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Instructions to Candidates 
1. Time allowed is three (3) hours (with an additional reading time of 15 minutes). 
2. Answer all questions in Part I and three (3) questions from Part II. 
3. The answers should be given in the English Language. 

 

Subject Subject Code 
Risk & Control Strategy and Policy  (RSP / SL 4) 

 

PART I 
 
Answer all questions 
 
Question No. 01 (40 Marks) 
 
Read the following case on Wheels and answer the questions given at the end.   
 
WHEELS is a manufacturer of automotive products and a supplier to some of the major motor vehicle 
assembly plants. It operates in a Just in Time (JIT) environment and uses sophisticated manufacturing 
technology for efficient production. WHEELS has adopted a lean manufacturing philosophy and has 
extended this to lean management accounting. The company’s emphasis is on the elimination of waste 
and cost control in both manufacturing and support functions and generating continual incremental 
improvements in all what it does. 
 
WHEELS uses a Strategic Enterprise Management system (SEM) which integrates strategic, financial and 
operational information and is linked to WHEELS’S executive information system (EIS) which enables 
senior managers to evaluate information about the organization and its environment. The EIS incorporates 
a drill down facility to move from summarized to more specific and detailed operational and financial 
information. 
 
WHEELS is organized in an environment of design, production, sales and accounting functions that are 
brought together in a number of semi-autonomous work groups. Each work group is focused on several 
similar products. Each WHEELS employee has a matrix reporting relationship, to its work group and to 
the functional hierarchy; design, production, sales and administration. 
 
Although it is committed to waste reduction, WHEELS recognizes that standardization in its 
manufacturing is essential for the maintenance of quality and customer satisfaction. It has carried this 
philosophy over into its support functions where it has established a strategic planning process focused on 
short-term profits and shareholder value, and policies and procedures for most support activities including 
human resource management; recruitment, training and appraisal, etc... There is also a profit sharing 
scheme linked to WHEELS’S overall performance. 
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The accounting-based control systems used by WHEELS include capital investment appraisal using 
discounted cash flow techniques with high ‘hurdle’ rates for all decisions to increase, ensuring that 
revenue targets are achieved. The Chief Executive relies on the Finance Director for accounting advice 
and the Finance Director is committed to capital investment and budgeting techniques. A ‘suite’ of non-
financial performance measures is also used to measure performance, for example, quality, on-time 
delivery, production efficiency, customer satisfaction and employee morale. 
 
The Chief Executive of WHEELS is an engineer by profession, a dominating individual, with a 
controlling interest in the company. He is obsessed with reducing waste and cutting costs to improve 
reported profits. Most of the changes in philosophy, production technology, IT systems and reporting 
have been introduced by him. The chief executive uses the EIS to focus on work groups that need to 
improve their performance or that of their group of products. The management hierarchy is relatively flat 
and most managers are in staff positions rather than supervising production operations. 
 
WHEELS is in a relatively stable business and its technology lead has assured it of long contractual 
relationships with its customers. It is a risk-averse business, evidenced by its strict controls, sophisticated 
information systems and the hands-on role of the chief executive. 
 
The culture of WHEELS is one of technological excellence and commitment to customer service. The 
perspective taken by employees is a long-term one. A team culture and commitment to working together 
is fostered by the work team structure and their autonomy from day-to-day management. Consequently, 
there is a relatively low staff turnover and generally high morale. The teams tend to carry out healthy 
competition among each other to see which team can produce the best performance each month. 
 
However, surveys have shown that staff tends to be unhappy about the methods by which targets are set. 
They believe that these are too demanding, which in turn affects their profit-related bonuses. They are 
also unhappy about the strict control over expenses and the way in which some of the non-financial 
performance measures are calculated. Many employees think that WHEELS has become too obsessive 
about cost and waste reduction. 
 
Over the last year, the chief executive has become increasingly concerned as to whether he can rely on 
some of the capital investment appraisals, budget reports and non-financial performance measurement 
information he has been receiving. 
 
You are required to: 
 
(a) Describe the elements of a risk management framework in an organization.        (05 Marks)         

                                     
(b) Discuss the types of risks faced by WHEELS and possible risk management strategies available to 

the company.                  (08 Marks) 
 

(c) Identify the methods of management control used in WHEELS and evaluate their effectiveness. 
(12 Marks)      

                                                                                            
(d) Evaluate the effectiveness of WHEELS’s risk management strategy in relation to its approach to 

management control and suggest recommendations for improvement.        (15 Marks) 
(Total 40 Marks) 

End of Part I 
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Part II   
 
Answer any three (3) questions 
 
Question No. 02 (20 Marks) 
 
Anthony is the sole shareholder of Senkadagala Stores, a company which owns five stores in the Kandy 
district. The stores mainly stock food and groceries, and four of the stores have an off-license as well. 
 

Each store is run by a full-time shop manager and three or four assistants. Anthony spends on average ½ a 
day a week at each store, and spends the rest of his time at home, dealing with his other business interests. 
 

All sales are for cash and are recorded on till rolls which the managers retain. Anthony pays shop 
managers’ wages monthly by cheque. Wages of shop assistants are paid in cash, out of the takings. 
 

