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SECTION A  

This question is Compulsory and must be attempted. 

QUESTION ONE–(COMPULSORY) 

 

Democracy is defined as a government of the people, for the people and by the people. There 

are   a number of characteristics of democracy such as the presence of an established system of 

laws; observance of the separation of powers; respect for the rule of law; carrying out activities 

such as judicial review; conducting free and fair elections and upholding human rights among 

other things.  

 

Required: 

 

With reference to the above scenario, answer the following questions: 

 

(a) Explain the significance of an established system of laws referred to above and explain its 

significance in Zambia's legal framework.                                                    (10 marks) 

 

(b) Explain the rationale behind the concept of separation of powers in a Government system.                                                                                                  

               (10 marks)       

                                                                 

(c) A source of law is defined as a place where the law of a given place can be found. It 

symbolizes the origin of the law of a particular place. Every country has different 

documents that they may refer to as sources of law.  Zambia equally has a number of 

sources of law which include the Constitution, Legislation, Judicial Precedent; Common 

Law and Equity. 

 

Required: 

Compare Legislation to the Constitution as sources of Law in Zambia. 

                                                                                                                       (20 marks)                                                                                                                                                                               

                                                                                                                  [Total: 40 Marks]  
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SECTION B 

There are FOUR (4) questions in this section. Attempt any THREE (3) questions. 

QUESTION TWO 

 

(a) Explain the sources of power for administrative agencies in Zambia.              (10 marks) 

 

(b) The principle of separation of powers dictates that the powers of government must be 

divided amongst three organs namely the executive which is the nucleus of the 

government which formulate policy and consists of the President; Cabinet; the Civil Service 

and the Police service. The other organ is the Legislature which is in charge of formulating 

laws and consist of the members of Parliament. The Judiciary is the other organ of 

government. Of the three organs, the executive is the most powerful organs of 

government. Although according to the principles of separation of powers there is 

supposed to be a system of check and balance between the governmental powers. 

 

Required: 

 

Identify the organ that is the most appropriate in implementing the system of checks and 

balances and explain how this is done.                                                        (10 marks)                                      

                                                                                                            [Total: 20 Marks] 

 

 

QUESTION THREE 

 

(a) Ululu country is situated in the North West of Africa. It recently gained independence in 

2014. After that the President of Ululu formed   Cabinet where he appointed Madam Power 

as one of his Cabinet Ministers. Madam Power excited with her new appointment, decided 

to pass a law that made it mandatory for all citizens to get Covid-19 vaccines. The people 

of Ululu state have expressed different feelings over this new pronouncements. They have 

approached you as an expert knowledgeable in administrative law, to find out if there is 

a way of dealing with this situation.  

                                                                                                                       (15 marks) 

(b)  State two (2) advantages and two (2) disadvantages of using statutory instruments as a 

mechanism for law-making in Zambia.                                                         (4 marks)      

     

(c)     Define a remedy in Judicial Review                                                               (1 mark)                                                                         

                                                                                                           [Total: 20 Marks] 
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QUESTION FOUR 

 

(a) Public administrative agencies being creations of statute are subject to judicial controls 

even though some statutes that establish them are subject to juridical control 

mechanisms. That still does not preclude judicial controls through the process of judicial 

review. The High court has powers in so far as controlling the manner in which 

administrative agencies make their decisions. There are also other alternative dispute 

resolutions mechanisms that are available in addressing some grievances that individuals 

may have arising from decisions of administrative agencies. 

  

Required: 

 

(a) Describe an administrative agency.                                                (10 marks) 

 

(b) Explain the differences between administrative law and constitutional law, in doing 

so, highlighting their respective scopes and focuses.            (10 marks)                                                                                                            

                    [Total: 20 Marks] 

 

QUESTION FIVE 

 

(a) Explain the role of parliamentary question sessions in holding the Public Procurement 

Authority accountable and fostering transparency in procurement processes.   

                                                                                                                        (10 marks) 

 

(b) Describe the regulatory framework of the Zambia Revenue Authority in Zambia.                                                    

                (10 marks)                                                        

                   [Total: 20 Marks] 

                          

 

 

 

 

 

 

END OF PAPER 
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PFM 2 LEGAL ASPECTS OF PUBLIC SECTOR FINANCE AND ADMINISTRATION 

SOLUTIONS 

SOLUTION ONE 

(a) The Constitution is the supreme law of a country, establishing the framework for its 

governance, rights, and duties of citizens, and the structure and powers of its institutions. In 

Zambia, the Constitution serves as the supreme law, providing the foundation for the 

organization and functioning of the state. It outlines the structure of government, including 

the executive, legislative, and judicial branches, and defines their respective powers and 

responsibilities. 

(b) The Constitution also guarantees fundamental rights and freedoms to all citizens, protecting 

them from governmental abuse and ensuring the rule of law. The constitution in Zambia 

establishes three organs that is the Judiciary, Executive and legislature. It is aimed at 

preventing arbitrary powers and ensuring political liberty. Its concept of checks and balances. 

This doctrine has been attributed to French Philosopher and aristocrat Baron Montesquieu. 

The reasoning for that was that because in the governance of a country there ae these three 

functions that are performed that is administering the affairs of the state, discussing issues 

of national importance and making law and that of adjudication law. If the three are 

performed by different bodies and individuals, they would work as checks and balances. This 

concept operates on three limbs that seek to restrict absolute power. The rationale behind 

the separation of powers lies in the following principles: 

Prevention of Tyranny: The separation of powers prevents the concentration of power in a 

single authority, reducing the risk of tyranny and abuse. By distributing powers among different 

branches, no single entity can dominate and oppress citizens. 

