs of producing bill-boards for advertising the movie

QUESTION THREE [15 Marks]
(2) Draw the ATC, AVC, AFC and MC curve on the same diagram.
(2.5 Marks]

(b) If ATC=AVC, redraw the costs curves in (a) above in order to show the
changes that would occur. [ 2.5 Matks]
(¢) With the aid of 3 suitable diagrams, explain why a firm under monopoly may

earn normal profits, supernormal profits or losses in the long-run .

[5 Marks]
(d) State whether the following are TRUE or FALSE (Correct answers without
corresponding justifications will not be rewarded): [ 5 Marks]

@) Price elasticity of demand is Synonymous to own-price elasticity of
demand.

()  If the income increased by 8 percent and demand decreased by 4
petcent, the price elasticity of demand is -0.5.

() A commodity with positive income elasticity of demand can be said
to be an inferior good.

(v) A commodity which experiences a decrease in revenue after a
reduction in price has elastic demand.

(v)  Price elasticity of demand is always negative for giffen goods.
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QUESTION FOUR [15 Marks]

(a) What is the difference between economies of scale and Returns to Scale

[5 marks]

(b) State the type of Returns to scale being exhibited by the following
production functions:
[5 Marks]
1. 2Q = F(2K,2L)

i 3Q = F(4K,4L)

u.  4Q = F(3K,3L)
(¢) Using the demand and supply model, explain how equilibrium in the market

can be restored after the following:
(5 Marks]

@ Imposing a price above the equilibrium price
()  Imposing a price below the equilibrium price
(i)  Anincrease in the price of a complement good
(iv) A decrease in the cost of raw materials.

(v)  Animprovement in technology.

END OF EXAMINATON
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SECTION A: ANSWER ALL QUESTIONS
1. 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) It shows 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 setvices.
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. The demand for money for speculative purpose is related to the function of money as a;
a) medium of exchange.
b) store of value.
¢) unit of account.

d) generally acceptable means of payment.



6. 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.
¢) the return on money that is saved for the future.
d) the opportunity cost of holding money.

7. In an open market purchase, the Reserve bank.........o..oovevvoveovoo government bonds

a) buys, increases
b) buys, decreases
c) buys, maintains
d sells, increases
8. If the Reserve bank wants to pursue a contractionary monetary policy, the bank should;
a) raise interest rates and sell securities
b) lower interest rates and sell securities.
©) raise interest rates and buy securities.
d) lower interest rates and buy securities.
9. If the cash resetve ratio is increased, the credit multiplier
a) will decrease.
b) will decrease, as long as banks hold no excess reserves.
c) could either increase or decrease.

d) will increase.

10. 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.



11. If the kwacha appreciates against other currencies in the exchange rate market, this will;
a) have no effect on the Zambian cutrent account.
b) worsen the Zambian current account.
¢) improve the Zambian current account.
d) have an effect depending on the other currencies in the market.
12. 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 1s also called nominal GDP.
c) Real GDP measures GDP less depreciation of capital.
d) Real GDP will always change when prices change.
13.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) expott prices relative to import prices.
d) the difference between the value of exports and that of imports.
14. When the Gross Domestic Product is measured
a) the total value of final setvices 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.

15. The consumption function telates the consumption expenditure decisions of households to
a) investment decisions of firms.
b) savings decisions of households.
¢) the level of disposable income.

d) the nominal interest rates.



16. As disposable income increases, consumption expenditure
a) increases by the same amountl
b) increases by a smaller amount.
c) increases by a larger amount.
d) remains constant.
d) between 1 and 10
17. 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.

18. The. oo, demand for money arises out of the need to hold money as a2 medium
of exchange. This demand for money is a function of.......................

a) precautionary; interest rates
b) transactions; national income.
c) speculative; interest rates.
d) precautionary; national income.
e) transactions; interest rates.
19. A tax is progressive 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.
20. 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.
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21. Aggregate demand will increase if
a) consumption falls
b) investment falls
¢) export falls
d) import falls
22. If people are made unemployed because of a fall in aggregate demand, this is known as.
a) frictional unemployment
b) Seasonal unemployment
c) cyclical unemployment
d) structural unemployment
23. 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

24. 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

©) increase aggregate demand, and stimulate investment spending

d) decrease aggregate demand, as well as investment spending

25. 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



SECTION B
QUESTION ONE
A hypothetical economy is given by the following identities.

C=2500+05YD

I'=1500
G = 2000
T =0.2Y
X = 6000

Z=5000+0.2Y

a) What is the value of total autonomous expenditure?

b) What is the value of the multiplier for this economy?

c) What is the value of induced consumption expenditure at the equilibrium level of income?
d) What 1s the value of the budget deficit or surplus at the equilibrium level of income?

e) What is the value of Net exports or trade balance at the equilibrium level of income?

f) Given that full employment is reached at a level of 14, 300, by how much should we change
investment so as to achieve full employment income?

QUESTION TWO
a) What 1s Inflation
b) Use graphs to discuss Demand- Pull Inflation and Cost Push Inflation. Clearly explain the
causes, effects and solutions (Hznt: discuss them separately and use well labelled diagrams)

QUESTION THREE
a) List five (5) main functions of the Bank of Zambia
b) Give an account of the three (3) monetary policy instruments the central bank uses to

influence money supply and interest rates (Hint: Clearly explain both expansionary and
contractionary monetary policy).

END OF SUPPLEMENTARY EXAMINATION
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INSTRUCTIONS:
1. The Paper has a Total Number of THREE (3) Questions; Answer ANY.
2. Marks Allocation Indicates the Depth of the Answer Expected

QUESTION ONE

A.
December 31, 2017 December 31, 2018
Price Shares Outstanding Price Shares Outstanding
Stock K 20 100,000,000 32 100,000,000
Stock M 80 2,000,000 45 4,000,000*
Stock R 40 25,000,000 42 25,000,000

*Stock split two-for-one during the year
Required
Based on the above information on stock price and shares outstanding;

(a) Compute the beginning and ending values of a price-weighted index.

(b) Compute the beginning and ending values of a market-value-weighted index.
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(c) Compute the percentage change in the value of the price-weighted index. (3 Marks)

(d) Compute the percentage change in the value of the market-value- weighted index.
(3 Marks)

B. There is a wide variety of information sources on global investments to meet the
requirements of a diverse investor group that wishes to participate in global investment
opportunities. Describe the kind of information contained in each of the following

sources:
(a) Survey of current business ' (3 Marks)
(b) Theoretical analysis (3 Marks)
(c) Empirical analysis (3 Marks)
QUESTION TWO

A. Foreign bonds are identified by their country of origin and among the available foreign
bonds are Eurobonds, Yankee bonds and international domestic bonds. Briefly explain

each of the three bonds. (9 Marks)

B.
PRICE SHARE

Company A B C A B C
Day 1 12 23 52 500 350 250
Day 2 10 22 55 500 350 250
Day 3 14 46 52 500 175* 250
Day 4 13 47 25 500 175 500**
Day 5 12 45 26 500 175 500

*Split at close of Day 2
**Split at close of Day 3

Required
(a) Calculate a Dow Jones Industrial Average (DJIA) for Days 1 through to 5. (12 Marks)
(b) What effects have the splits had in determining the next day’s index? (4 Marks)
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QUESTION THREE

Shengo Kaweche had bought shares in Guild Limited a company listed at the Lusaka Securities
Exchange (LuSE) and Soweto incorporated a Johannesburg Stock Exchange listed company.
The following data shows the returns earnings of the two companies over a period of five

years.

