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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 
 

M plc 
 

Introduction 
 

M plc is a long established publisher of newspapers and provider of web media. It is based in the capital 

of its country and has had a full listing in the country’s main Stock Exchange since 1983. The company 

has three operating divisions which are managed from the headquarters situated in the capital city. They 

are; 

 Newspapers Division - The Newspapers Division publishes three daily newspapers and one   

Sunday newspaper. 
 

 Web Division - The Web Division maintains and develops several websites which it owns. In the 

last ten years, the Web Division has developed an online version of all the newspapers produced by 

the Newspapers Division. 
 

 Advertising Division - The sale of advertising space is undertaken for the whole of M plc by the 

Advertising Division. Therefore, advertisements which appear in the print media and on the web 

pages produced by the Newspapers Division and the Web Division respectively are all handled by 

the Advertising Division. 
 

Web site 
 

The online version of the newspaper allows subscribers to post comments concerning any of the articles 

published in the most recent version of the newspaper. This has been a popular facility that readers appear 

to value. 
 

Subscribers must log in using their user names and passwords before they can make a post. M plc does 

not edit such posts because it would be exorbitantly expensive to do so. Instead, M plc relies on software 

that scans each draft post for offensive language and any post that does not trigger that software appears 

in a text box underneath the article and can be read by all subscribers.  
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Subscribers to the online version of this newspaper must register using a credit card in order to obtain a 

subscription. They have to tick a box onscreen to acknowledge that they have read and agreed to M plc’s 

terms and conditions, which include the following: 

- Subscribers accept M plc is not responsible for any offensive or incorrect comments posted on 

the site. 

- Subscribers agree that any posts they place on the site will be honest, accurate and not intended 

to cause any harm or offence. Authors agree that all responsibility for comments they post 

remains with the author not M plc. 

- The copyright to all posts to the site belongs to M plc and nobody is permitted to copy, print or 

publish them for any purpose without first seeking M plc’s permission. 

 

Last month a post was made underneath an article about J, a famous pop singer, who endorses a range of 

vegetarian meals. The post’s author claimed to have seen J eating a meat dish in a restaurant. The post 

was read and copied by a journalist from a rival newspaper. The journalist sought reactions from J and the 

manufacturer of the vegetarian meals and published the story on the front page of the Monday edition of 

the rival newspaper under the headline “Famous vegetarian eats principles”. The article was careful to 

state that the only foundation for the story is the post to M plc’s site. 

 

J’s lawyers have contacted M plc to inform the company that the vegetarian meals manufacturer has 

cancelled J’s advertising contract. J is seeking compensation from M plc for the loss of these earnings and 

also for the damage to her reputation. M plc has rejected the claim on the grounds that it had taken all 

reasonable steps to prevent any harm to J’s reputation when it drafted its terms and conditions. The 

offending post was removed from the site as soon as it was drawn to M plc’s attention. 

 

Expenses audit                      
 

M plc’s directors receive monthly management accounts which show major categories of income and 

expenditure. The level of journalists’ expenses has been growing dramatically. The Board of Directors 

has insisted that the internal audit department carry out regular reviews of the journalists’ expenses 

starting as soon as possible. 
 

The directors also asked the Head of Internal Audit to investigate immediately the increase in journalists’ 

expenses. The investigation revealed no evidence of fraud but did uncover a culture in which job-related 

expenses were being incurred with no regard to the cost. For example, if a journalist wished to conduct an 

interview outside of a contact’s office for the sake of privacy, it had become accepted that the interview 

would be conducted in an expensive restaurant. Journalists had also claimed for items of equipment 

ranging from mobile phones and laptops to expensive televisions and office furniture for home offices. 

They usually bought the latest and most expensive technology and justified it on the basis that it would 

make news gathering more efficient. 
 

Expense claims must be submitted on official claim forms with receipts attached. Each claim must be 

signed by the journalist’s editor before the accounts department will process it. Editors told the Head of 

Internal Audit that journalists’ attitudes had changed over the past four or five years and that they were 

making ever more substantial claims. Editors did not risk demotivating journalists by restricting expenses 

and so spending had escalated.  
 

M plc has a formal policy on expenses, with guidance on the maximum costs that can be incurred for 

entertaining or travel without seeking specific approval. The investigation found that no one in the 

company has paid any attention to that policy. 
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Corporate Social Responsibility  
 

A policy is in place throughout M plc in order to eliminate bribery and corruption among staff especially 

those who have front line responsibility for obtaining business. This policy was established 15 years ago. 

