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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

EnergyStar: Background organisational structure and financial controls  

EnergyStar is one of the largest manufacturers of energy saving products for use in construction. EnergyStar 

owns manufacturing plants and distribution centres in various locations around the island. The group 

specializes in the manufacture of timber framed sections and of insulated panels, both being used in domestic 

and commercial construction. The insulated panels take the form of a “sandwich” of outer layers of wooden 

board with a polystyrene core, and so EnergyStar is very dependent on access to timber supplies for the 

manufacture of both of its products. 
 

The products of the company are exported to European Union countries and are invoiced in Euros and invoice 

proceeds are receivable in 45 days times as per trade practice. Euros appreciates against functional currency 

of Energy star. About 40% of the turnover of the company comes in Euros and gain in foreign currency 

translation is significant amount in income statement of the company since last few years. 
 

The past financial records indicate that it is difficult to effectively compare financial performance across 

different parts of the group. The financial control system is unsound because it is geographically based; 

different areas are not directly comparable. For example, the mix of manufacturing versus distribution plants is 

uneven across the areas although their respective profitability is likely to be significantly different. There is no 

indication of how the research and development costs are either recovered, or controlled, and also no 

indication of if, or how, product profitability is assessed. The only logical feature seems to be the exclusion of 

foreign exchange and interest rate movements from the performance evaluation. 
 

The company has not implemented monthly review of financial progress comparing budgetary estimates, 

target sales and actual cost analysis to ensure the company takes financial decisions based on return on 

invested capital and market rate of return. 
 

Product Development 

The Board of Directors regards new product development as vital to the continued success of the business, and 

5% of group profit is allocated to Research and Development. All new products have to obtain certification on 

their suitability for purpose and compliance with health and safety and building regulations. Certification is 

granted by an internationally approved body, but obtaining certification can take up to three years to complete. 
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Environmental Issues  

EnergyStar‟s timber based products appeal to customers because of the fact that timber is a renewable 

building material. There is, however, growing consumer concern about illegal logging and global 

depletion of major forestry resources. 
 

In response to these concerns, EnergyStar‟s strategic plan states that it aims, by 2020, to have 75% of 

timber supplies sourced from sustainable forest. The timber used for both the timber framed sections and 

the insulated panels is primarily softwood which, in forestry terms, is fast growing. Trees reach the 

necessary level of maturity in approximately 20 years. Reliable market forecasts suggest that demand for 

sustainably produced timber is growing faster than its supply, and that severe competition for this 

resource will emerge over the next five to eight years. 
 

A number of international schemes have developed with the aim of providing customer assurance on the 

sustainability of a timber source. Consumers, however, appear to be poorly informed about the different 

assurance systems and are unable to clearly distinguish between genuine and “rogue” assurance schemes. 
 

Risk Management 

Overall responsibility for risk management systems within EnergyStar rests with a senior manager 

(ranked immediately below Board level) who holds the title of Group Risk Controller. He was appointed 

five years ago, after promotion following 20 years‟ service as EnergyStar‟s Head of Group Insurance. He 

works closely with the Head of Internal Audit, although their respective roles are not clearly defined and 

documented and they jointly report monthly to the Audit Committee and the Finance Director. 
 

The Board of Directors‟ approach to risk management is to either avoid risk or transfer it. One 

consequence of this policy is that the insurance bill for the group is extremely high in comparison to its 

peers. The existing risk averse culture also means that all overseas customers are billed in Euros, and the 

Treasury unit is barred from using financial instruments, even for hedging purposes, because they are “too 

risky”.  
 

The Group Risk Controller of EnergyStar is due to retire in July 2016, and in its most recent review of 

internal controls within EnergyStar the Audit Committee recommended that the Board of Directors 

should work with the new appointee to undertake a major review of current risk management practice 

within EnergyStar. 
 