Year Guild Ltd Soweto Inc
1 5 7
2 8 6
3 8 9
4 10 11
5 13 12

Required

In relation to Shengo’s investments Compute and INTERPRET each of the following;

A. Covariance (15 Marks)
B. Correlation coefficient (10 Marks)

END OF TEST
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INSTRUCTIONS:

1. The Paper has a Total Number of Five (5) Questions;

2. Answer a TOTAL of Four (4) Questions. Question ONE (1) is COMPULSORY.
3. Marks Allocation Indicates the Depth of the Answer Expected
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QUESTION ONE - COMPULSORY

The following information has been extracted from the books of Tubombe, a limited liability
company, as at 31 October 2018.

Dr Cr
K'000 K'000
Cash 15
Insurance 75
Inventory at 1 November 2017 350
General expenses 60
Energy expenses 66
Marketing expenses 50
Wages and salaries 675
Discounts received 50
Share premium account . 200
Retained earnings at 1 November 2017 315
Allowance for receivables at 1 November 2017 40
Sales revenue 5,780
Telephone expenses 80
Property expenses 100
Bank 94
Returns inward 95
Trade payables 290
Loan note interest 33
Trade receivables 900
Purchases 3,570
7% loan notes 470
Irrecoverable debts 150
K1 ordinary shares 1,800
Accumulated depreciation at 1 November 2017
Buildings 360
Motor Vehicles 80
Furniture and equipment 420
Land at cost 740
Buildings at cost 1,500
Motor vehicles at cost 240
Furniture and equipment at cost 1,200 .
9,899 9,899

You have also been provided with the following information:

a) Inventory at 31 October 2018 was valued at K275,000 based on its original cost. However,
K45,000 of this inventory has been in the warehouse for over two years and the directors
have agreed to sell it in November 2018 for a cash price of K20,000.

b) The marketing expenses include K5,000 which relates to November 2018.
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c) Based on past experience the allowance for receivables is to be increased to 5% of trade
receivables.

d) There are wages and salaries outstanding of K40,000 for the year ended 31 October 2018.

e) Buildings are depreciated at 5% of cost. At 31 October 2018 the buildings were
professionally valued at K1,800,000 and the directors wish this valuation to be
incorporated into the accounts.

f) Depreciation is to be charged as follows:

(i) Motor vehicles at 20% of written down value
(ii) Furniture and equipment at 20% of cost

g) No dividends have been paid or declared.

h) Tax of K150,000 is to be provided for the year.

i) During October 2018 a bonus issue of one for ten shares was made to ordinary
shareholders. This has not been entered into the books. The share premium account was
used for this purpose.

Required
Prepare the following statements, for internal use:

A. The statement of profit or loss for the year ended 31 October 2018 (13 Marks)
B. The statement of financial position as at 31 October 2018 (12 Marks)

QUESTION TWO

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
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 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 28™ September 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, K6,000 for November and December, and
K10,500 from January 20X4 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.
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(g) Peter intends to make monthly cash drawings of K1,000.

Required:

A. Prepare Peter Likando’s budgeted profit and loss account (13 Marks)

B. Prepare Peter Likando’s budgeted budgeted balance sheet (12 Marks)

QUESTION THREE

A. Discuss in details the differences between financial accounting and management
accounting and how they relate. (10 Marks)

B. With a practical example, explain the meaning of semi-variable cost and illustrate your
answer by using a graph. (10 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)

QUESTION FOUR

A. ZLtd had the following transactions in one of its raw materials during April 2017.

Opening 40 units @K10 each
April 4 Bought 140 units @K11 each
10 Used 90 units
12 Bought 60 units @K12 each
13 Used 100 units
16 Bought 200 units @K10 each
21 Used 70 units
23 Used 80 units
26 Bought 50 units @K12 each
29 Used 60 units
Required
Write up stores ledger account using first-in-first-out (FIFO) methods of stock valuation.
(13 Marks)
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B. From the data given below, calculate the re-order level, minimum level and maximum

level and explain the rationale for the results.

Daily usage
Maximum 600
Minimum 400

And the order quantity is 4,200.

QUESTION FIVE

Lead time (days)

(12 Marks)

Pan Co Ltd, a manufacturing firm operates a standard marginal costing system. It makes a
single product ZX, using a single raw material VW. Standard costs relating to ZX have been

calculated as follows;

Standard cost schedule per unit — ZX

K
Direct material VW, 10kg @ K15 per kg 150
Direct labour, 5 hours @ K9 per hour 45
195
Variable production overhead, 5 hours @ K3 per hour _15
210

During the week ending 9 June 20X8, 1000 units of ZX were produced, the relevant

information regarding actual performance being as follows;

4,000 kgs of direct material VW were in opening stock, 10,000 kgs were purchased during the
week (actual cost being K144,000), and 3,000kgs were in closing stock. Stocks of the direct
material VW are valued at the standard price of K15 per kg. 5,200 direct labour hours were
worked during the week, total wages being K48,360. The actual cost of variable production

overhead for the week was K16,800.

Required

Compute the cost variances which arose in the week ending 9 June 20X8 under the following

headings and briefly explain each result.

Direct materials price variance

Direct materials usage variance

Direct wages rate variance

Direct wages efficiency variance
Variable production cost variance
Variable production overhead variance

mmooOow>»

END OF EXAMINATION
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THE UNIVERSITY OF ZAMBIA

SCHOOL OF HUMANITIES AND SOCIAL SCIENCES
DEPARTMENT OF ECONOMICS
ECONOMIC POLICY MANAGEMENT
EPM 5232: FINANCIAL MANAGEMENT FOR POLICY

TEST ONE
DATE: 22™ AUGUST, 2019

TIME: TWO (2) HOURS

INSTRUCTIONS:

1. The Paper has a Total Number of TWO (2) Questions.Answer ALL.
2. Each Question Carry a Total of 25 Marks.

3. Marks Allocation Indicates the Depth of the Answer Expected.

QUESTION ONE
The following are the statements of account for Konkola Limited for a three year period.

Konkola Ltd Income Statement: Years Ended December 31, 2015, 2016 and 2017

2017 2016 2015

K'000 K'000 K'000
Net sales 15,307 13,363 11,778
Cost of goods sold 11,140 9,682 8,514
Gross profit 4,167 3,681 3,264
Selling and administration expenses 3,332 2,973 2,660
Operating profit margin 835 708 604
Interest expense 42 2 3
Operating income before income taxes 793 706 601
Corporation taxes : 282 270 229

Net income 511 436 372




Konkola Ltd Statement of Financial Position for the Years Ended December 31, 2015, 2016
and 2017.

