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Subject Subject Code 

Corporate Governance, Control Strategy & Ethics (GCE / SL 4 - 404) 
 

 

 

 

PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

Home Appliance Holdings (Pvt) Limited (HAH) was established in year 2001 to manufacture electrical 

accessories and electrical appliances for Sri Lankan consumers. It manufactures   electrical appliances 

such as microwave ovens, vacuum cleaners, and small appliances and accessories such as switches, 

sockets, socket converters, plugs, fuses, timers and controllers under the brand name “HAH”, which is 

currently an established popular brand in Sri Lanka. Mr. Hans Kodikara and Mrs. Shyama Kodikara owns 

75% of the stated capital as at the year end. There are another five (5) Shareholders (all of them are 

family friends of Mr. Kodikara) and they own the balance 25% in equal shares. Mr. Hans Kodikara is the 

current Chairman and all the other shareholders are Directors of the company. The Trade Marks “HAH” 

has been registered under the Intellectual Property Act 30 of 2003. SLS certificate has been granted by the 

Sri Lanka Standard Institute for “HAH” for manufacturing electrical accessories and appliances. 

 

The company has captured 60% of the consumers in the domestic market and currently planning to enter 

into the Indian market under the same brand name. At a recent Board meeting, this proposal was tabled 

and discussed concluding the importance of entering in to the bigger market like India. 

 

The Managing Director, Mr. Kamal Sugathapala is not holding shares of the company but a good friend 

of Mr. Kodikara. He holds a B.Sc. Engineering (Electrical and Electronic) degree from the University of 

Moratuwa and is having 20 years of post-experience in the field. He brought to the notice of the Board 

that if they are expanding their products to India, that they need to increase their production capacity with 

an estimated Rs. 500Mn as capital expenditure. The board discussed the financing method and requested 

the Company Secretary and Director of Finance to evaluate the proposed financing strategy as Equity and 

to go for an IPO (Initial Public Offer) to raise the required capital. The Managing Director pointed out 

that it is easy to get required funds from the bank as a long-term loan and also that it could be obtained 

quickly than going for an IPO. In addition, he pointed out that there are necessary requirements to be 

fulfilled before going to the public. A public company will be scrutinized by the Stock Exchange 

Commission and that as a public company they should incorporate the concept called “corporate 

governance” throughout the organization. The Board was bit confused on this and requested the 

Managing Director to submit a comprehensive report covering the necessary information to enable them 

to take a decision as how the company should finance this proposed project. 
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Assume that you are the Company Secretary of Home Appliance Holding (Pvt) Limited; and prepare a 

memo for the Managing Director on the following elements (see below from part (a) to part (f)) in order 

to submit a final report together with the Finance Director‟s view to the board to make an appropriate 

decision. 
 

You are required: 
 

(a) Briefly explain the concept of corporate governance and its importance to Home Appliance 

Holding and to its Board of Directors both as a private limited company and after becoming a 

public company.                 (06 Marks) 

(b) Discuss corporate governance mechanisms related to a public company.                      (06 Marks)         
 

(c) Briefly discuss the application of Resource Dependency theory into Home Appliance Holdings.       

                                   (06 Marks) 
 

(d) Describe the composition of the board of directors in a public company based on the Code of 

Best Practices on Corporate Governance of CA Sri Lanka and SEC and evaluate the existing 

company of Home Appliance Holdings (Pvt) Limited by giving a brief introduction to the 

different types of directors of a public company.                                                           (08 Marks) 
 

(e) Describe the applicable laws and regulations which are enforced on a public company by the 

relevant government authorities and regulatory authorities with reference to the proposed Home 

Appliance Holding PLC.              (08 Marks) 

 

(f) Discuss new development in Corporate Governance and the impact them on Home Appliance 

Holdings (Pvt) Limited, if the company accepts the IPO and becomes a public company. 

                                                                                                                                                        (06 Marks) 

                                 (Total 40 Marks) 

End of Part I 
 

Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

After a period of expansion into several overseas markets and some structural decentralisation, Sogo 

Company was considering its internal audit and internal control needs. Although privately owned and 

therefore not subject to listing rules, Sogo‟s external auditors had often suggested that a formal internal 

audit function would be beneficial. 
 

The launch of several new products and a rapid increase in exports had raised a number of problems at 

Sogo. These included problems in meeting order deadlines, whilst a number of operational constraints had 

meant that some orders had been delivered to customers late. The increase in overseas business had also, 

according to Surani Perera, the Finance Director, increased the overall risk profile of the business. Credit 

risk had risen substantially as had a range of risks associated with exporting and overseas investment. In 

addition to a growth from 150 to 600 employees in its home country, Sogo also had recruited a further 

200 people overseas in order to facilitate business in those countries. 
 

As part of her continuing professional development (CPD), Surani Perera (the Finance Director) who was 

also a professional accountant, had been to a seminar on improving internal controls (IC). She believed 

that at this point in its growth, Sogo could benefit from tighter internal controls. Speaking about this to 

the Board of Directors on her return from the seminar, she reminded her colleagues that sound internal 

controls could only provide „reasonable assurance‟ and that any IC system had inherent limitations and 
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could never be totally effective whatever changes were made to improve them. This came as a surprise to 

some Board members who assumed, because internal controls were often very expensive, that they should 

be guaranteed to be fully effective. 
 

You are required to: 
 

(a) Justify with reasons on establishing an internal audit function at Sogo Company.       (10 Marks) 

(b) Explain the reasons why many internal controls (ICs) can never be guaranteed to be fully  

 effective and discuss why ICs being „very expensive‟ are no guarantee of their effectiveness. 