 

Using the information provided in the above scenario, you are required to: 
 

(a) Discuss the extent to which each of the following aspects of the operational and business 

environment of EnergyStar creates potential risks for the group‟s shareholders: 

(i) Product development; 

(ii) Environmental issues; 

(iii) Financial controls.                      (3 × 5 Marks = 15 Marks) 

                       
(b) Recommend, with reasons, a risk management control system that could be used by EnergyStar as a 

mechanism for recording, prioritizing and managing the group‟s risks.          (15 Marks) 

                 

(c) Explain why the role of the Group Risk Controller extends beyond issues of insurance and 

conformance and is also concerned with performance against strategic objectives.        (10 Marks) 

         (Total 40 Marks) 

End of Part I 
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Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

Verusa is a new company that provides professional services to small businesses. Apart from the 

Principal, a qualified accountant who owns 100% of the business, there are four professionally qualified 

and two support staff. The business model adopted by Verusa is to charge an annually negotiated fixed 

monthly retainer to its clients in return for advice and assistance in relation to budgeting, costing, cash 

management, receivables and inventory control, and monthly and annual management reporting. The 

work involves weekly visits to each client by a member of staff and a monthly review between Verusa‟s 

Principal and the chief executive of the client company. In delivering its client services, Verusa  makes 

extensive use of specialist accounting software.  
 

The Principal continually carries out marketing activity to identify and win new clients. This involves 

advertising, production of brochures and attending conferences, exhibitions, and various business events 

where potential clients may be located.  
 

The management of Verusa by its Principal is based on strict cost control, maximising the chargeable 

hours of staff and ensuring that the retainers charged are sufficient to cover the hours worked for each 

client over the financial year.  

 

You are required to: 
 

(a) Recommend what types of management controls that could be appropriate for the principal to have 

in place for Verusa.               (10 Marks)      
 

(b) Discuss the cost benefits analysis of implementing a system of internal controls to safeguard the 

interest of the principal.               (10 Marks) 

      (Total 20 Marks) 

 

 

 

Question No. 03 (20 Marks) 
 

N is based in the UK. The company manufactures advanced braking systems for trains. N has just sold a 

test system with a value of US$1,755,250 to L, a company based in the USA. L insisted on being invoiced 

in US$; N agreed to this request in an attempt to generate goodwill with its new customer. The directors 

of N hope to obtain significant sales with L in the future if the test system is found to meet that 

company‟s requirements. Payment is due in 90 days. 
 

This is N‟s first significant overseas order. The Management Accountant has taken advice on hedging the 

transaction risk and concluded that a forward contract is the best method available. 
 

Information relevant to this decision:  
 

Current spot rates £1 = US$1·6000 – 1·6050 
 

There is a three month discount forward of 2·30 cents – 2·50 cents  
 

The actual spot rate 90 days later was £1 = US$1·6585 – 1·6635 
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You are required to: 
 

(a) (i) Discuss the advantages and disadvantages of the use of a forward contract by N, and 

(06 Marks) 
 

(ii) Calculate for N whether, in retrospect, purchasing a forward contract was actually beneficial 

for the company.                (04 Marks) 
 

(b) (i) Explain why N‟s competitive position could be exposed to movements on the US$. 

(04 Marks) 
 

(ii) Discuss why exposure to economic risk as a result of exchange rate fluctuations is hard to 

quantify.                        (06 Marks) 

(Total 20 Marks) 

 

Question No. 04 (20 Marks) 
 

The Information Systems strategy within the PQ organization has been developed over a number of years. 

However, the basic approach has always remained unchanged. An IT budget is agreed by the board each 

year. The budget is normally 5% to 10% higher than the previous year‟s to allow for increases in prices 

and upgrades to computer systems. 
 

Systems are upgraded in accordance with user requirements. Most users see IT systems as tools for 

recording day-to-day transactions and providing access to accounting and other information as necessary. 

There is no Enterprise Resource Planning System (ERPS) or Executive Information System (EIS). 
 