Checks and Balances: It establishes a system of checks and balances where each branch has 

the authority to limit the actions of the other branches. This mutual oversight ensures that no 

branch exceeds its constitutional authority and helps maintain a balance of power. 

Protection of Liberties: The separation of powers safeguards individual liberties by preventing 

any one branch from infringing upon the rights of citizens. The judiciary, for instance, acts as a 

check against legislative or executive actions that may violate constitutional rights. 

Effective Governance: Dividing powers enhances the efficiency and effectiveness of 

governance. Each branch can focus on its specific functions without interference, leading to better 

decision-making and policy implementation. 

Promotion of Accountability: The separation of powers fosters accountability as each branch 

is accountable for its own functions. This accountability is crucial in a democratic system, ensuring 

that officials are answerable for their actions to the public and other branches.                                                                                                  

(c) The Constitution of Zambia serves as the supreme law and plays a pivotal role in the legal 

framework; 
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Supremacy: The Constitution is supreme, meaning that any law inconsistent with its provisions 

is void to the extent of the inconsistency. It establishes the highest legal authority in Zambia. 

Division of Powers: The Constitution outlines the distribution of powers among the executive, 

legislative, and judicial branches of government. It sets the foundation for the functioning of 

these institutions and their roles in law-making, law enforcement, and adjudication. 

Protection of Rights: The Constitution guarantees fundamental rights and freedoms to 

individuals. It acts as a benchmark against which the validity of other laws is measured, ensuring 

that legislation aligns with constitutional principles. 

Amendment Procedure: The Constitution provides a framework for its own amendment. Any 

changes to the Constitution must follow the specified procedures, emphasizing the significance 

of constitutional stability and adherence to established legal processes                                                                                 

 

Legislation plays a crucial role as a source of administrative law in Zambia for several reasons: 

Granting and Limiting Powers: Statutory laws empower administrative agencies by conferring 

specific powers and duties upon them. These statutes define the scope of administrative 

authority, outlining what agencies can and cannot do in the execution of their functions. 

Procedural Framework: Legislation establishes procedural frameworks for administrative 

decision-making. It prescribes the processes that administrative agencies must follow, including 

notice requirements, hearings, and the rights of affected parties, ensuring fair and transparent 

procedures. 

Substantive Standards: Statutory laws set substantive standards that administrative agencies 

must adhere to when making decisions. These standards may include criteria for issuing permits, 

licenses, or regulatory decisions, ensuring that administrative actions are grounded in legal 

principles. 

Enforcement Mechanisms: Legislative provisions often include enforcement mechanisms for 

administrative decisions. This may involve specifying penalties, fines, or other consequences for 

non-compliance with administrative orders, contributing to the effectiveness of administrative 

law. 

Delegation of Powers: Legislation may delegate legislative authority to administrative 

agencies, allowing them to make rules and regulations within the scope defined by the statute. 

This delegation is subject to constitutional and legal limitations to prevent arbitrary exercises of 

power. 

Amendment and Repeal: Legislative bodies have the authority to amend or repeal existing 

statutes, impacting the legal framework for administrative actions. Changes in statutory 

provisions may alter the powers, procedures, or standards applicable to administrative agencies. 

 

In essence, legislation and statutes provide the statutory foundation for administrative law in 

Zambia, defining the legal parameters within which administrative bodies operate and ensuring 

accountability, transparency, and adherence to legal standards.            
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SOLUTION TWO 

(a)  Administrative agencies in Zambia derive their power from various sources, enabling them to 

fulfill their responsibilities effectively. The key sources of power for these agencies include: 

Legislation: 

Administrative agencies in Zambia derive power from statutes and laws passed by the legislature. 

These laws define the scope of the agency's authority, functions, and responsibilities.  

Delegated Authority: 

Administrative agencies often receive delegated authority from the government or specific 

statutes. The delegation of authority allows agencies to act on behalf of the government within a 

particular domain. The Zambia Revenue Authority, for example, is delegated authority to collect 

taxes and customs duties. 

Rulemaking and Regulations: Agencies have the power to make rules and regulations that 

further specify how laws should be implemented. The Zambia Procurement Authority, through its 

regulatory powers, issues guidelines and regulations to govern procurement, and ensuring 

consumer protection.                                                                        

Adjudicative Powers: 

Some agencies have quasi-judicial powers, allowing them to resolve disputes and make decisions 

in legal matters.  

(b) The Judiciary in Zambia performs various functions, including: 

Interpretation of Laws: The judiciary is responsible for interpreting laws, including the 

constitution. Courts ensure that laws are applied consistently and in line with constitutional 

principles. 

Dispute Resolution: The judiciary resolves legal disputes through fair and impartial hearings. 

This includes civil, criminal, and constitutional cases. 

Protection of Rights: Courts protect the rights and liberties of individuals by ensuring that laws 

and government actions comply with constitutional guarantees. 

Judicial Review: The judiciary has the power of judicial review, allowing it to review the 

constitutionality of laws and government actions. This ensures that they align with the 

constitution. 

Adjudication of Criminal Cases: Courts hear criminal cases, ensuring that justice is served 

and individuals accused of crimes receive fair trials. 

Independence: The judiciary must operate independently to uphold the rule of law. Judges are 

expected to make decisions based on legal principles, free from political influence.                                                                                               
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SOLUTION THREE 

(a) A statutory instrument (S.I) is delegated legislation passed by Ministers under powers 

conferred on them by an act of parliament.  A Statutory Instrument is any delegated 

legislation. Statutory Instruments are very important sources of administrative law as they 

make the process of Public Administration Smooth and supplement provisions of the act of 

parliament. Statutory Instruments ensure there is no gap in the law at any one time to address 

issues as they may rise in society. The ease with which they are created ensures the 

continuation of public administration functions and provisions of services to the public. 

