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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

The MNS Group is one of the world’s largest clothing retailers and had a turnover in excess of GBP 
2,000 million for the year ended 30 September 2015. The group’s clothes are sold in Europe, East Asia, 
North America and Australia and New Zealand. The clothes are made for MNS by a number of approved 
contractors in China, Thailand and India. The clothes are designed by employees of MNS at the 
company’s headquarters in London. The designers base their ideas on what has attracted them when they 
have attended the previews of the latest styles at the fashion shows presented by the world’s leading 
fashion houses. MNS operates to a four month lead time which runs from the start of the design process 
through to the first appearance of the new styles in the retail stores. 
 

MNS’s clothes are targeted at the mid to high priced sector of the market and are sold under several brand 
names. MNS tries to match brands to differing customer profiles, and in doing so recognizes that its 
customers’ ages are an important factor. Within the 18-25 year customer age group, brands are ‘uni-sex’.  
 

MNS operates across four geographic business units, with each managed as a profit centre. The group has 
differing arrangements for its retail outlets across the world, as shown below: 
 

Business Unit  Outlet Arrangement  

Europe (UK, France, Italy)  Group owned shops  

USA and Canada  Franchise agreements  

Asia (Japan, Thailand, China, Singapore)  Joint ventures with department stores  

Australia and New Zealand  Joint venture with a distributor  
 

The Group’s Treasurer regards MNS as highly exposed to currency risk, and therefore requires that all 
open positions with an equivalent value in excess of GBP 100,000 are hedged. 
 

Responsibility for hedging arrangements lies with the Finance Director of each of MNS’s four regional 
business units. Capital gearing is kept at a low level compared to MNS’s competitors, and the market 
value of debt equalled just 30% of the market value of equity at the balance sheet date of 30th September 
2015. 



Institute of Certified Management Accountants of Sri Lanka 
Strategic Level – Risk and Control Strategy and Policy (RSP / SL 4 – 404) – November 2015 Examination  2  
 

The Group Directors’ remuneration, as detailed in Note 3 below, is linked to medium term financial 
targets. 
 

The Group’s shares are listed on both the London and the New York stock exchanges. MNS’s share price 
has fallen by 15% over the last six weeks, compared with an average fall of 10% for the general retail 
sector, and 8% for fashion retailers. A meeting of the Board of Directors has been called to address this 
problem. 
 

The Group Finance Director thinks that a share price recovery could be stimulated by a well-targeted cost 
cutting exercise. The production and transportation costs being charged by suppliers are considered too 
high, as they amount to 75% of the cost of goods sold. Initial estimates suggest that there is scope to 
reduce each of these costs by around 5%. Profit is further eroded by high employee costs, especially in 
Europe, where they equal 18% of sales, compared to an industry average of 12%. The Group Finance 
Director believes that increasing the proportion of part-time sales staff could bring employee costs in line 
with the industry average. 
 

The Group Marketing Director proposes an alternative solution, as he believes that a new advertising 
campaign would stop the decline in the share price. The campaign would focus on the group’s most 
glamorous product ranges and would use international film stars to promote the clothes. The average 
gross margin on all clothes sales across the group varies significantly. For some products in the UK and 
Japan it is 45%, but it is as low as 6% for some products in Thailand and Singapore. The glamour ranges 
earn an average gross margin of 22% and sales of these ranges account for 15% of group revenue, but it is 
thought that the advertising campaign could significantly boost global sales of these high mark-up 
products with no accompanying sales loss elsewhere. 
 

Additional Information   
Note 1: Extracts from key financial statistics for the preceding two years: 
 

 2013  
GBP million 

2014  
GBP million 

Sales*  2,400  3,120  
Gross Profit (excluding joint ventures)  480  625  
Distribution costs  72  50  
Profit/loss from joint ventures   
 

(350)  180  

Net Interest payable  24  22  
Dividend yield on year end share price  1·5%  1·5%  
UK Share Price (year-end)  465 pence  490 pence  
 680  782  

 

The current (September 2015) share price is 480 pence 
* Sales are split across the regions as follows: Europe 60%; USA & Canada 20%; Asia 12%; Australia 

and New Zealand 8%. 
 

Note 2: The Ethical Code of Conduct covers conditions and terms of employment within MNS and in 
MNS’s suppliers, and includes the following requirements: 
• Payment of the legal minimum level of wages (or industry average) whichever is higher; 
• No use of forced labour, and freedom for employees to join a trade union and/or engage in 

collective bargaining; 
• Safe and hygienic working conditions; 
• A commitment not to use child labour, that is, aged below 15; 
• Working hours kept to normal national levels or local industry standards. 
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Note 3:  Remuneration of Group Executive Directors. 
In addition to a fixed, market based salary, plus pension and health scheme benefits, group 
directors are entitled to performance related pay. The performance related pay usually represents 
over 50% of each director’s annual remuneration and is based upon the following terms: 
• A variable bonus is payable if performance meets or exceeds pre-determined annual targets 

for MNS’s profit before tax. Achieving target performance earns the directors a bonus of 
55% of their annual salary, and this rises to a maximum of 150% for performance more 
than 20% above the target level. 

• Half of the variable bonus is granted in cash, and the rest is paid in shares, which must be 
held for a minimum of three years. 

 

Note 4:  Remuneration of business unit directors and other senior managers. 
In common with the executive directors, other senior managers in MNS are paid partly on the 
basis of performance. Senior staff can earn bonuses paid in shares, which carry no minimum 
holding period requirement. The bonus rates are dependent upon performance relative to 
earnings per share growth targets set by the Board of Directors and in recent years have ranged 
between 50% and 220% of annual salary. 