2017 2016 2015
K'000 K'000 K'000 K'000 K'000 K'000
ASSETS
Nets fixed assets 2,144 1,754 1,448
Other non-current assets 135 127 166
2,279 1,881 1,614
CURRENT ASSETS
Cash 144 73 9
Accounts receivables 373 376 288
Inventory 2,027 1,733 1,632
Other 79 144 90
2,623 2,326 2,019
CURRENT LIABILITIES
Accounts payables 907 813 692
Accrued expenses 618 554 467
Taxes payable 55 s 23
1,043 887 837
Long term liabilities 473 395 408
2,849 2,373 2,043
FINANCED BY
Equity capital 196 107 77
Reserves 2,653 2,266 1,966
2,849 2,373 2,043
Required

Calculate the cash conversion cycles for Konkola Ltd for the years 2016 and 2017.

(25 Marks)

QUESTION TWO

A company is considering a project that would cost K290,000 now, and would earn the
following cash profits.

Year K Year K
1* year 80,000 3" year 100,000
2" year 120,000 4™ 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%.
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Required:

Compute the project’s internal rate of return (IRR) and advise whether the company should

undertake the project. (25 Marks)
Present Value Tabie
Present value of 1 {e. (1 + ry"
Where ¢ = discount rate
n - number of pericds until payment
Discount rate (r)
PFeriods
(n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0-990 0-880 0971 0-962 0-yb2 0-943 0-935 0926 0-917 0-909 i
2 0-980 0-961 0943 0925 0-207 0830 0-873 0-857 0-842 0-826 2
3 0971 0-942 0915 0-889 0-864 0840 0-81€ 0-794 0772 0751 3
4 0-961 0-924 0-888 0-855 0-823 0-792 0-763 0-735 0-708 0-683 4
5 0:951 0-906 0863 0-822 0-784 0-747 0713 0681 0-650 0621 5
& 0942 0-888% 0837 0790 0-746 0705 0-666 0-630 586 0564 6
7 0-933 0-871 0813 0760 0711 0-665 0-623 (0-583 0-547 0513 7
8 0923 0-853 0789 0-731 0-677 0627 0-582 0-540 0-502 0467 g
Q 0-941 0-837 0766 Q:703 0-645 0-592 0-544 -5C0 0-460 (€424 9
10 0-905 0-82C 0744 0-67€ 0614 0-558 0-508 0-463 0-422 0-386 10
11 0-896 0-804 0-722 0-650 0-585  0-527 0475 G-429 0-388 0-305 11
ie 0-887 0-788 0-701 0-625 0-557 0-497 0-444 0-397 0-356 0319 12
i3 0-879 0773 0681 0601 0-530 0-4€9 0415 0-368 0326 0-290 13
14 0-870 0758 0661 0577 0-505 0442 C-388 0-340 0299 0263 14
16 0-8¢1 0-743 0642 0-555 04861 0417 C-362 0-315 0275 0239 15
(n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 0-901 0-893 0-885 0-877 o870  0-862 0-855 (847 0-840 0-833 1
2 0-812 0-797 0-783 0769 0-756 0-743 0731 0718 0-706 0694 2
3 0731 c712 0-693 0-675 0-658 0-641 0624 0-609 0-893 0579 3
4 0659 0636 0-613 0-592 0872 0-552 0534 0-516 0499 (0482 4
5 (593 0567 0543 3-519 0497 0476 0456 0-437 0419 0402 5
6 C 535 0507 0480 0-456 G432 0410 0-390 C-370 0-352 0335 6
7 (482 0452 0-425 0400 0376 0-354 0333 0314 0-296 0279 7
8 434 0404 0-376 0361 0327 0-305 0285 0-266 0:249 0-233 8
9 0391 -361 0-333 0-308 0284 0-263 0243 0-225 0-209 0194 9
10 0352 0-322 0-295 0270 0247 0-227 0208 0191 0176 0-162 10
11 0217 0287 0261 0237 0215 0195 0178 0162 0148 0-135 11
12 0286 Q257 0-231 0-208 0187 0168 0152 0137 0124 0112 i2
13 0258 0229 0-204 0182 O-le3 0-145 0130 0116 0-104 2093 13
14 0232 0205 181 0160 0141 0125 0111 0-099 0-088 0078 14
15 0209 0183 O 160 0-140 0123 108 0095 084 0074 0065 15
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Present value of an annuity of 1 i.e. L={l t0)7

Where

¢ = discount rate

n = numoer of periods

r
!

Annuity Table

Discount rate (1)

Periods
n 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0990 0980 0971 0967 0952 0643 0-935 0-926 0917 0909
e 1-970 1942 1-913 1-886 1-859 1-833 1-808 1-783 1759 1736 ‘
3 2:841 2-884 2-829 2775 2:723 2:673 2:624 2:577 2:531 2:487 :
4 3902 3-808 3717 3630 3546 3465 3-387 3-312 3240 3170 ¢
5 4-853 4713 4-580 4-452 4-329 4212 4-100 3-993 3-890 3791 ‘
9] 5795 5601 5417 5242 5:076 4-917 4767 4623 4486 4:355 €
7 6728 6472 6-230 6002 5786 5-582 5389 5206 5033 4-868 7
& 7652 7:325 7020 6733 6463 6210 5971 5747 5535 5:33% £
9 8566 8162 7786 7-435 7-108 6-802 6515 6-247 5995 5759 ¢
10 9471 8-983 8-530 8111 7-722 7:360 7024 6710 6418 6-1458 1¢
11 10-37 9-787 3-2563 8760 8-306 7887 7-499 7-139 6805 ©:495 11
12 11-26 10-58 9-954 9385 8-863 3-384 7:943 7-536 7-161 6814 1z
13 12-13 11-35 10-63 9-986 9-394 8853 8-358 7-904 7-487 7103 12
14 1300 12-11 11-30 10-56 9-899 9-245 8:745 §-244 7-786 7-367 14
15 13-87 12-85 11-94 11-12 10-38 8712 9108 8-559 8-061 7-606 15
(n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 -901 0-893 Q-885 0877 0-870 0-862 0-855 0-847 0-840 0-833 1
2 1713 1-650 1-668 1-647 1-626 1-605 1-58% 1-566 1-547 1-528 2
3 2:444 2:402 2:361 2322 2:283 2246 2:210 2:174 2:140 2:106 3
4 3-102 3-037 2974 2914 2-855 2:798 2:743 2690 2639 2-589 4
5 3-696 3-605 2517 3433 3382 3274 3199 3-127 3-058 2:991 5
& 4231 4-111 3-998 3-889 3-784 3685 3-589 3-498 3410 3326 3]
7 4-712 4-564 4-423 4-288 4-160 4-039 3922 3812 3-706 3605 7
8 5146 4-968 4799 4639 4-487 4-344 4-207 4-078 3954 3837 g
9 HHhav 5328 5132 4-946 4772 4-607 4:-45] 4-303 4-163 4-031 9
10 5889 5650 5426 5216 5019 4-833 4659 4-494 4-339 4-192 10
11 6207 5938 5687 5453 5234 5-029 4836 4-656 4-486 4-327 11
12 6492 6-194 5918 5660 5421 5197 4-988 4793 4611 4-439 12
13 6:750 6424 6122 5-842 5583 5342 5118 4-910 4715 4-533 13
14 6-982 6628 6:302 6002 5724 5468 5-229 5-008 4-802 4611 14
15 7-191 6811 6462 6142 5-847 5575 5324 5-092 4-876 4675 15
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THE UNIVERSITY OF ZAMBIA
SCHOOL OF HUMANITIES AND SOCIAL SCIENCES
DEPARTMENT OF ECONOMICS
ECONOMIC POLICY MANAGEMENT