However, they are not stand alone laws but are passed pursuant to the mother act. If they 

are in conflict with enabling at they would be adjudged ultra vires. See. Attorney general v 

The Local Government Election Commission.     

(b) Advantages and Disadvantages of SIs 

Advantages: 

Flexibility: SIs provide flexibility for quick and targeted legal changes without the need for 

lengthy parliamentary processes. 

Efficiency: They allow for the detailed regulation of complex matters, ensuring laws can adapt 

promptly to evolving situations. 

Technical Expertise: SIs permit experts in specific fields to draft detailed regulations, enhancing 

the technical quality of legislation. 

Disadvantages: 

Limited Scrutiny: The fast-track nature of SIs may result in limited parliamentary scrutiny, 

raising concerns about accountability.         

Potential Abuse: There's a risk of misuse of powers granted by the parent Act, leading to 

regulations that go beyond the intended scope. 

Democratic Deficit: Critics argue that SIs may bypass the democratic process, as they are not 

subjected to the same level of public and parliamentary debate as primary legislation. 

           

(c) A remedy is any method available at law for the enforcement protection or recovery of 

rights or for obtaining redress for their infringement                                 
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SOLUTION FOUR                                                                                                                                                                 

(a) Administrative agencies in Zambia, like in many other countries, play a crucial role in 

governance and regulation. Here are some brief notes on administrative agencies in 

Zambia: Administrative agencies in Zambia are bodies established by the government to 

implement and enforce specific laws and regulations. They serve various functions such 

as regulation, adjudication, licensing, and oversight across different sectors of the 

economy. While administrative agencies operate under the authority of the government, 

they are often designed to function independently within their respective domains. This 

independence helps ensure impartiality and effectiveness in carrying out their mandates. 

These agencies are responsible for overseeing compliance with laws and regulations 

within their sectors. For example, agencies like the Zambia Revenue Authority (ZRA) 

oversee tax compliance. Administrative agencies issue licenses, permits, and certifications 

necessary for conducting business or practicing certain professions. Some administrative 

agencies in Zambia have quasi-judicial powers, allowing them to adjudicate disputes and 

enforce compliance through administrative proceedings. This helps in resolving conflicts 

and maintaining order within regulated industries. Administrative agencies are expected 

to operate transparently and be accountable for their actions. They often publish reports, 

hold public hearings, and engage stakeholders to ensure accountability and foster trust in 

their operations. Overall, administrative agencies in Zambia play a vital role in ensuring 

regulatory compliance, providing public services, and facilitating economic activities. 

However, addressing challenges and ensuring their effective functioning remains an 

ongoing concern for policymakers and stakeholders.                                                                                       

 

(b) Constitutional law is concerned with the aspect of constituting a state. This involves 

establishing institutes of government and conferring on them the power they have. 

Constitution is said to be static law, because it does not make any specific provisions as 

to the, manner the administrative functions of the state are to be conducted. 

Administrative law looks at the day to day administrative functions of administrative 

bodies. It establishes public administrative institutions and ensures there is a benchmark 

against which these administrative institutions will be assessed to ensure conformity with 

the law. Administrative law provides checks by way of Judicial review. This aspect is 

applied daily in administrative law there it is considered a law in motion. Although 

constitutional law may be considered more supreme in status Administrative Law is more 

important in the day to day running of a country. Administrative law governs the activities 

of administrative agencies and ensures they act within the scope of their authority and in 

accordance with legal principles. 

It regulates the relationship between citizens and government agencies, providing 

mechanisms for accountability and fairness in administrative decision-making. 

Administrative law encompasses principles of natural justice, procedural fairness, and 

judicial review, which ensure that administrative actions are lawful, reasonable, and 

justifiable.                                                                                                                                                                                             

                                                                                                          



10 
 

 

SOLUTION FIVE 

(a) Role of Parliamentary Question Sessions: 

Members of Parliament can use question sessions to seek information from the PPA 

regarding specific procurement activities, policies, or challenges. This promotes 

transparency by ensuring that relevant information is disclosed to the public through 

parliamentary proceedings. Question sessions serve as an accountability mechanism, 

allowing MPs to directly question PPA officials about their decisions, actions, and overall 

performance. This contributes to public scrutiny and trust in the procurement process. 

MPs may use question sessions to engage in discussions about procurement policies, 

seeking clarifications or proposing changes. This dialogue fosters a transparent and 

informed approach to procurement-related matters. Question sessions contribute to public 

awareness of the PPA's activities and decisions, ensuring that citizens are informed about 

the procurement processes and policies. Through questions and responses, the PPA can 

address concerns raised by MPs, demonstrating a responsive and accountable approach 

to governance in the procurement sector. The open questioning process acts as a 

deterrent to corrupt practices, as the PPA is accountable for its actions and decisions in a 

public forum. 

(b) As a public body the authority is amenable to judicial review as a means to regulating its 

functions. There are provisions in the Act that provide for the regulatory framework of the 

authority and the manner to address grievances that may arise. where an applicant is 

dissatisfied by the decision of the authority they have further recourse to Revenue Appeals 

Tribunal as provided in the Customs and Excise Act. The authority accounts to parliament 

through the minister of finance. at the end of each year a financial report is presented to 

the minister. Section 25 of the Zambia Revenue Authority Act requires the agency to 

present a financial report to the Minister of Finance. 