All new employees are made aware of the policy and other staff policies and procedures during their 

induction. The Director of Human Resources has confidence in the procedures applied by his staff at 

induction and is proud that no action has ever been brought against an employee of M plc for breach of 

the bribery and corruption policy. 
 

Bribery  
 

M plc acquired N plc another publisher of newspapers in South East Asia. M plc receives monthly 

management accounts from N plc. One of the expense headings is “fees and professional charges”. One of 

M plc’s directors remarked that there is always a payment of approximately 3% of the subsidiary’s 

monthly revenue under this heading. On investigation, M plc’s directors discovered that this is a monthly 

payment to a government official in the South East Asian country. It was explained to directors of M plc 

that newspapers can only be published in the country if their publishers hold a publishing permit issued 

by the government. The government official responsible for issuing permits was helpful and cooperative 

when N plc first started publishing newspapers in the country five years ago. However once printing was 

underway the respective official threatened to withdraw the publishing permit unless he received a 

personal monthly payment. Hence N’s directors agreed that the official’s demands would be met. The 

members of N plc’s board did not consider this bribe to be a particularly unusual issue because it is 

common practice for such officials to abuse their power in this manner. 
 

N’s Chief Executive claims that he did not report the bribe to M plc when it acquired N because he 

believed that the government official’s behaviour is known by his superiors within the Government. It is 

tolerated because he shares the bribe with those superiors and this is accepted practice. The situation has 

created a serious dilemma for M plc’s directors. N’s Chief Executive has advised M plc’s board that the 

Government will almost certainly close the subsidiary down in the event that the monthly payments are 

discontinued. 
 

You are required to: 
 

(a) Evaluate the risks to M plc associated with allowing subscribers to post comments and views on the 

newspaper website.                       (10 Marks) 
 

(b) Recommend, stating reasons, appropriate controls that might be put in place in future to minimise 

the risks to M plc associated with malicious and inaccurate posts.               (10 Marks) 
 

(c) Explain the importance of a robust control environment for M plc.          (06 Marks)    
  

(d) Explain three (3) ways in which weaknesses in the control environment appear to have contributed 

to the problems with journalists’ expense claims.                   (08 Marks) 
 

(e) Evaluate the ethical and commercial implications of N’s bribery of the government official in the 

context of CMA’s code of ethics.              (06 Marks) 

 (Total 40 Marks) 

End of Part I 
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Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

C is a charity that provides low-cost housing for people on low incomes. The government has privatized 

much of the home building, maintenance and management in this sector. The sector is heavily regulated 

and receives some government money but there are significant funds borrowed from banks to invest in 

new housing developments, on the security of future rent receipts. Government agencies subsidise much 

of the rental cost for low-income residents. 

 

The board and senior management have identified the major risks to C as: having insufficient housing 

stock of a suitable type to meet the needs of local people on low incomes; making poor property 

investment decisions; having dissatisfied tenants due to inadequate property maintenance; failing to 

comply with the requirements of the regulator; having a poor credit rating with lenders; poor cost control; 

incurring bad debts for rental; and having vacant properties that are not earning income. C has produced a 

risk register as part of its risk management process. For each of more than 200 individual risks, the risk 

register identifies a description of the risk and the (high, medium or low) likelihood of the risk 

eventuating and the (high, medium or low) consequences for the organisation if the risk does eventuate. 
 

The management of C is carried out by professionally qualified housing executives with wide experience 

in property development, housing management and maintenance, and financial management. The board 

of C is composed of volunteers with wide experience and an interest in social welfare. The board is 

representative of the community, tenants and the local authority, any of whom may be shareholders 

(shareholdings are nominal and the company pays no dividends). The local authority has overall 

responsibility for housing and social welfare in the area. The audit committee of the board of C, which 

has responsibility for risk management as well as internal control, wants to move towards a system of 

internal controls that are more closely related to risks identified in the risk register. 
 

You are required for an organisation like C: 
 

(a) Discuss the purposes and importance of risk management and its relationship with the internal 

control system.                              (06 Marks)      

         

(b) Explain the importance of a management review of controls for the audit committee.      (04 Marks) 

 

(c) Discuss the principles of good corporate governance as they apply to the Board’s role. 

