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PART I 
 

Answer all questions 
 

Question No. 01 (40 Marks) 

 

Food plc 

 

Introduction 
 

Food plc is a food manufacturer based in the Colombo. It generates its revenue from three divisions 

named the Meals, Snacks and Desserts divisions. Each division specialises in the production of different 

types of food and operates from its own factory located on three different sites in Colombo. F plc’s head 

office is located in the heart of Colombo and is about middle from each of the company’s three divisions. 

 

Currently, Food plc has a total employment establishment of about 10,000 full-time equivalent 

employees. It is constantly running with about 700 full-time vacancies, mostly in the Desserts Division.                      
 

The environment in which Food plc trades is dynamic, particularly with regard to the growth of 

legislation relating to food hygiene and production methods. Food plc now exports many of its products 

as well as obtaining ingredients from foreign producers, which means that Food plc must observe 

legislative requirements and food standard protocols in different countries. 

 

Mission statement 
 

Food plc’s mission statement, which was set in the year 2000, is as follows: 

 

“Food plc is committed to continually seek ways to increase its return to investors by expanding its share. 

It will achieve this by sourcing high quality ingredients, using efficient processes and maintaining the 

highest standards of hygiene in its production methods and paying fair prices for the goods and services it 

uses. 
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Strategic aims 
 

The strategic aims are set in order to enable Food plc to meet the obligations contained in its mission 

statement. Food plc aims to: 

1. Increase profitability of each of its divisions through increased market share. 

2. Source high quality ingredients to enhance product attractiveness. 

3. Ensure that its factories adhere to the highest standards of food hygiene which guarantee the quality 

of its products. 

4. Strive to be at the forefront in food manufacturing techniques by being innovative and increasing 

efficiency of production with least waste. 

 

Corporate Social Responsibility (CSR) 
 

Food plc takes Corporate Social Responsibility (CSR) seriously. The post of Environmental Effects 

Manager was created two years ago and a qualified environmental scientist was appointed to it. The 

Environmental Effects Manager reports directly to the Director of Operations. The role of the 

Environmental Effects Manager is to develop initiatives to reduce environmental impacts, capture data on 

the environmental effects of divisional and head office operations and report to the Board of Directors on 

the progress towards the achievement of Food plc’s CSR targets. Food plc does not publish its CSR report 

externally.  
 

Last year, Food plc received criticism in the press for exploiting some of its suppliers by paying low 

prices for ingredients. This resulted in an extensive public relations campaign by Food plc to counter 

these accusations. It established a programme to channel funds to support farmers in via payments made 

through government agencies. 

 

Meals Division 
 

The sale of pre-packaged meals to charities and government-funded organisations generates 15% of the 

revenue of the Meals Division. The Division produces a range of frozen meals that are designed to meet 

the nutritional requirements of elderly and infirm people. The meals are packaged so that they can be 

cooked in bulk in catering ovens before being delivered as ready to eat meals to the homes of the elderly 

and infirm. 

 

The Meals Division sells a large quantity of these meals and enjoys significant economies of scale. 

Consequently, even though the selling price of these meals is much lower than any other products, this is 

a very profitable business segment. 

 

Unfortunately, the Meals Division suffered a significant setback in February 2013. A charity that works 

with elderly people received complaints that several cases of severe food poisoning had occurred. Eight of 

the victims were so ill that they had to be admitted to hospital for emergency treatment. Samples of the 

frozen meals remaining in the charity’s freezer, all of which had been supplied by the Meals Division, 

were sent to an independent laboratory for analysis. It was discovered that they were contaminated by 

bacteria that can cause severe abdominal illness. 

 

The Meals Division conducted its own analysis of the meals purchased by the charity. The presence of the 

bacteria was confirmed, but it was found to be a common organism that is present in almost all meat. If 

the charity had cooked the frozen meals in accordance with the instructions printed on the packaging then 

the bacteria would have been killed and the consumers would not have been harmed in any way. 

Furthermore, the contamination was only very slight. A healthy person who ate a meal containing small 

quantities of these bacteria would not become ill because of the body’s immune system. 
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This case has been reported widely in newspapers and on television. Food plc’s directors have asked for 

an analysis of the risks to the company’s reputation. The Meals Division’s management team has 

recommended that Food plc’s defence should be based on the following two arguments: 

 

 All meat products contain these bacteria. Those manufactured by Food plc contain a lower 

concentration than the industry average and comply with all relevant hygiene regulations. 

 

 The frozen meals supplied by the Meals Division should not have caused any harm unless they 

had been prepared negligently by the charity. The charity should be blamed for the food 

poisoning and not Food plc. 

 

Secret recipe  
 

One of Food plc’s most popular and profitable products is a chicken burger that is flavoured with a 

special gravy that was developed by one of Food plc’s founding family member. The gravy is 

manufactured using a very specific mixture of herbs and spices. Food plc’s competitors cannot copy this 

mixture because the ingredients have to be combined in a very precise manner and then cooked in a 

particular way. 

 

The recipe for this herb and spice mix is known only to Food plc’s Director of Operations and the 

manager of the pie factory. There is no written record anywhere. The factory manager has worked for 

Food plc for more than 30 years and he is a trusted member of staff. Twice a year, the director and the 

manager of the pie factory close part of the factory to all other staff and the two of them make sufficient 

quantity of the mix to last for the next six months. 

 

The factory manager was recently offered a job by one of Food plc’s largest rivals. The job would double 

the factory manager’s salary and he would be guaranteed the opportunity to retire on full pay within two 

years of taking up the post. He declined this offer and informed the Director of Operations that he 

received this approach. 

 

The chief executive of Food plc is concerned that a competitor could have acquired the factory manager’s 

knowledge of the recipe in such an easy and inexpensive manner. He is also concerned that Food plc does 

not have a record, other than the memories of two senior members of staff. He has asked for 

recommendations on the most appropriate way to secure this knowledge. 