               

 

 

 

 

END OF SOLUTIONS 
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SECTION A  

This question is Compulsory and must be attempted. 

QUESTION ONE 
 
A team of experts from Zambee, a country in East Africa, was sent to Morona, a country in the 
Northern Part of Africa. This team was comprised of experts in engineering, urban planning, 
financial and banking sectors. Also in the entourage were two (2) members of the main opposition 
party. This was to ensure inclusiveness.  The leader of the delegation was from the ruling political 
party. There was an extensive stakeholder engagement process before the Government decided 
to constitute this team which travelled to Morona. 

The nation of Morona in 2022, hoisted a senior world cup soccer tournament which was 
successful. This nation was able to attract private investors in the transport and hotel sectors, 
among others. Further, the country, as a host nation, used a Private Public (PPP) model in the 
road and rail rehabilitation. They started preparing to bid four (4) years earlier before they were 
awarded the bid to hoist this prestigious tournament. 

The terms of reference of the team from Zambee sent to Morona involved the learning of the 
best practices on the strategies and techniques used by Morona to win the bid to hoist the senior 
world cup tournament.  The reason being that Zambee has decided to bid to hoist the Senior 
African Cup Football tournament in the next five (5) years. They leant from the visit that the host 
country must plan well in advance. The planning should include the building and rehabilitation of 
the existing infra-structure which includes stadia, road network and ensuring that cleanliness of 
municipalities is implemented well in advance. 
 
The report, of the Zambee team included: 
 

(1) A section on two (2) monthly rolling prizes of K30,000 and K100,000 to be introduced by 
the councilors which will be given to the cleanest household and municipality respectively.  
 

(2) An independent team of assessors to be selected whose responsibility would be to ensure 
that they carry out the assessment based on the assessment tool developed by this team.   

 
The source of funds for this exercise will be Non-Tax Revenue and will be provided for in the 
National Budget. 
 
The Government of Zambee further appointed eminent nationals that constituted a Task Force to 
oversee the preparation and the actualization of the hoisting of the senior men’s African Football 
tournament that they plan to hoist. Members of this team had representatives from different 
ministries with various professional backgrounds.  
 
As part of the preparation, three (3) cities were identified to have new stadiums built. Apart from 
the stadiums, it was agreed that some space be made available in these cities for modern 
shopping complexes to be built. These shopping complexes were to be of high standard and the 
private sector was invited to bid in the building of these shopping complexes under the Public 
Private Partnerships.  
 
In evaluating the received bids as a response to the advertisement, a total of three (3) companies 
were selected. Both technical and financial bids were submitted by these firms. The financial 
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evaluation was done. This involved the use of Net Present Value (NPV).  All the three companies 
presented very strong arguments regarding corporate social responsibility in the towns they will 
build modern shopping complexes. These are the towns where some games will be played.  
 
Gouila Plc is considering to invest an initial cash outlay of K3,000,000 in the project known as 
Project A to construct a facility at the shopping mall, Kilotia Investments intends to have an initial 
investment of K1,000,000 in Project B to construct another facility at the shopping Mall and Hehi 
Ltd anticipates to construct another facility with a net initial outlay of K2,500,000. All of these 
projects facilities will have an estimated life span of four (4) years.  
 
The Net cash inflows with related probabilities by each company for their project facilities have 
been estimated as follows: 
 

GOUILA PLC 

YEAR PROBABILITY K 

0  (3,000,000) 

1 0.40 2,000,000 

2 0.30 4,000,000 

3 0.50 3,000,000 

4 0.45 4,600,000 

 

KILOTIA INVESTMENT LTD 
YEAR PROBABILITY K 

0  (1,000,000) 

1 0.30 2,000,000 

2 0.20 3,000,000 

3 0.40 2,000,000 

4 0.35 4,000,000 

 
HEHI LTD 

YEAR PROBABILTY K 

0  (2,500,000) 

1 0.20 3,000,000 

2 0.40 1,700,000 

3 0.10 2,500,000 

4 0.15 3,500,000 

 
It has been indicated in the bid document that the first project facility with the highest NPV will 
be implemented first, followed by the one with second highest, and lastly to be considered will 
be the one with the lowest. Further, if the NPV is negative, then that project will be automatically 
rejected.  
Assume a risk free discount rate of 15% 
 
Required: 
 
(a)     Calculate the Net Present Value (NPV) for each project proposal and discuss the findings. 

                                                                                                              (18 marks)     
 

(b)     Explain the other methods you can use for project appraisal.                           (5 marks) 
                                                                                                                      
(c) Explain the various types of Non-Tax Revenue as a source of government revenue 
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(12 marks) 
 

(d) Discuss any three (3) groups who are key stakeholders, with regards to public sector 
financial management and give specific examples of internal and external stakeholders for 
a government institution.                      (5 marks)                                                                                  

                                                                                                       [Total: 40 Marks] 
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SECTION B 

There are FOUR (4) questions in this section. Attempt any THREE (3) questions 

QUESTION TWO 

You are appointed as the Internal Controls Manager for a Government printing department tasked 

with producing secure and sensitive documents such as official Government publications. The 

department is also responsible for production of National Identity Cards and Passports. 

 It is responsible for ensuring the integrity, confidentiality, and accuracy of these documents to 

maintain public trust and national security.  Given the critical nature of the documents produced, 

the Government has expressed concern about potential security breaches, unauthorized access 

and the need for enhanced internal controls. 