The board tends to rely on reports from junior managers to control the business. While these reports 

generally provide the information requested by the board, they are focused at a tactical level and do not 

contribute to strategy formulation or implementation. 
 

You are required to:  
 

(a) Compare and contrast Information Systems strategy, Information Technology strategy and 

Information Management strategy and explain how these contribute to the business.       (10 Marks)  
         

(b) Advise the board on how an ERPS and EIS could provide benefits over and above those provided 

by transaction processing systems.                       (10 Marks) 

 (Total 20 Marks) 

 

 

Question No. 05 (20 Marks) 
 

F is a member of the internal audit department of D, a courier company. F has recently completed a 

compliance audit of the extent to which the company‟s delivery vans are being maintained in accordance 

with the company‟s policy. 
 

Each of D‟s depots has a full-time mechanic. The company‟s policy is that the depot mechanic is required 

to check each van‟s fluid levels and give a road test on a monthly basis. The Depot Manager is 

responsible for ensuring that every van has been checked in this manner. 
 

One of D‟s delivery drivers was recently involved in a road traffic accident. The police report relating to 

this accident indicates that the van‟s brakes had failed because of a leak in the brake pipe. The delivery 

driver has been charged by the police with an offence because it is illegal to drive a vehicle with defective 

brakes. 
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D‟s Transport Manager has reviewed the van‟s maintenance log. The log shows that the depot mechanic 

had not inspected the van during the six weeks before the accident. The Head of Internal Audit has 

reviewed F‟s report and has noticed that although F had visited the depot shortly before the accident 

occurred he had reported that policies were being adhered to. 
 

The Head of Internal Audit has asked F to explain why he gave a positive report when records prove that 

policies had not been adhered to. F explained that the Depot Manager had admitted that the vans had not 

been inspected as frequently as company policy required because the depot mechanic had been absent for 

two weeks because of ill health. There were no other qualified mechanics available to carry out these 

inspections and the depot‟s repair budget was insufficient to pay for the vans to be inspected by a third 

party. The Depot Manager had asked F not to note this omission in the audit report because it would lead 

to disciplinary action, which would harm the Depot Manager‟s career. F agreed not to report the missed 

inspections provided that the Depot Manager promised that all of the vans would be inspected as soon as 

possible when the depot mechanic returned to work. 
 

The Head of Internal Audit was dissatisfied with F‟s behaviour alleging F had not acted in an independent 

manner. F denies that accusation because he has no connection to the Depot Manager or any of the 

depot‟s other staff. Additionally, F has pointed out that the Depot Manager could easily have falsified the 

maintenance records to conceal the fact that the vans had not all been inspected on schedule and a 

negative internal audit report would simply encourage Depot Managers to falsify their records in future. 

 

You are required to: 
 

(a) (i) Evaluate the head of internal Auditor‟s assertion that F had not adhered to code of 

professional conduct as a professional.             (07 Marks) 
 

(iii) Discuss the implications that may arise due to F„s behaviour towards the core responsibilities 

entrusted to internal audit   for governance of D.                   (07 Marks) 
 

(b) Discuss the Objectives and general principles governing an audit of financial statements (statutory 

external audit) and Ethical Requirements Relating to an Audit of Financial Statements.  

               (06 Marks) 

  (Total 20 Marks) 

End of Part II 
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Present value table  
  

Present value of 1.00 unit of currency, that is (1 + r)
-n 

where r = interest rate; n = number of periods until payment or 

receipt.  