EPM 5232: FINANCIAL MANAGEMENT FOR POLICY

TEST TWO

DATE: 20™ SEPTEMBER, 2019

TIME: TWO (2) HOURS>

INSTRUCTIONS:
1. The Paper has a Total Number of FOUR (4) Questions.Answer ANY THREE.

2. Each Question Carry a Total of 25 Marks. R
3. Marks Allocation Indicates the Depth of the Answer Expected.

QUESTION ONE

Bunda Company is a distributor of air filters to retails stores. It buys its fifters 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.

FS

Required
A. What is the optimal order quantity with respect to the batch sizes? (7 marks)

B. What is 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 costa
filter per month? (5 Marks)

D. What would be the optimal order quantity if ordering costs were reduced to K30 per

order? (5 Marks)



QUESTION TWO v

KiriamKaddi Enterprises currently give credit terms of 30 days. It has K100 million in total
sales of which 20 percent are on cash basis, and its average collection period is 45 days. To

extra credit sales, creditors are expected to increase by K4 million and the company’s before
tax required rate of return on investment in receivables is 20 percent(Assume a 360-day

year).

Advise whether the company should extend its credit period? (25 Marks)

QUESTION THREE

-

The demand for cash is K300,000 per annum, spread evenly throughout the year. Money on
deposit earns 10 per cent per annum more than money in a current account and the

switching costs are K20 per transaction.

Required:
Calculate the;

A. Optimal cash sale (10 Marks)
B. Number of transactions (5 Marks)
C. Average cash balance (5 Marks)
D. Total/aggregate annual costs (5 Marks)

QUESTION FOUR

Mukubesa Ltd currently runs a centraﬁised billing system. For Payments by cheque, they are
made by all customers directly to head office. It requires, on average, four days for
customers’ mailed cheques to reach the head office. An additional one and half days is
required to update payments in the system before a deposit can be made. The firm has an

Required

A. Determine how much cash would be freed up (released) through the use of a lockbox

system. (10 Marks)

*
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B.

C.

Determine the annual gross kwacha benefit of the lockbox system, assuming the firm
could earn a 5% percent return on the released funds in part (A) by investing in short

term instruments. (10
Marks)
If the annual cost of the lock system will be K75,000, should such a system be initiated?
(5 Marks)
END OF TEST
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THE UNIVERSITY OF ZAMBIA
SCHOOL OF HUMANITIES AND SOCIAL SCIENCES
DEPARTMENT OF ECONOMICS
ECONOMIE POLICY MANAGEMENT

EPM 5232: FINANCIAL MANAGEMENT FOR POLICY

TEST THREE

DATE: 1°T OCTOBER, 2019

TIME: TWO (2) HOURS

INSTRUCTIONS:
1. The Paper has a Total Number of FOUR (4) Questions.Answer ANY TWO.

2. Each Question Carry a Total of 25 Marks.
3. Marks Allocation Indicates the Depth of the Answer Expected.

QUESTION .

A. 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)

B. 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 issug if it is priced to provide a yield to maturity of 12%?
(10 Marks)



QUESTION TWO

It is now January 1, 2018. Last year, Kenworth Enterprises experienced major operational
problems which affected the company’s financial condition, forcing management to
temporarily suspend dividend payments. It is expected that the company will not pay a
dividend in 2018 and 2019 but will declare a dividend of K50 per share 2020. Dividend
growth is expected to be 3 percent in 2021 and 2022 and thereafter growth is expected to
indefinitely be the same as for the &conomy, 6 percent. The required rate of return is 10

percent.

Required

A. Calculate the value of expected dividends for 2018 through to 2021 (10 Marks)
B. What is the value of the stock on January 1, 2018? (15 Marks)

QUESTION THREE

A company has outstanding an 8 percent, 4 year, K1,000 par value bond on which interest is

paid annually.

A. If the market required rate of return is 15 percent, what is the market value of the

bond?
(5 Marks)

b

B. What would be the bond’s market value if the market required return dropped to 12

percent? (5

Marks) -
C. If the coupon rate were 15 percent instead of 8 percent, what would be the market

value?
(5 Marks)

D. If the required rate of return dropped to 8 percent, what would happen to the market
price of the bond?(5 Marks)

E. What is the measure of risk in the Capital Asset Pricing Mode!l and how different is this

measure to the standard deviation? (5
Marks) -
QUESTION FOUR .

A company recently paid dividends of K100 per share. The company quoted a share price of
K1,000. The dividend is expected to grow as follows:

1. For the first two years at a rate of 10%
2. For the next three years at a rate of 15%
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3. Thereafter at an infinite rate of 5%

e
-

Jackson and Mwika are trying to decide whether to purchase the stock or not. The required
rates of return for the two investors are 15% for Jackson and 20% for Mwika.

Required

A. What is the value of the stock to Jackson? (10 Marks)
B. What is the value of stock to Mwika? (10 Marks)
C. Which investor between the two should purchase the stock and why? (5 Marks)

END OF TEST

P -
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Present value of 1 j.e, (1 + r)»

Where = discount rate
0~ number of periods until payment

Present Value Table

Discount rate {r)