The government recently suspended the production of National Identity Cards and Passports 

because of weaknesses in internal controls identified by government auditors from the Auditor 

General’s office during a recent audit. 

Required: 

(a) As the newly appointed Internal Controls Manager outline a comprehensive plan for 

strengthening internal controls within the government printing department. Your plan 

should address at least five (5) challenges associated with the production of secure and 

sensitive documents.                                (15 marks) 

                

(b) Explain five (5) benefits of an internal control system to an organization.      (5 marks) 

  [Total: 20 Marks] 

 

 

 

 

QUESTION THREE 

You have recently been appointed as the Budget Manager for Mala local authority which is 

experiencing complex financial challenges. The Local Authority serves a diverse community, 

managing public services such as education, public safety, waste management, and community 

development. Due to changing demographics, economic conditions, and increasing demands for 

improved services, effective budget preparation is crucial to address community needs while 

ensuring financial sustainability and regulatory compliance. 

As the newly appointed Budget Manager for the Local Authority, you are tasked with overseeing 

the budget preparation process for the upcoming fiscal year for Mala local authority. 

Mala Local authority has been running a budget deficit for many years. During a recent full council 

meeting, the councilors wanted to know the reasons why the council has been running a budget 

deficit for many years. 

Required: 

(a) Explain the stages in the budget preparation process for Mala local authority.  

                                                                                                          (15 marks) 
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(b) Explain the difference between a supplementary budget and a deficit budget. (5 marks) 

  [Total: 20 Marks] 

 

 

 

QUESTION FOUR 

An extract of the 2022 - 2024 National budget is presented below: 

Source 2024 Budget 2023 Budget 2022 Budget 

Amount  
(‘K’ 
Billion) 

Share of 
Budget 
(%) 

Amount 
(‘K’ 
Billion) 

Share of 
Budget 
(%) 

Amount 
(‘K’ Billion) 

Share of 
Budget 
(%) 

Domestic 
Revenue 141.11 79 111.64 66.7 98.86 57 

Domestic 
Financing 16.33 9.3 15.58 9.3 24.46 14 

Foreign 
Financing 17.01 9.7 38.4 23 47.85 28.22 

Grants 3.44 2 1.71 1 1.82 0.78 

Total 
Budget 177.89 100 167.33 100 172.99 100 

 

The 2024 budget reveals an increase in domestic revenue from K98.8 billion in 2022 to K141.11 

billion in 2024. In addition, domestic revenue accounted for 57% share of the budget in 2022 

compared to 79% in 2024. 

The 2024 budget reveals a decrease in domestic financing from K24.46 billion in 2022 to K16.33 

billion in 2024. In addition, domestic financing accounted for 14% share of the budget in 2022 

compared to 9.3% in 2024. 

Required: 

(a) Explain the following terms and give three (3) examples of each. 

(i) Domestic revenue.               (5 marks) 

(ii) Domestic financing.                (5 marks) 

(b) Explain the difference between foreign financing and grants.        (4 marks) 

(c) Explain three (3) functions of the national budget in the Zambian economy.   (6 marks) 

  [Total: 20 Marks] 
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QUESTION FIVE 

Public sector institutions are embracing efforts to implement risk management policies. They are 

encouraging institutions and departments to catalogue risks. At a recent meeting of Permanent 

Secretaries, institutions were implored to develop measures to prioritize risks so that organizations 

are prepared to respond to them in an appropriate manner. The Secretary to the Cabinet indicated 

that the reason risk management is being emphasized is because “the environment in which we 

are operating is constantly evolving at a quick pace and it is therefore important that the public 

sector focuses at the right risks, at the right time and in the right ways”. 

Required: 

You are the Director of Finance in the Ministry of Works and the Permanent Secretary has 

requested your office to prepare a presentation. Your presentation should cover the following 

parts (a) and (b) on risk management including: 

(a) (i) Definition of risk Assessment.            (3 marks) 

(ii) challenges of risk assessment and           (3 marks) 

(iii) Conclusion and recommendations.           (4 marks) 

(b)  Explaining the three (3) types of risk Assessment.                          (10 marks) 

                                                                                                              [Total: 20 Marks] 

 

 

 

 

 

END OF PAPER 
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PFM 4 PUBLIC SECTOR FINANCIAL MANAGEMENT SOLUTIONS 
 
SOLUTION ONE 
 
(a) Start by determining the Present Value Factors for each Year. These factors are the ones that 

will be applied for all the three Project facilities from the bidding companies. 

 

Year 1 1÷(1+15%)^1=0.8696 
Year 2 1÷(1+15%)^2=0.7561 

Year 3 1÷(1+15%)^3=0.6575 
Year 4 1÷(1+15%)^4=0.5717 

 
• Gouila Plc: Project facility (A) NPV Calculation: 

Net Cash Flows: 
 
 

Year 1 2 3 4 

Adj.Net 
Cash 
Flow 

800,000 1,200,000 1,500,000 2,070,000 

X 
Present 
Value 
Factor 

0.8696 0.7561 0.6575 0.5717 

PV Cash 
Flows 

695,680 907,320 986,250 1,183,419 

Total PV Inflows  = K3,772,669 

Initial Investment=(K3,000,000) 

Net Present Value= +K772,669 

 

• Kilotia Investment Ltd: Project facility (B) NPV Calculation 
Net Cash Flows: 

Year  1 2 3 4 

Net 
Cash 
Flows 

2,000,000 3,000,000 2,000,00
0 

4,000,000 

Prob. 0.3 0.2 0.4 0.35 

Adj.  600,000 600,000 800,000 1,400,000 

 
 