(10 Marks) 

   (Total 20 Marks) 

 

Question No. 03 (20 Marks) 
 

AMS is a company which manufactures accessories required for aviation industry, such as safety belts 

and other safety equipment, of which you are the Chief Financial Officer.  
 

From a small startup business at the beginning, AMS grew steadily for almost five years, however, later 

suffered intense competition from a much larger competitor. Further due to the political instability in the 

country which AMS operates, it had to suffer effects of foreign exchange fluctuations. As a result, the 

materials imported were highly expensive and AMS was not able to be competitive in terms of pricing 

with its new competitor. 
 

Employees of AMS are under severe pressure stretching working hours to cope with the volume of 

business and have little time to carryout research & development as well as innovate new products. Heads 

of divisions are fighting hard to source new staff as well as achieve goal congruence.  
 

However, both the Chief Executive Officer and the Managing Director are concerned about the risks 

involved in recruiting new staff. They are disturbed about the uncertainty of the business. Therefore, they 

have advised not to recruit more staff because they will have to go through a voluntary or even a 

compulsory redundant programme, unless there is no alternative strategy, as experiencing cutbacks and 

redundancies are very painful. 
 

An emergency management meeting had been convened with the board of directors and the senior 

leadership team of the company to discuss the internal implications of the planned expansion, and have 

asked you to prepare certain report for this meeting. 
 

You are required to: 
 

(a) Explain the role of internal audit and management audit in a situation as explained above. 

Include in your report an explanation of their aims, and how the requirement in a period of 

expansion will differ from those in a stable or declining business.              (10 Marks)  
 

You have attended a conference on the internal control frameworks used in US and in many 

parts of the world. One of such frameworks is the Internal Control - Integrated Framework 

developed by the Committee of Sponsoring Organizations of the Treadway Commission 

(COSO), and it defines internal control as: 

“A process, effected by the entity’s board of directors, management, and other personnel 

designed to provide reasonable assurance regarding the achievement of objectives in the 

categories of, 

(1) reliability of financial reporting,  

(2) effectiveness and efficiency of operations, and  

(3) compliance with applicable laws and regulations” 
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Further the five components of this framework are; 

 

1. The Control Environment 

2. Risk Assessment 

3. Control Activities 

4. Information and Communication 

5. Monitoring 
 

(b) Prepare a comprehensive report to train your team on the five major components of the COSO 

framework stated above.                                                                                                  (10 Marks) 

 (Total 20 Marks) 
 

Question No. 04 (20 Marks) 
 

Super Chemi Manufacturers & Distributors PLC (SCMD) was established in 2000 having an island-wide 

distribution network with more than 150 distributors. In addition, it has two manufacturing plants located 

in Horana and Kaduwela areas. The company has obtained the product certification (i.e., SLS). The 

company imports agrochemicals, pesticides and also different varieties of fertilizer for Sri Lankan 

farmers. The company is having more than 200 workers / labourers working in two factories and sales 

outlets are situated in different parts of Sri Lanka. The government has banned importation of Paraquat 

and Gyphosate; however, recently, has removed the ban of usage of these substances for sectors such as 

tea and rubber plantations. However, the company imports chemicals which consist of both of these 

substances and distributes those via its dealer network. Nevertheless, the chemicals which include both 

Paraquat and Gyphosate are still banned for the usage in other sectors. The Marketing Manager, Mr. 

Pasquel advised to the Board that he has sold chemicals which consist of Paraquat and Gyphosate at a 

higher price to customers in others sectors (other than tea and rubber plantations) and thereby earned a 

higher margin, but accounted them as sales coming from the tea and rubber plantation sectors; and 

claimed higher performance during the previous three months. The Chairman opposed such an action by 

saying it is unethical and they should not have done it, but failed to take any action against it.  

 

The company wants to extend its factory situated in Kaduwela to increase the manufacturing of 

chemicals, but the workers who are coming from the same area protested against this decision accusing 

the management that the company has not taken protective measures to protect the environment pollution 

adequately.  The company‟s trade union discussed this matter with the top management, and since there is 

no satisfactory answer from the management, they decided to go on a strike until the company withdraws 

the proposal of extending the factory. The management decided to take tough action against the workers. 

The employment of key workers who are from the area was suspended on bogus complains made by the 

factory manager without a proper inquiry. 
 

You are required to: 

(a) Discuss the importance of corporate ethics                                           (05 Marks) 
 

(b) Identify the existing ethical issues in SCMD PLC.                                   (04 Marks) 
 

(c) Evaluate the decision taken by the management to expand the existing factory with reference to 

fundamental corporate ethical principles.                                                                        (05 Marks) 

(d) Suggest how you would resolve these issues in an ethical manner as a professional manager.  

                                                                                                                                                       (06 Marks)  

                                                                                                                                                           (Total 20 Marks) 
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Question No. 05 (20 Marks) 
 

You have been requested by your company‟s Managing Director to submit a brief introductory note about 

the following to prepare a report to the board of directors. 
 

(a) American ruled-based model and UK/Commonwealth principle-based model of corporate 

governance.                                                                                                                      (06 Marks) 

(b) Performance and Conformance roles of the board of directors.                                   (04 Marks) 

(c) Functions of the audit committee.                         (06 Marks) 

(d) Issues in the application of corporate governance mechanisms.           (04 Marks) 

 

You are required to: 

 Prepare a brief introductory note by including the areas (a) to (d) above. 

       

                 (Total 20 Marks) 

 

End of Part II 

End of Question Paper 