(n} 1% 2% 3% % 5% 6% 7% 8% 9% 10%
1 0-990 0-980 0971 0:962 0-g52 0-943 0-935 0-926 0917 0-909 1
2 - 0-980 0-961] 0943 0925 0-907 0-890 0-872 0-857 0-842 0-826 2
3 0971 0-942 0915 0-889 0-864 0-840 0816 0-794 0772 0751 3
4 0-961 0-924 0-888 0-855 0-823 0-782 0-763 0-735 0-708 0-883 4
5 0951 0-906 0-863 0-822 0-784 0:747 0713 0-681 0650 0621 5
- .
6 0-942 0-888 0-837 0790 0-746 0705 0666 0630 0596  0-564 6
7 0933 0:871 0:813 0760 071} 0665 0623 (-583 0-547 0-513 7
8 0-923 0-853 0:789 0-731 0677 0627 0:582 0:540 0-5C2 C-467 8
9 0941 0-837 0766 0-/03 0-645 0-592 0-544 Q-500 0460 G424 9
10 0-805 0-82C 0.744 0-676 0614 0-558 0:508 0463 Q-422 0-386 10
11 0-896 0-804 0-722 0650 0885 0527 0475 0429 0-388 0305 11
12 0-887 0-788 0-701 0-625 0-557 Q497 0-444 0-397 0-356 0-319 12
13 0-879 0-773 0-681 0-601 0530 0469 0415 0368 0-326 0290 13
14 0-870 0:758 0-661 0577 0-505 0442 (0388 0340 0299 0263 14
1€ 0-861 0-743 0-642 0655 (481 0417 0362 0315 0275 (0239 15
{n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 0-901 0-893 0-885 0-877 0-870 0862 0855 0-847 0840 0833 1
2 0812 0-787 0-783 0-769 0756 0743 (0731 0718 0706 0694 2
3 0731 712 0-693 0675 0658  0-641 0624 0603 0-593 0579 3
4 0-659 0636 0613 0-592 0-572 0-5%2 0534 0516 0-499 0-482 4
5 G-593 0-567 C-543 G-519 Q497 0476 0456 0-437 0419 0402 5
. R
<] C:535 0507 (480  0d4B6 (0432 0410 0390 0370 0352 0335 6
7 C-482 0452 0425 0400 0376 0354 0333 0314 Q296 0279 7
8 0434 0404 0-376 0-351 o327 0-305 0-285 0-266 0-249 0233 8
9 0-391 0-361 0-333 0308 0284 0-263 0-243 0225 0209 0194 9
10 0-352 0-32¢2 0-295 0270 0-247 0-227 0-208 0191 0176 0162 10
11 0-317 0-287 0-261 0-237 0215 0195 0178 0162 0-148 0-135 11
12 0286 0-257 0-231 0208 0187 0168 0152 0-137 0-124 0112 12
13 0-258 0229 0204 0182 0-163 0145 0130 0116 0-104 0:093 13
14 0232 0205 0181 0160 0141 0125 0111 0-099 0-088 0078 14
15 0209 0-183 0160 0140 0123 0108 0085 0084 0-074 0065 15
-~
b
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Annuity Table

Present vaiue of an annuity of 1 j.e, L={L 4 ) -
;
Where 1 = discount rate
n = number of periods
2w
Discount rate (r)
Periods
(n) 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%
1 0-990 0-980 0-971 0962 0952 0943 0-935 0-926 0917 0-909 i
2 1-970 1:942 1-913 1-886 1-859 1-833 1-808 1-783 1-759 1-736 ‘
3 2:941 2:884 2-829 2775 2723 2:673 2:6524 2:577 2531 2:487 :
4 3-902 3-808 3717 3630 3546  3.465  3.387 3-312 3240 3170 ¢
5 4-853 4713 4-580 4-452 4:329 4212 4-100 3993 3890 3791 £
6 5795 5601 5-417 5242 5076 4917 4-767 4623 4486 4-355 €
Vi 6728 6472 6:230 6-002 5786 5582 5389 5206 5033 4-868 7
8 7-652 7-325 7-020 6733 6-463 6:210 5971 5747 5535 5:335 ¢
9 8-566 8162 7-786 7-435 7-108  6:802 6515 6-247 5-995 5759 ¢
10 9:471 8-983 8530 8111 7722 7:360 7:024 6-710 6418 6-145 1<
11 10-37 9.787 9-253 8760 8306 7-887 7-499 7-139 6-805 6495 11
12 11-26 10-58 9-954 3-385 8:863 8:384 7-943 7-536 7-161 6814 12
13 1213 11-35 10-63 9-986 L, 93% 8853 §-358 7-904 7-487 7103 12
14 13:00 12-11 11-30 10-56 9899 9295  8.745 8-244 7-786 7-367 14
15 13:87 12-85 11-94 11-12 10-38 G712 9-108 8:-559 8061 7-606 15
(n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 0-901 (0-893 0-885 0877 0870 0862 0855 0-847 0-840 0-833 1
2 1-713 1-690 1-668 1-647 1-626 1-605 1-585 1-566 1-547 1-528 2
3 2:444 2:402 2-361 2:322 2:283 2:246 2:210 2:174 2:140 2:106 3
4 3-102 3-037 2974 2914 2855 2:798 2:743 2:690 2:639 2:589 4
5 3696 3605 3-517 3433 3-352 3274 3199 3127 3058 2:991 5
6 4231 4-111 3-998 3-889 3784 3685 3589 3498 3410 3-326 6
7 4712 4-564 4-423 4-288 4160 4039 3922 3-812 3:706 3605 7
8 5146 4-968 4-799 4639 4487 4344 4:207 4-078 3-954 3837 8
9 5537 5-328 5132 4-946 4-772 4607 4451 4-303 4-163 4031 9
10 5889 5650 5426 5216 5019 4-833 4-659 4-494 4-339 4-192 10
11 6207 5938 5687 5-453 5234 5029  4-836 4-656 4-486 4-327 11
12 6492 6-194 5918 5660 5421 5197 4-988 4-793 4611 4-439 12
13 6750 6424 6122 5-842 583 5-342 5118 4-910 3715 4-533 13
14 6-982 6628 6-302 6-002 5724 54568 5229 5-008 4-802 4611 14
15 7-191 6811 6462 6142 5-847 5575 5-324 5092 4-876 4675 15
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SECTION A - COMPULSORY
QUESTION ONE |

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)

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)

Page 2 of 7



QUESTION TWO
The following are the statements of account for Konkola Limited for a three year period.

Konkola Ltd Income Statement: Years Ended December 31, 2015, 2016 and 2017

2017 2016 2015

K'000 K'000 K'000
Net sales 15,307 13,363 11,778
Cost of goods sold 11,140 9,682 8,514
Gross profit 4,167 3,681 3,264
Selling and administration expenses 3,332 2,973 2,660
Operating profit margin 835 708 604
Interest expense 42 2 3
Operating income before income taxes 793 706 601
Corporation taxes 282 270 229
Net income 511 436 . 372

Konkola Ltd Statement of Financial Position for the Years Ended December 31, 2015, 2016
and 2017.