Year 1 2 3 4 

Adj.Net 
Cash 
Flow 

600,000 600,000 800,000 1,400,000 



24 
 

X 
Present 
Value 
Factor 

0.8696 0.7561 0.6575 0.5717 

PV Cash 
Flows 

521,760 453,660 526,000 800,380 

 

Total PV Inflows  = K2,301,800 

Initial Investment=(K3,000,000) 

Net Present Value= K(698,200) 

 

• Hehi Ltd: Project facility: Project facility (C) NPV Calculation 
 

 
Net Cash Flows: 

Year  1 2 3 4 

Net 
Cash 
Flows 

3,000,000 1,700,000 2,500,000 3,500,000 

Prob. 0.2 0.40 0.10 0.5 

Adj.  600,000 680,000 250,000 1,750,000 

 
 

    

 
 

Year 1 2 3 4 

Adj.Net 
Cash 
Flow 

600,000 680,000 250,000 1,750,000 

X 
Present 
Value 
Factor 

0.8696 0.7561 0.6575 0.5717 

PV Cash 
Flows 

521,760 514,148 164,375 1,000,475 

 

Total PV Inflows  = K2,200,758 

Initial Investment=(K3,000,000) 

Net Present Value= K(799,242) 

Discussion: 

The present value factors used in discounting the adjusted cash flows for all the three projects 

was the same considering that the risk free used was at 15%. 
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The Net Cash flows for each project were adjusted by the probability of their occurrence. This 

resulted into using the Adjusted Cash Flows for each year taking into account their probability of 

there being achieved as stated in the question.  

 

By using the Net Present Value (NPV) method of evaluation,  

Gouila Plc, Project facility (A) will be selected and be implemented because it has resulted into a 

Positive NPV of K772, 669.  

 

It should be noted that all the three projects have the same initial investment outflow of K3, 000, 

000. Project (B) and (C) have negative NPVs of (K698, 200) and (799,242) respectively.  

(b).  The other methods that are used for project appraisal include the following: 

i. Accounting Rate of Return(ARR) 
This is also used to estimate whether or not to proceed with a particular investment. In 
order to calculate the IRR, the calculation uses the accounting profit from the project 
divided by the initial investment in the project. The projected would then be accepted in 
the event that the measure yields a percentage that is more than a certain hurdle rate 
used the firm as its acceptable minimum rate of return. 

ii. Pay Back Period (Pbp) Method/Approach 
The payback period is the length of time it takes to recover the cost of an investment or 
the length of time an investor needs to reach a breakeven point. 
 

iii. Profitability Index Method 

The Profitability Index (PI) measures the ratio between the present value of future cash 
flows and the initial investment. The index is a useful tool for ranking investment projects 
and showing the value created per unit of investment. 

 (c).  Types of Non-tax Revenues as non-tax revenue include the following: 

i. Fees 

This is charged by public authorities for providing a service to its citizens. 

ii. Fines and Penalties 

Penalties and fees are imposed as a form of punishment for breach of law or non-fulfillment or 
for failure to observe some regulations. 

iii Surplus from Public Enterprises 

Revenues are also obtained by Government by way of surplus from public enterprises.  

iv Special assessment of betterment levy 

This is a special charge levied on selected community residents who are beneficiaries of certain 
government activities or public projects. 



26 
 

v Grants and Gifts 

Grants are non- compulsory recurrent or capital transfers received by a government unit from 
another government unit and is usually obtained from an international organization.  

Gifts are voluntary contributions by individuals or institutions to the government. 

vi Deficit Financing  

Deficit implies an access of public expenditure over revenue. This excess may be financed by 
borrowings from abroad, by the central bank creating currency. 

(d). Stakeholders are individuals or institutions that have an influence in a situation. They can be 
both internal and external. For a Government Institution, internal and external stakeholders can 
be identified as follows: 

Internal Stakeholders 

• Employees 
• Procurement 
• Board Members 

External Stakeholders 

• Revenue Authority 
• Service Users 
• Customers 
• Suppliers 
• Funders 
• Quality assessors 

• Special interest  
• Society  
• Media 
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SOLUTION TWO 

(a) Five (5) internal controls suitable for a government printing department: 

1. Access Controls: Implement a strict access control system to ensure that only 

authorized personnel have access to specific areas and information within the printing 

facility. Use electronic key cards, biometric authentication, or other secure methods to 

restrict entry. 

2. Document Tracking System: Develop a robust document tracking and tracing system 

to monitor the movement of documents throughout the production process. Utilize 

barcodes, RFID technology, or other tracking mechanisms to maintain transparency 

and accountability. 

3. Quality Assurance Checks: Establish a comprehensive quality assurance program with 

regular checks at various stages of the production process. Conduct inspections to 

ensure the accuracy, completeness, and quality of printed documents, minimizing the 

risk of errors. 

4. Data Encryption and Security Measures: Implement strong data encryption protocols 

to safeguard sensitive information contained in official documents. Ensure that data 

storage systems and communication channels are secure to prevent unauthorized 

access or data breaches. 

5. Restricted Printing Equipment Access: Restrict access to printing equipment and 

machinery to only trained and authorized personnel. Implement controls to prevent 

unauthorized use of printing facilities and reduce the risk of document forgery. 

6. Vendor and Supplier Management: Establish a vendor and supplier management 

system to ensure the reliability and integrity of materials supplied for document 

production. Regularly assess and monitor the performance of external partners to 

maintain quality standards. 

7. Employee Training and Awareness Programs: Develop training programs to educate 

employees on the importance of internal controls, security protocols, and their role in 

maintaining the integrity of official documents. Regularly update training to address 

emerging risks and technologies. 