  
Periods (n)  Interest rates (r) 

 

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 0.926 0.917 0.909 

2 0.980 0.961 0.943 0.925 0.907 0.890 0.873 0.857 0.842 0.826 

3 0.971 0.942 0.915 0.889 0.864 0.840 0.816 0.794 0.772 0.751 

4 0.961 0.924 0.888 0.855 0.823 0.792 0.763 0.735 0.708 0.683 

5 0.951 0.906 0.863 0.822 0.784 0.747 0.713 0.681 0.650 0.621 

6 0.942 0.888 0.837 0.790 0.746 0705 0.666 0.630 0.596 0.564 

7 0.933 0.871 0.813 0.760 0.711 0.665 0.623 0.583 0.547 0.513 

8 0.923 0.853 0.789 0.731 0.677 0.627 0.582 0.540 0.502 0.467 

9 0.914 0.837 0.766 0.703 0.645 0.592 0.544 0.500 0.460 0.424 

10 0.905 0.820 0.744 0.676 0.614 0.558 0.508 0.463 0.422 0.386 

11 0.896 0.804 0.722 0.650 0.585 0.527 0.475 0.429 0.388 0.350 

12 0.887 0.788 0.701 0.625 0.557 0.497 0.444 0.397 0.356 0.319 

13 0.879 0.773 0.681 0.601 0.530 0.469 0.415 0.368 0.326 0.290 

14 0.870 0.758 0.661 0.577 0.505 0.442 0.388 0.340 0.299 0.263 

15 0.861 0.743 0.642 0.555 0.481 0.417 0.362 0.315 0.275 0.239 

16 0.853 0.728 0.623 0.534 0.458 0.394 0.339 0.292 0.252 0.218 

17 0.844 0.714 0.605 0.513 0.436 0.371 0.317 0.270 0.231 0.198 

18 0.836 0.700 0.587 0.494 0.416 0.350 0.296 0.250 0.212 0.180 

19 0.828 0.686 0.570 0.475 0.396 0.331 0.277 0.232 0.194 0.164 

20 0.820 0.673 0.554 0.456 0.377 0.312 0.258 0.215 0.178 0.149 

 

  

  
Periods (n)  Interest rates (r) 

 

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 

2 0.812 0.797 0.783 0.769 0.756 0.743 0.731 0.718 0.706 0.694 

3 0.731 0.712 0.693 0.675 0.658 0.641 0.624 0.609 0.593 0.579 

4 0.659 0.636 0.613 0.592 0.572 0.552 0.534 0.516 0.499 0.482 

5 0.593 0.567 0.543 0.519 0.497 0.476 0.456 0.437 0.419 0.402 

6 0.535 0.507 0.480 0.456 0.432 0.410 0.390 0.370 0.352 0.335 

7 0.482 0.452 0.425 0.400 0.376 0.354 0.333 0.314 0.296 0.279 

8 0.434 0.404 0.376 0.351 0.327 0.305 0.285 0.266 0.249 0.233 

9 0.391 0.361 0.333 0.308 0.284 0.263 0.243 0.225 0.209 0.194 

10 0.352 0.322 0.295 0.270 0.247 0.227 0.208 0.191 0.176 0.162 

11 0.317 0.287 0.261 0.237 0.215 0.195 0.178 0.162 0.148 0.135 

12 0.286 0.257 0.231 0.208 0.187 0.168 0.152 0.137 0.124 0.112 

13 0.258 0.229 0.204 0.182 0.163 0.145 0.130 0.116 0.104 0.093 

14 0.232 0.205 0.181 0.160 0.141 0.125 0.111 0.099 0.088 0.078 

15 0.209 0.183 0.160 0.140 0.123 0.108 0.095 0.084 0.079 0.065 

16 0.188 0.163 0.141 0.123 0.107 0.093 0.081 0.071 0.062 0.054 

17 0.170 0.146 0.125 0.108 0.093 0.080 0.069 0.060 0.052 0.045 

18 0.153 0.130 0.111 0.095 0.081 0.069 0.059 0.051 0.044 0.038 

19 0.138 0.116 0.098 0.083 0.070 0.060 0.051 0.043 0.037 0.031 

20 0.124 0.104 0.087 0.073 0.061 0.051 0.043 0.037 0.031 0.026 

 
 

 

 

 

End of Question Paper 

 