 

Internal audit  
 

The external auditor has noted concerns expressed by the management accountant in the Desserts 

Division concerning weaknesses in the IT system associated with inventory and the relative lack of 

attention paid to the division by the internal audit department. The partner in charge of the external audit 

has held a meeting with the finance director and has requested that the internal audit department 

investigates the concerns voiced by the management accountant. 
 

The head of internal audit has responded that it is inappropriate for the divisional management accountant 

to comment on the allocation of internal audit resources and that the external auditor should offer to 

cooperate more fully with internal audit before making such requests. 
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You are required to: 
 

(a) (i) Evaluate the risks arising from the outbreak of food poisoning to F plc’s reputation in terms 

of their likelihood and impact of occurrence.            (08 Marks) 
 

(ii) Advise the directors of F plc on the suitability of the two arguments proposed by the 

managers of the Meals Division for defending the company’s reputation.         (08 Marks) 

 

(b) (i) Advise the board on the implications of the secret recipe being obtained by a competitor. 

             (04 Marks) 
 

(ii) Recommend, stating reasons, suitable precautions for preventing the recipe from being 

obtained by a competitor.               (06 Marks) 
 

(c) (i) Evaluate the head of internal audit’s statement that the divisional management accountant 

should not comment on the allocation of internal audit resources.         (06 Marks) 

 

(ii) Discuss the validity of the head of internal audit’s assertion that the external auditor should 

be prepared to cooperate with the internal audit department.           (06 Marks) 

(Total 40 Marks) 

End of Part I 

 

 

Part II   
 

Answer any three (3) questions 
 

Question No. 02 (20 Marks) 
 

B Apparels is a business in the apparel industry. The company was established 15 years ago and now 

operates 8 factories in various parts of Sri Lanka. The board of B Apparels receives reports on a daily 

basis, indicating number of completed output, Efficiency of factory production lines, Factory utilization 

and cost per minute of each factory. 
 

A manager is in-charge of operations at each Factory of B Apparels. The manager receives information 

from the head office in respect of output, efficiency of factory production lines, Utilization and cost per 

minute details of each factory that each individual is responsible of and other factory details as well. The 

manager has to confirm as to whether these details are acceptable, although he has the authority to decide 

on the continuity or termination if each production line if suitable costs and timings cannot be agreed. 
 

You are required to: 
 

(a) Describe the three levels of management control, clearly explaining the control procedures that are 

expected at each level, how control is exercised and what information will be required at each 

management level.                            (10 Marks)         

                         

(b) Explain the effectiveness of the strategic and management control systems in B Apparels, 

recommending any amendments to the control system that you consider appropriate.      (10 Marks) 

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

 

Boards of companies are responsible for approving the overall strategic direction of their company. As 

part of the planning process, boards must clearly understand their company’s current business strategy, its 

critical success factors and the related business risks. The most important risks that many businesses faces 

are as follows: 

(i) Interest rate risk 

(ii) Currency risk 

(iii) Trading risk 

(iv) Technological risk 

(v) Cultural & Political risk 

 

You are required to: 

 

(a) Describe what is meant by each of these types of risks.            (05 Marks) 
 

(b) Explain how the principles laid down in the corporate governance can assist in managing risks on a 

day to day basis.                  (05 Marks) 
 

(c) The Sweetie Company located in UK exports confectionary to a number of department stores in 

USA and Europe. It is due to receive GBP 12,000 in six months time from goods supplied to a US 

customer. 
 

The six months USD forward rate is  1.4550 – 1.4600 

The spot rate is      1.4960 – 1.4990 
 

What is the sterling receipt if the company decides to hedge using a forward exchange contract? 

                 (10 Marks) 

        (Total 20 Marks) 

 

 

Question No. 04 (20 Marks) 
 

The FF Company provides building insurance and security services including fitting of intruder alarms, 

security doors etc as well as checking of unoccupied premises by security guards. The Information 

Management (IM); Information Systems (IS) and Information Technology (IT) strategies in the Company 

are focused on supporting the business where possible. 
 

For example: 

(i) The existing Transaction Processing System (TPS) maintains details of all customers including 

invoicing and claim details. 

(ii) The executive information system provides managers with summary information from the TPS to 

help spot current trends. 

(iii) Information is summarized and stored in a data warehouse for historical trend analysis. 
 

Three developments are currently being considered by the board of FF: 

(i) Expansion of the business in to the sale of safety products by operating franchises in several shops. 

(ii) Implementing of a new real time TPS to support business operations. 

(iii) Use of new internet video streaming technology to link all security cameras to a central monitoring 

centre. From this location, FF will be able to view any camera operated by the company providing 

enhanced security and response times from security guards. 

 

 

  
 



Institute of Certified Management Accountants of Sri Lanka 

Strategic Level – Risk and Control Strategy and Policy (RSP / SL 4 – 404) – May 2014 Examination 
 

6 

You are required to:  
 

(a) Explain the purpose of IS, IT and IM strategies.              (10 Marks)      

           

(b) Discuss each of the three options mentioned above, how the IS/IT/IM strategy should be 

determined in FF.                      (10 Marks) 

(Total 20 Marks) 

 

 

Question No. 05 (20 Marks) 
 

You are one of the Audit Managers in an accountancy firm and you have been approached by the HR 

partner and she has requested you to provide training on ‘Objective, general principles and scope governing an 

audit of financial statements (external audit)’ for the new recruits of the organisation.  

Make notes on the following on what you will present at the training. 

- Indicating the objective of an external audit 

- Elaborating the general principles governing an external  audit  

- Specifying the scope of an external audit    

   

 (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 

 