8. Secure Document Storage: Implement secure storage facilities for finished and 

intermediate products. Ensure that access to storage areas is restricted, and use 

surveillance systems to monitor and deter unauthorized access. 

9. Incident Response Plan: Develop a comprehensive incident response plan to address 

security breaches, unexpected disruptions, or emergencies. Define clear procedures 

for reporting incidents, conducting investigations, and implementing corrective actions 

to minimize the impact. 

10. Regular Internal Audits: Conduct regular internal audits of the internal control systems 

to assess their effectiveness and compliance with established procedures. Internal 

audits help identify potential weaknesses, ensure ongoing compliance, and support 

continuous improvement efforts. 

These internal controls are designed to enhance the security, integrity, and efficiency of a 

government printing department, addressing specific risks associated with the production of 

sensitive and official documents. 
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(b) 

An internal control system provides numerous benefits for an organization. Here's an outline of 

some key advantages: 

1. Safeguarding Assets: Internal controls help protect an organization's assets, including 

physical assets such as equipment and inventory, as well as intangible assets like 

intellectual property and sensitive information. This reduces the risk of theft, fraud, or 

misuse. 

2. Preventing and Detecting Fraud: A well-designed internal control system includes 

measures to prevent and detect fraud. By establishing segregation of duties, implementing 

checks and balances, and conducting regular audits, organizations can minimize the 

likelihood of fraudulent activities. 

3. Ensuring Accuracy of Financial Information: Internal controls play a crucial role in ensuring 

the accuracy and reliability of financial information. This is essential for making informed 

business decisions, meeting regulatory requirements, and maintaining the trust of 

stakeholders such as investors and creditors. 

4. Promoting Operational Efficiency: Effective internal controls streamline operational 

processes by defining clear procedures and responsibilities. This helps reduce 

inefficiencies, minimize errors, and enhance overall organizational performance. 

5. Compliance with Regulations: Internal controls assist organizations in complying with legal 

and regulatory requirements. This is particularly important in highly regulated industries, 

where failure to comply can result in fines, legal actions, and damage to the organization's 

reputation. 

6. Enhancing Decision-Making: With accurate and reliable information, decision-makers can 

make informed and timely decisions. Internal controls contribute to the availability of 

trustworthy data, supporting strategic planning, resource allocation, and performance 

evaluation. 

7. Risk Management: Internal controls are instrumental in identifying and mitigating risks. 

By assessing potential risks to the organization's objectives, internal controls help 

management make informed decisions about risk tolerance and develop strategies to 

manage and mitigate risks effectively. 

8. Promoting Accountability: Clearly defined roles and responsibilities within an internal 

control system promote accountability among employees. Individuals are held responsible 

for their assigned tasks, which fosters a culture of accountability and integrity within the 

organization. 
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SOLUTION THREE 

(a) The following are common stages in the budget preparation process: 

1. Budget Guidelines and Instructions. 

The process often begins with the issuance of budget guidelines and instructions from 

higher levels of government. These guidelines provide an overview of financial priorities, 

expectations, and any specific requirements for the upcoming budget cycle. 

2. Community needs assessment  

Conduct a comprehensive assessment of the community's needs. Engage with residents, 

businesses, community organizations, and other stakeholders to identify priorities and 

gather input on the services and programs they consider essential. 

3. Revenue forecasting. 

Analyze historical data, economic indicators, and potential changes in tax policies to 

forecast available revenues for the upcoming fiscal year. Consider various revenue 

streams, including property taxes, grants, fees, and other sources of income. 

4. Departmental Budget Requests. 

Engage with department heads and managers to gather their budget requests. 

Departments typically submit detailed plans outlining their financial needs for personnel, 

operations, capital projects, and other expenditures. These requests should align with the 

local authority's strategic goals. 

5. Budget Workshops and meetings. 

Organize workshops and meetings with key stakeholders, including department heads, 

elected officials, and sometimes members of the public. These sessions provide an 

opportunity to discuss budget priorities, address concerns, and ensure that the proposed 

budget aligns with community needs and expectations. 

6. Budget Development. 

Develop the preliminary budget based on the revenue forecasts and departmental 

requests. This involves allocating resources to different service areas, prioritizing 

expenditures, and ensuring that the budget reflects the local authority's strategic 

objectives. 

7. Review and adjustments. 

Conduct a thorough review of the preliminary budget to ensure accuracy, feasibility, and 

compliance with regulations. Adjustments may be necessary based on changing 

circumstances, unforeseen events, or feedback received during budget workshops. 

8. Public consultation  

Engage in public consultation to enhance transparency and gather feedback on the 

proposed budget. Local authorities may hold public hearings, forums, or use online 

platforms to allow residents to express their opinions on budget priorities and allocations. 

9. Approval process. 

Submit the proposed budget to the ministry of local government for approval. Elected 

officials review the budget, discuss proposed allocations, and may make amendments 

before approving the final budget. 

10. Implementation and monitoring. 

Once approved, the budget is implemented, and financial activities are monitored 

throughout the fiscal year. Regular reports and updates are provided to elected officials 

and the public to track the local authority's financial performance against the approved 

budget. 
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11. Audit and evaluation. 

Conduct an audit or evaluation at the end of the fiscal year to assess the local authority's 

financial performance, adherence to budgetary goals, and overall effectiveness of the 

budget preparation process. This information informs improvements for future budget 

cycles. 

These stages in the budget preparation process help local authorities align financial 

resources with community needs, ensure transparency and accountability, and maintain 

fiscal responsibility. 