2017 2016 2015
K'000 K'000 K'000 K'000 K'000 K'000
ASSETS
Nets fixed assets 2,144 1,754 1,448
Other non-current assets 135 127 166
2,279 1,881 1,614
CURRENT ASSETS
Cash 144 73 9
Accounts receivables 373 376 288
inventory 2,027 1,733 1,632
Other 79 144 90
2,623 2,326 2,019
CURRENT LIABILITIES
Accounts payables 907 813 692
Accrued expenses 618 554 467
Taxes payable 55 72 23
1,043 887 837
Long term liabilities 473 395 408
2,849 2,373 2,043
FINANCED BY
Equity capital 196 107 77
Reserves 2,653 2,266 1,966
2,849 2,373 2,043
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Required
Calculate the cash conversion cycles for Konkola Ltd for the years 2016 and 2017.(25 Marks)

SECTION B — ANSWER ANY TWO QUESTIONS
QUESTION THREE

Mukubesa Ltd currently runs a centralised billing system. For Payments by cheque, they are
made by all customers directly to head office. It requires, on average, four days for customers’
mailed cheques to reach the head office. An additional one and half days is required to update
payments in the system before a deposit can be made. The firm has an average daily cheque
collection of K500,000. The company has recently investigated the possibility of initiating a
lockbox system for all payments by cheque. It has estimated that with such a system
customers’ mailed payments would reach the receipt location two and half days sooner.
Further, the processing time could be reduced by an additional day because each lockbox
bank would pick up mailed deposits twice daily.

Required

A. Determine how much cash would be freed up (released) through the use of a lockbox
system. (10 Marks)
B. Determine the annual gross kwacha benefit of the lockbox system, assuming the firm
could earn a 5% percent return on the released funds in part (A) by investing in short term

instruments. (10 Marks)
C. If the annual cost of the lock system will be K75,000, should such a system be initiated?
(5 Marks)

QUESTION FOUR

A company is considering two capital expenditure proposals. Both proposals are for similar
products and both are expected to operate for four years. Only one proposal can be accepted.

The following information is available.

Profit/(loss)
Proposal A Proposal B

K K
Initial investment 46,000 46,000
Year 1 6,500 4,500
Year 2 3,500 2,500
Year 3 13,500 4,500
Year 4 (1,500) 14,500
Estimated scrap value at the end of year 4 4,000 4,000

Depreciation is charged on the straight line basis.
The company estimates its cost of capital at 20% pa.

Required:
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A. Calculate the following for both proposals.
(i) The payback period to one decimal place. (8 Marks)
(ii) The accounting rate of return to one decimal place. (13 Marks)

B. Give two main advantages for each of the methods of appraisal used in A above. (4 Marks)

QUESTION FIVE

Quarry Mines Ltd is considering investing in Zambia. It makes a bid to the government to
participate in the development of a mine, the profits of which will be realized at the end of
five years. The mine is expected to produce K5 billion in cash to Quarry Mines Ltd at that time.
Other than the bid at the outset, no other cash flows will occur, as the government will
reimburse the company for all costs. If Quarry Mines Ltd requires a nominal annual returns of
20 percent (ignoring any tax consequences).

Required

Compute the maximum bid Quarry Mines Ltd should make for the participation right if
interest is compounded;

A. Annually (7 Marks)
B. Semi-annually (9 Marks)
C. Quarterly (9 Marks)
QUESTION SIX

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. (13
Marks)

B. What would be the purchase price if the compound annual interest rate is 10 percent?
(6 Marks)

C. Mr Kunda had K30,000 to put into an annuity. How much would he receive each year if
the insurance company uses a 5 percent compound annual interest rate in its
calculations? (6 Marks)
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END OF EXAMINATION
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QUESTION ONE

A. Your organisation has recently employed a new ledger accounts assistant who is unsure
about the correct use of books of original entry and the need for adjustments to be made
to the ledger accounts at the end of the year. You have been asked to give the new
assistant some guidance.

You use the following examples of transactions to be recorded in the books of prime entry:

(i) Purchase of raw materials on credit from Pandiya, list price K27,000 less trade
discount of 33.5 per cent, plus sales tax of 17.5 per cent.

(i) Payment to a supplier, P Banda, by cheque in respect of a debt of K14,000, less
cash discount of 2 per cent.

(iii) Receipt of a piece of office equipment in payment of a debt of K2,500 from a
customer, Alefa.

{iv) Write-off of a debt of K500 due from A Sikose.

(v) Returns of goods sold to J Lokulundo, total invoice value of K470, including sales
tax of 17.5 per cent.

(vi) Purchase of a motor vehicle on credit from A Jackson, for K1,400, including annual
vehicle licence tax of K75.

Required

Reproduce and complete the table below for each of the above transactions. (13 Marks)

Item

Debit entries:
Book of Debit entries: Account name
prime entry | Account name K K

(i)

...............................................

(ii)

.........................................................................................................................

(iii)

(iv)

(v)

.................................................................................................

(vi)
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B. Rates are paid annually on 1 April, to cover the following 12 months. The local business
tax for 2016/17 is K1,800, and for 2017/18 is increased by 20 per cent. Rent is paid
quarterly on the first day of May, August, November and February, in arrears. The rent
has been K1,200 per annum for some time, but increased to K1,600 per annum from 1
February 2017.

Required
Reproduce and complete the missing figures in the rent and local business tax account for
the year ended 30 April 2017, given below. (12 Marks)
Rent and local business tax account
2016 K 2016 K
1 May |Balanceb/f | . 1May | Balanceb/f - | .
1May |Bank | .
1Aug Bank |
1 Nov Bank e
2017 2017
1 Feb Bank | 30 Apr | Income statement | ...
1 Apr Bank | e 30 Apr | Balancec/f | .
30 Apr | Balancec/f | .
1 May | Balanceb/f | . 1May | Balanceb/f | .

QUESTION TWO

The business received the bank statement for the month of November, 2018 and it was

showing a bank overdraft of K1,482,000 while the cashbook showed a credit balance of

K662,000. Upon comparing the cashbook with the bank statement, the following information

was revealed:

(a) The balance brought forward from October 2018 in the cashbook should have been
K750,000 not K770,000.
(b) A cheque drawn for K128,000 for advertising had been incorrectly entered in the

cashbook as K125,000.

(c) Dividends received in the month of October of K89, 000 were credited by the bank but

no entries were made in the cashbook.

(d) Business rates of K120,000 were paid directly by the bank under a standing order

arrangement and no entries have been made in the cashbook.
(e) A cheque received from Jojo for K207,000 had been returned by the bank and marked

‘insufficient funds’. No adjustment has been made in the cashbook.
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(f) A cheque for K35,000 for miscellaneous consumables was entered in the cashbook as
a receipt instead of as a payment.

(g) Cheques received totaling K807,000 had been entered in the cashbook and paid into
the bank, but had not been credited by the bank.

(h) A cheques drawn amounting to K345,000 had not been presented to the bank for
payment.

(i) Bank charges amounting to K67,000 appearing on the bank statement have not been
entered in the cashbook.

Required

Write up a revised cashbook, showing an updated closing balance. (10 Marks)

QUESTION THREE

Explain the following concepts giving examples of their application in the preparation of the
financial statement.