 

You are required to: 
 

(a) Discuss the extent to which each of the following characteristics of MNS creates potential risks for 
the company’s shareholders: 
(i) Branding and marketing strategy; 
(ii)  Design and procurement strategy; 
(iii)  Remuneration of senior management and executive directors; 
(iv) Social and environmental policies.            (4 × 5 Marks = 20 Marks) 

                       
(b) Prepare a report to be presented at the board meeting that: 

(i) Explains why the principle of “risk ownership” at board of director level is a vital form of 
control, especially in extremely large companies such as MNS.          (10 Marks) 
                 

(ii)  Discusses the relative merits of the Finance Director’s and the Marketing Director’s 
proposals. (Your discussion should be from a risk management perspective, and should 
therefore focus on the risks created by the share price fall and the impact of each proposal on 
the group’s overall risk profile).              (10 Marks) 

         (Total 40 Marks) 
End of Part I 

 
Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

“Effective internal control, internal audit, audit committee and corporate governance are all inter-related”. 
 

You are required to discuss this statement with reference to: 
 

(a) How internal audit should contribute to the effectiveness of internal control;        (06 Marks)      
 

(b) How an audit committee should contribute to the effectiveness of internal audit;        (07 Marks) 
 

(c) The role of an audit committee in promoting good corporate governance.                     (07 Marks) 
      (Total 20 Marks) 
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Question No. 03 (20 Marks) 
 
Foreign exchange risk (also known as FX risk, exchange rate risk or currency risk) is a financial risk that 
exists when a financial transaction is denominated in a currency other than that of the base currency of the 
company. Foreign exchange risk also exists when the foreign subsidiary of a firm maintains financial 
statements in a currency other than the reporting currency of the consolidated entity. The risk is that there 
may be an adverse movement in the exchange rate of the denomination currency in relation to the base 
currency before the date when the transaction is completed. 
 

(a) List and explain the External hedging techniques available.           (10 Marks) 
 

Imagine USB Inc, an American software house, is due to pay a UK supplier £1m in three months’ time. It 
is now 1 May. Relevant data from the foreign currency and money market is given below. 
 

Options market (£250,000 contracts, premiums are quoted in cents per £1) 
 

Exercise Price Call Option Put Option 

June Sep June Sep 

1.9000 2.88 3.55 0.15 0.28 

1.9200 1.59 2.32 1.00 1.85 

1.9400 0.96 1.15 2.05 2.95 
 

Note: The contract size of £250,000 has been chosen to avoid under- or over-hedging. 
 

(b) You are required to calculate the dollar payment options hedging technique.         (10 Marks) 
 (Total 20 Marks) 

 

Question No. 04 (20 Marks) 
 

DOD is a company manufacturing and selling a wide range of industrial products to a large number of 
businesses throughout the country. DOD is a significant local employer, with 2,500 people working out of 
several locations around the region, all linked by a networked computer system. 
 

DOD purchases numerous components from 750 local and regional suppliers, receiving these components 
into a central warehouse. The company carries about 10,000 different inventory items, placing 25,000 
orders with its suppliers each year. 
 

The Accounts Payable Department of DOD has six staff who process all supplier invoices through the 
company’s computer system and make payment to suppliers by cheque or electronic remittance. 
 
You are required to:  
 

(a) Discuss the purposes and value of an internal control system for Accounts Payable to a company 
like DOD.                              (06 Marks)  
         

(b) Identify the information systems controls that should be in place for Accounts Payable in a 
company like DOD.                            (07 Marks) 
 

(c) Explain the risk of fraud in a computerized Accounts Payable system for a company like DOD and 
how that risk can be mitigated.                           (07 Marks) 

(Total 20 Marks) 
 
 
 
 



Institute of Certified Management Accountants of Sri Lanka 
Strategic Level – Risk and Control Strategy and Policy (RSP / SL 4 – 404) – November 2015 Examination  5  
 

Question No. 05 (20 Marks) 
 

POP manufactures chemicals and has a factory and four offsite storage locations for finished goods. 
POP’s year end was 30 September 2015. The final audit is almost complete and the financial statements 
and audit report are due to be signed next week. Revenue for the year is $55 million and profit before 
taxation is $5·6 million. The following two events have occurred subsequent to the year end. No 
amendments or disclosures have been made in the financial statements. 
 
Event 1 – Defective chemicals: 
POP undertakes extensive quality control checks prior to despatch of any chemicals. Testing on 3 August 
2013 found that a batch of chemicals produced in July was defective. The cost of this batch was $0·85 
million. In its current condition it can be sold at a scrap value of $0·1 million. The costs of correcting the 
defect are too significant for POP’s management to consider this an alternative option. 
 
Event 2 – Explosion: 
An explosion occurred at the smallest of the four offsite storage locations on 20 May 2013. This resulted 
in some damage to inventory and property, plant and equipment. POP’s management have investigated 
the cause of the explosion and believe that they are unlikely to be able to claim on their insurance. 
Management of POP has estimated that the value of damaged inventory and property, plant and 
equipment was $0·9 million and it now has no scrap value. 
 
You are required to: 
 

(a) Explain Objectives and general principles governing an audit of financial statements (statutory 
external audit).                   (06 Marks) 
 

(b) For each of the two events above, explain whether the financial statements require amendment. 
                   (04 Marks) 

 

(c) The directors do not wish to make any amendments or disclosures to the financial statements for the 
explosion (event 2). Explain the impact on the audit report should this issue remain unresolved.           

                (04 Marks) 
 

(d) Explain how POP manufactures use management audits to improve its situation within the 
organization.                (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 
 