(i) In conducting a review of internal controls;   and 

(ii) Reporting on compliance.                            (10 Marks) 

    (Total 20 Marks) 
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Question No. 03 (20 Marks) 
 

(a) Explain what is external hedging and list five external hedging techniques available.      (08 Marks) 
 

(b) 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. 

 

Exchange rates quoted today are: 

        $ / £ 

Spot rate    0.5120 – 0.5152 

One-month forward rate  0.5141 – 0.5171 

Three-month forward rate  0.5171 – 0.5202 

 

Interest rates (p.a.) are: 

         % 

UK   5 – 5.5 

US  2 – 2.4 

 

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

Exercise 

price 

 Call option  Put option 

 June September  June September 

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. 
 

You are required to calculate the dollar payment using the external hedging technique - Currency 

Options.                  (12 Marks) 

(Total 20 Marks) 

 

Question No. 04 (20 Marks) 
 

W is a leading manufacturer of consumer electronics devices. The company has a significant share of the 

markets for mobile phone and personal music players (“mp3 players”). 
 

The company has a reputation for developing innovative products that set the trend for the market as a 

whole. New product launches attract press interest and consequently W spends little on advertising. 
 

W does not have a significant manufacturing capacity. New products are designed at the company’s 

research laboratory, which can manufacture prototypes in sufficient quantity to produce demonstration 

models for test and publicity purposes. When a product’s design has been finalised W pays a number of 

independent factories to manufacture parts and to assemble products, although W retains control of the 

manufacturing process. 
 

W purchases parts from a large number of suppliers but some parts are highly specialised and can only be 

produced by a small number of companies. Other parts are standard components that can be ordered from 

a large number of sources. W chooses suppliers on the basis of price and reliability. 
 

All assembly work is undertaken by independent companies. Assembly work is not particularly skilled, 

but it is time consuming and so labour can cost almost as much as parts. 
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W has a large procurement department that organises the manufacturing process. A typical cycle for the 

manufacture of a batch of products is as follows: 

 W’s procurement department orders the necessary parts from parts suppliers and schedules 

assembly work in the electronic factories. 

 The parts are ordered by W but are delivered to the factories where the assembly will take place. 

 The finished goods are delivered directly to the customer. 
 

This is a complicated process because each of W’s products has at least 100 components and these can be 

purchased from several different countries. 
 

W insists on communicating with its suppliers via Electronic Data Interchange (EDI) for placing orders 

and also for accounting processes such as invoicing and making payment. This is necessary because of 

the degree of coordination required for some transactions. For example, W may have to order parts from 

one supplier that have to be delivered to another so that the other supplier can perform some assembly 

work. Both suppliers have to be given clear and realistic deadlines so that the resulting assemblies are 

delivered on time to enable W to meet its own deadlines. 
 

W recently launched a new range of mp3 players. The launch of the first batches of players attracted a 

great deal of adverse publicity. The supplier which produces the unique memory chips used in the mp3 

player was unable to meet the delivery deadlines and that delayed the launch. The supplier owns the 

patent for the design of these memory chips. 
 

You are required to:  
 

(a) Evaluate three operational risks associated with the manufacture of W’s products. (Your answer 

should include an explanation of how each of these risks could be managed).        (10 Marks)      

           

(b) Evaluate the risks associated with the use of EDI for managing W’s ordering and accounting 

processes.                       (10 Marks) 

(Total 20 Marks) 

 

 

Question No. 05 (20 Marks) 
 

In practice, management may not agree to correct all misstatements identified by the external auditors 

who will evaluate the materiality of the aggregate of uncorrected misstatements in the financial 

statements. Furthermore, external auditors should evaluate the conclusions drawn from the audit evidence 

obtained as the basis for forming an opinion on the financial statements. 
 

External auditors may not be able to express an unqualified opinion in certain matters. Some of these 

matters do not affect the auditors’ opinion, but some of them do affect the auditors’ opinion. 
 

For a company implementing knowledge management systems (“KMS”), staff from different departments 

can have access to the company’s financial data, and even the identified misstatements. KMS assists 

companies to manage organisational learning and business know-how. 
 

You are required to do in respect of an external audit carried out in such an instance: 
 

(a) State the management’s responsibilities for the financial statements.                   (10 Marks) 
 

(b) State the auditor’s responsibilities with respect to an audit.           (10 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 

 