A. Accruals concept (5 Marks)

B. Going concern concept (5 Marks)

C. Prudence concept (5 Marks)

D. Historical cost concept (5 Marks)

E. Consistency concept (5 Marks)
END OF TEST
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QUESTION 1

(a) Briefly describe main examples of plagiarism (6 marks)

(b) Giving examples, compare and contrast the APA Referencing Style with the Harvard style

(10 marks)
(c) What are some characteristics of effective academic writing (9 marks)
(Total 25 Marks)
QUESTION 2
(a) Explain the concept of register in scientific writing (5 marks)
(b) Explain the functions of scientific writing (10 marks)
(¢) Describe the main characteristics of scientific writing (10 marks)
- (Total 25 Marks)
QUESTION 3

Briefly explain the following various types of scientific writing:

(a) Description (5 marks)

(b) Explanation (5 marks)

(c¢) Essay (5 marks)

(d) Research Proposal (5 marks)

(e) Research report (5 marks) (Total 25 Marks)
QUESTION 4

(a) Briefly list key instructional words used in essays and examination questions.
(Total 25 Marks)
QUESTION §

a) Briefly describe the following:

i) Basic paragraph structure (5 marks)
i) Paragraph patterns (5 marks)
1i1) Paragraph development (5 marks)
v) Introductory paragraph (5 marks)
V) Thematic progression (5 marks)

(Total 25 Marks)
END OF EXAMINATION
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SECTION A: COMPULSORY(ANSWER BOTH QUESTIONS)

QUESTION ONE

Power plc are considering buying a new machine in order to produce a new product called ‘STX’. The machine
will cost K2.8million and is expected to last for 4 years at which time it will have an estimated scrap value of
K500,000. They expect to produce 120,000 units per year of ‘STX’ which will be sold for K20 per unit in the
first year. Production costs per unit (at current prices) are as follows:

Materials K8

Labour K7
Materials are expected to inflate at 8% per year and labour is expected to inflate at 5% per year. Annual Fixed
overheads of the company are estimated to amount to K1million after the investment. The management
accountant has determined that 10% of these are directly attributed to the investment in the new machine.
Power Plc expects the selling price of the product to increase by 7% annually. An additional K200, 000 of
working capital will be required at the start of the project. The minimum expected rate of return by investors
from the project is 11%. The industry average cost of capital is 10%. The corporate tax is 30% per year.
Required

a) Calculate the NPV of the project and advise as to whether or not it should be accepted. (12 marks)
b) Calculate the internal rate of return of the project and advise as to whether or not it should be
accepted. (7 marks)

¢) Explain the concept of time value of money in the context of finance. (6 marks)

[Total: 25 marks}

QUESTION TWO

The following extract financial information relates to MAD Inc. over the two years:
2017 2018
% %

Dividend cover 10 1.2

Current Asset ratio 3:1 I:1

Quick ratio 1:1 0.5:1

Gearing ratio 26.5 49.0

Interest cover ratio 14.5 times 1.2 times
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The shareholders of the company are worried about its financial performance and position. One of the
institutional shareholder who is concerned about receiving the dividend and company solvency has called
you to make a quick comment on the situation.

Required:
a) Based on the financial information provided above for MAD Inc., analyse the performance and
financial position of the company. - (9 marks)
b) The following financial ratios are used to assess the performance and financial position of a
company:
i) ROCE
ii) Inventory turnover
iii)  Net Profit Margin
iv) Earnings Per Share
V) Dividend Yield
Explain the meaning of each ratio stated above. (10 marks)
¢) Explain the difference between accounting profit and cash. (6 marks)

[Total: 25 marks]

SECTION B: CHOOSE ANY TWO QUESTIONS

UESTION THREE
The directors of KBM Ltd are currently considering two mutually exclusive investment projects. Both projects

are concerned with the purchase of new plant. The following data are available for each project:

Project 1 Project 2
K’000 K’000
Cost (immediate outlay) 100 60
Expected annual net profit (loss):
Year 1 29 18
Year 2 €8 2)
Year 3 2 4
Estimated residual value of the plant 7 6

The business has an estimated cost of capital of 10 per cent, and uses the straight-line method of depreciation
for all non-current (fixed) assets when calculating net profit. Neither project would increase the working

capital of the business. The business has sufficient funds to meet all capital expenditure requirements.
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Required:
(a) Calculate for each project:
i) The net present value.
ii) The approximate internal rate of return.
iii) The payback period.
iv) Accounting Rate of Return (20 marks) -
(b) State which, if any, of the two investment projects the directors of KBM Ltd should accept, and why.
(5 marks)
[Total: 25 marks]

QUESTION FOUR

JBM Ltd can render three different types of service (Alpha, Beta and Gamma) using the same staff. Various
estimates for next year have been made as follows:

Service Alpha K/unit Beta K/unit Gamma Klunit
Selling price 31 40 2]
Variable material cost 16 19 11
Other variable costs 6 10 5
Share of fixed costs 8 12 4
Staff time required (hours) 2 3 1
Demand (units) 3,000 2,900 5,500

Fixed costs for next year are expected to total K40, 000. The directors of JBM Litd are stuck with the form of
finance to use to finance the project.
Required:
a) If the business were to render only service Alpha next year, how many units of the service would it
need to provide in order to break even? (Assume for this part of the question that there is no effective

limit to market size and staffing level.) (5 marks)
b) If the business has a maximum of 10,000 staff hours next year, in which order of preference would
the three services come and number of units produced for each? (7 marks)

c) Discuss the relative advantages of using debt as a source of finance over equity finance. (6 marks)
d) As amanager of JBM Ltd, discuss the importance of knowing the breakeven point. (7 marks)

[Total: 25 marks]

QUESTION FIVE

The Chief Financial Officer and Marketing Director of KLM International are discussing three approaches to
pricing their products, namely cost based, customer based and competition based. The company budgets 1o
make 20,000 units per year which has a variable cost of production of K50 per unit. Fixed production costs
are K650, 000 per annum.The Chief financial Officer has recommended the cost based approach and stated
that if the selling price is to be 40% higher than full cost the company will maximize its profit.
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Required

a) Determine the selling price of the product using the full cost-plus method and discuss which of the
pricing approaches discussed is most likely to maximize profits for KLM international. (/1 marks)

b) With the aid of diagrams, explain the difference between fixed costs, semi-variable costs, stepped fixed
cost and variable cost. (8 marks)

¢) Explain the usefulness of a budget to a Manager in an organisation. (6 marks)

[Total: 25 marks]

QUESTION SIX

a) BBM Ltd manufactures three products, Power, Roots and Blanket. The present net annual income from
these is as follows:

Power Roots Blanket Total
K K K K
Sales 50,000 40,000 60,000 150,000
Less variable costs 30,000 25,000 35.000 90,000
Contribution 20,000 15,000 25,000 60,000
Less fixed costs 17,000 18.000 20,000 55,000
Profit/ (loss) 3,000 (3,000) 5,000 5,000

The company is considering whether or not to cease selling Roots. It is felt that selling prices cannot be raised
or lowered without adversely affecting net income. K5,000 of the fixed costs of Roots are direct fixed costs
which would be saved if production ceased. All other fixed costs would remain the same. BBM Ltd exports
some of its products to the neighbouring countries and is worried about the foreign currency risk.