Most purchases are made from local wholesalers and are paid for in cash out of the takings. Large 
purchases (over Rs.25,000/-) must be made by cheques signed by the shop manager and countersigned by 
Anthony. 
 

Shop managers, bank’s surplus cash once a week, apart from a float in the till. 
 

All accounting records including the cash book, wages and sales tax records are maintained by the shop 
managers. Anthony reviews the weekly bank statements when he visits the shops. He also has a look at 
inventories to see if inventory levels appear to be about right. All invoices are also kept in a drawer by a 
shop manager and marked with a cash book reference, and where appropriate a cheque number, when 
paid. 
 

You are required to: 
 
(a) Evaluate the internal control system of Senkadagala Stores.         (08 Marks)         

                                     

(b) Recommend how the weaknesses of internal  control system (if any) can be remedied.(12 Marks) 
 (Total 20 Marks) 

 
 
Question No. 03 (20 Marks) 
 
MIT is an information technology company set up during the dot com boom of the 1990’s. Unlike many 
other companies, it did not expand too fast at first as the proprietors were cautious and hence did not need 
to seek additional external funding beyond the original venture capital. As a result the company has been 
well placed to absorb business that has become available in the IT sector and has done well since the 
millennium.        
 

The directors have now decided on a policy of expansion both internally and by acquisition. They 
appreciate that they will need more external funding and believe the company will soon be in a healthy 
enough position for them to seek a stock market listing. They understand that this will mean that the 
company’s corporate governance structure needs to be more formal. Previously the board consisted of the 
original shareholders plus a representative from the venture capitalists. The directors appreciate that if the 
company is listed they will need to recruit some non-executive directors to the board, but are unclear 
about their role and why most of the board members need to be independent.            
A prospective entrepreneur Bastian wishes to invest in the ice-cream industry in Sri Lanka. Being a keen 
student of Business Strategy he feels that a formal analysis pertaining to the industry competitiveness is 
required to be conducted prior to making any investment. You have been appointed to advise Bastian on 
the viability of his intention. 
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You are required to prepare a memorandum to the Board of Management of MIT explaining: 
 
(a) The distinction between executive and non-executive board directors.        (05 Marks)    

                                          
(b) The role of non-executive directors in the corporate governance of a listed company.    (05 Marks) 
 
(c) The main areas for potential conflict of interest between external shareholders of a company and its 

board of directors and how non-executive directors can help deal with this problem.(05 Marks)                           
     

(d) The objections to pay non-executive board directors in shares or share options.       (05 Marks) 
(Total 20 Marks) 

 
 
Question No. 04 (20 Marks) 
 
BET Inc. is a medium sized US company that trades with companies in several European countries. Trade 
deals over the next three months are shown below. Assume that it is 20th April. 
 

  Two months time  Three months time 
  Receipts  Payment  Receipts  Payments 
France  ‐  EUR 393,265  EUR 491,011      EUR      60,505 
Germany  ‐  ‐  EUR 890,217  EUR 1,997,651 
Denmark  ‐  ‐  DKr 8.6m  ‐ 
 
Foreign exchange rates: 
  Dkroner/$  Euro/$ 
Spot  10.68 ‐ 10.71  1.439 ‐ 1.465 
Two months forward  10.74 ‐ 10.77  1.433 ‐ 1.459 
Three months forward  10.78 ‐ 10.83  1.431 ‐ 1.456 
 
Annual interest rates (valid for two months or three months) 
  Borrowing %  Investing % 
USA  7.50  5.50 
France  5.75  3.50 
Germany  5.75  3.50 
Denmark  8.00  6.00 
 
Futures market rates: 
 
Three month Euro contracts (125,000 Euro contract size) 
 

Contracts are for buying or selling Euros. Future prices are in $ per Euro. 
June   0.6964 
September  0.6983 
December  0.7013    

 
You are required to: 
 
(a) Formulate, using the forward market, money market and currency futures market as appropriate, a 

foreign exchange hedging strategy that is expected to maximize the cash flows of BET Inc. at the 
end of the three month period. Assume closing futures price is the same as the spot price on the day 
that the contract is closed out.             (14 Marks)    
                                          

(b) Evaluate the role of forward contracts and currency futures as a strategy for hedging against 
foreign exchange risk.              (06 Marks) 

                                                                                        (Total 20 Marks) 
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Question No. 05 (20 Marks) 
 
You have been appointed as Manager internal audit of a large organization engaged in manufacturing 
ready-made garments and have been asked to set up an appropriate department. However, the Board of 
Directors is not yet convinced about the role of internal audit and its role within the organization. 
 
You are required to prepare a report for the Board of Directors clarifying the role of internal audit with 
regard to the audit and accounting systems. In your report, you should: 
 
(a) Describe the role and scope of an internal audit.           (05 Marks)    

                                          
(b) Compare briefly the role of the external audit to that of the internal audit.        (05 Marks) 
 
(c) Evaluate the salient ethical issues internal auditor may face in carrying out an internal audit and 

how any ethical conflict should be resolved.                 (05 Marks)  
 
(d) Enumerate the role of the internal audit department in relation to its responsibilities for making an 

evaluation of its audit findings, maintaining adequate working papers and reporting its findings to 
the audit committee.                 (05 Marks) 

                                                                                        (Total 20 Marks) 
End of Part II 

End of Question Paper 
 
 
 
 