- b) Suppose, however, that it were possible to use the resources released by stopping production of Roots to

produce a new item, flower, which would sell for K50, 000 and incur variable costs of K30, 000 and extra
direct fixed costs of K6, 000.

Required
i) Consider whether the company should cease production and sale of Roots under each of the
scenarios in (a) and (b) above. (11 marks)
ii) Discuss factors that should be considered before the decision of whether to cease the production
of Roots is made. (6 marks)
iii) Explain any four (4) ways in which BBM Ltd may protect itself against foreign currency risk.

(8 marks)
[Total: 25 marks]

END OF PAPER
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IRR = 1% + NPV,
NPV.-NPV«

(H% - L %)

Present Value Table
Present value of 1 i.e. (1 + r)"
Where r = 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 0925 0907 0890 0873 0857 0842 0826 2
3 0971 0942 0915 0889 084 0840 0816 0794 0772 0751 3
4 0961 0924 0888 085 0823 0792 0763 0735 0708 0683 4
5 0951 0906 0863 082 0784 0747 0713 0681 0650 0621 5
6 0942 0888 0837 0790 0746 0705 0666 0630 0596 0-564 6
7 0933 0871 0813 0760 0711 0665 0623 058 0547 0-513 7
8 0923 0853 0789 0731 0677 0627 0582 0540 0502 0-467 8
9 0914 0837 0766 0703 0645 0592 0544 0500 0460 0424 9
10 0905 0820 0744 0676 08614 0558 0508 0463 0422 0386 10
11 0896 0804 0722 0650 0585 0527 0475 0429 0388 0350 11
12 0887 0788 0701 0625 0557 0497 0444 0397 035 0-319 12
13 0879 0773 0681 0601 0530 0469 0415 0368 0326 0290 13
14 0870 0758 0661 0577 0505 0442 038 (0340 0299 0-263 14
15 0861 0743 0642 0555 (0481 0417 0362 0315 0275 0-239 15
(n 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 0901 0893 0885 087 080 0862 085 0847 0840 0:833 1
2 0812 0797 0783 0769 0756 0743 0731 0718 0706 0694 2
3 0731 0712 0693 0675 0658 0641 0624 0609 0593 0579 3
4 0659 0636 0613 0592 0572 0552 0534 0516 0499 0-482 4
5 0593 0567 0543 0519 0497 0476 0456 0437 0419 0-402 5
6 0535 0507 0480 0456 0432 0410 0390 0370 0352 0335 6
7 0482 0452 0425 0400 0376 035 0333 0314 0296 0279 7
8 0434 0404 0376 0-351 0327 0305 028 0266 0249 0-233 8
9 0391 0361 0333 0308 0284 0263 0243 0225 0209 0194 9
10 0352 0322 0295 0270 0247 0227 0208 0191 0176 0162 10
11 0317 0287 0261 0237 0215 019 0178 0162 0148 0135 11
12 0286 0257 0231 0208 0187 0168 0152 0137 0124 0112 12
13 0268 0229 0204 0-182. 0163 0145 0130 0116 0104 0-093 13
14 0232 0205 0181 0160 0141 0125 0111 0098 0088 0-078 14
15 0209 0183 0160 0140 0123 0108 009 0084 0074 0065 15
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Annuity Table
Present value of an annuity of 1i.e. - 7" (1r+ nr
Where r = discount rate
n = number of periods
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 0909 1
2 1970 1942 1913 1886 1-859 1833 1808 1783 1759 1736 2
3 2941 2884 2829 2775 2:723 2673 2624 2577 2:531 2487 3
4 3902 3808 3717 3630 3546 3465 3387 3312 3240 3170 4
5 4853 4713 4580 4452 4329 4212 4100 3993 3890 3791 5
6 5795 5601 5417 5242 5076 4917 4767 4623 4486 4355 6
7 6728 6472 6230 6002 578 5582 538 5206 5033 4868 7
8 7652 7325 7020 6733 6463 6210 5971 5747 5535 5335 8
9 8566 8162 7786 7435 7-108 6802 6515 6247 5995 5759 9

10 9471 8983 8530 8111 7722 7360 7024 6710 6418 6145 10

11 10.37 9787 9253 8760 8306 7887 7499 7139 6805 6495 11
12 1126 1058 9954 9-385 8863 8384 7943 7536 7161 6814 i2
13 1213 1135 1063 9986 9394 8853 8358 7904 7487 7103 13
14 1300 12111 11130 1056 9899 9295 8745 8244 7786 7367 14
15 13-87 1285 1194 1112 1038 9712 9108 8559 8061 7606 15

(n) 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%

1 0901 0893 085 0877 0870 0862 085 0847 0840 0833 1
2 1:713 1690 1668 1647 1626 1605 1585 1566 1547 1528 2
3 2-444 2402 2361 2322 2283 2246 2210 21174 2140 2106 3
4 3102 3037 2974 2914 2855 2798 2743 2690 2639 2589 4
5 3696 3605 3517 3433 3352 3274 3199 3127 3058 2991 5

6 4231 4111 3998 3889 3784 3685 3589 3498 3410 3326 6
7 4712 4564 4423 4288 4160 4039 3922 3812 3706 3605 7
8 5146 4968 4.799 4639 4-487 4344 4207 4078 3954 3837 8
9 5537 5328 5132 4946 4772 4607 4451 4303 4163 4031 9
0 5889 5650 5426 5216 5019 4833 4659 4494 4339 4192 10

11 6207 5938 5687 5453 5234 5029 4836 4656 4486 4327 11
12 6492 6194 5918 5660 5421 5197 4988 4793 4611 4439 12
13 6750 6424 6122 5842 5583 5342 5118 4910 4715 4533 13
14 6982 6628 6302 6002 5724 5468 5229 5008 4802 4611 14
15 71191 6811 6462 6142 5847 5575 5324 5092 4876 4675 15
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THE UNIVERSITY OF ZAMBIA

GRADUATE SCHOOL OF BUSINESS

COURSE NAME: FINANCE FOR MANAGERS (GSB5031)

ASSIGNMENT ONE: MAY 2019 COHORT

Using the financial statements of any listed company (one) indicated on the list below; write a
report assessing its financial performance for the financial year ended 31* December, 2018. Your
report should focus on the following areas of performance:

i) Profitability

ii) Liquidity

iii)  Efficiency use of assets
iv) Leverage

V) Dividend capacity

vi) Growth prospects

T P I and foll he instruction 1

a) Select any one listed company below:
1) African Explosives Zambia *
2) Puma Energy Zambia
3) National Breweries 1
4) Zambia Bata Shoe Company —
5) Zambia Sugar
6) Zambian Breweries
7) Cavmont Capital Holdings
8) Airtel Networks Zambia {
9) Investrust Bank " %
b) You should work as a group and ensure that everyone participates. You are required to
select a group leader who should keep a record of active members of the group. You
may use any form of media to do your discussions for those in distant places. -