  

(b) 

 

The main difference between a supplementary budget and a budget deficit lies in their nature, 

purpose, and how they impact an organization's financial planning. Let's define each term: 

A supplementary budget is an additional budget that is prepared and implemented during the 

fiscal year, typically after the approval of the main (original) budget. It is used when unforeseen 

circumstances, new priorities, or changes in economic conditions necessitate adjustments to the 

initial budget. The supplementary budget allows for modifications to allocations, revenues, and 

expenditures to address emerging needs or unexpected developments. 

A budget deficit occurs when a government, organization, or individual's expenditures exceed its 

revenues within a specific period, typically a fiscal year. In other words, it reflects a situation 

where there is a shortfall or negative balance between the total planned spending and the total 

revenue generated. A budget deficit may result from various factors, including economic 

downturns, increased spending commitments, or a decline in revenue sources. 
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SOLUTION FOUR 

(a) Domestic Revenue: 

Domestic revenue refers to the funds generated by a government from within its own borders 

through various sources. It constitutes the income that a government collects internally to finance 

its operations, public services, and development projects. Domestic revenue is crucial for 

sustaining government activities and reducing dependency on external sources for funding. 

Examples of Domestic Revenue: 

1) Tax Revenue: 

Taxation is a primary source of domestic revenue. Governments levy various taxes on individuals, 

businesses, and other entities to generate income. Examples include income taxes, corporate 

taxes, sales taxes, property taxes, and excise taxes. The revenue collected from these taxes 

contributes significantly to the domestic revenue pool. 

2) Customs and Import Duties: 

Revenue generated from customs duties and import tariffs on goods and services entering the 

country is another form of domestic revenue. Governments can adjust these duties to control 

imports, protect domestic industries, and raise revenue simultaneously. 

3) Non-Tax Revenue: 

Non-tax revenue comprises income generated by the government through means other than 

taxation. This includes fees, fines, licenses, and income from government-owned enterprises. For 

example, fees charged for government services, fines imposed for regulatory violations, and 

income from state-owned utilities contribute to the domestic revenue stream. 

These examples illustrate the diverse ways in which a government can generate revenue from 

sources within its own borders, enabling it to fund public services, infrastructure development, 

and other essential functions. 

(b) Domestic financing 

Domestic financing refers to the process through which a government raises funds from within 

its own country to meet its financial needs. It involves the issuance of debt instruments or other 

financial instruments within the domestic market to cover budgetary gaps, fund public projects, 

or manage deficits. Domestic financing is an essential component of a government's fiscal policy 

and helps to maintain fiscal stability. 

Examples of Domestic Financing: 

1) Government Bonds: 

Governments issue bonds as a means of domestic financing. These are debt securities that 

individuals, financial institutions, and other entities can purchase. In return, the government 

agrees to pay periodic interest and return the principal amount at the bond's maturity date. The 

sale of government bonds is a way for the government to raise capital from domestic investors. 

 

 



32 
 

2) Treasury Bills: 

Treasury bills, commonly known as T-bills, are short-term debt instruments issued by the 

government. They have maturities ranging from a few days to one year. Investors buy T-bills at 

a discount, and upon maturity, the government pays the face value. This is another form of 

domestic financing that allows the government to meet short-term financial needs. 

3) Domestic Loans: 

Governments may secure loans from domestic financial institutions or the central bank as a form 

of domestic financing. These loans can be used to bridge budgetary gaps, fund infrastructure 

projects, or address immediate financial requirements. The terms and conditions of these loans 

vary, and they contribute to the overall domestic debt. 

These examples demonstrate how domestic financing involves mechanisms such as issuing 

bonds, utilizing short-term debt instruments, and securing loans from domestic sources. This 

approach helps the government manage its fiscal responsibilities and maintain financial stability 

within the country. 

(c) Differences Between Foreign Financing and Grants: 

 

1) Nature of Repayment: 

Foreign Financing: Foreign financing involves borrowing money from external sources, such as 

international financial institutions or foreign governments. The funds acquired through foreign 

financing typically come with an obligation to repay the borrowed amount along with interest 

over a specified period. This repayment structure can vary in terms of interest rates, grace 

periods, and overall terms of the loan. 

Grants: Grants, on the other hand, are financial contributions provided by foreign governments, 

international organizations, or donor agencies without the expectation of repayment. Unlike 

foreign financing, grants are considered non-repayable and are often allocated for specific 

projects or initiatives. They are a form of financial assistance designed to support development 

goals, humanitarian efforts, or other strategic objectives without creating a debt burden for the 

recipient country. 

2) Purpose and Flexibility: 

Foreign Financing: Foreign financing is typically obtained for specific projects or budgetary 

support. Governments may secure foreign loans for infrastructure development, economic 

reforms, or other strategic initiatives. The use of funds obtained through foreign financing is often 

tied to the terms and conditions of the loan agreements, and the borrowing country must adhere 

to the agreed-upon purposes. 

Grants: Grants, on the other hand, offer greater flexibility in terms of their use. While donors may 

specify the intended purpose of the grant, the recipient country generally has more discretion in 

allocating and managing the funds. Grants are often directed towards addressing pressing needs 

such as poverty alleviation, healthcare, education, or environmental conservation, providing 

governments with the latitude to determine how best to achieve the specified goals. 

These differences highlight the contrasting nature of foreign financing and grants, particularly in 

terms of the repayment structure and the flexibility of fund utilization. Foreign financing involves 
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borrowing with an obligation to repay, while grants offer financial assistance without the 

expectation of repayment and greater freedom in fund allocation. 

Functions of the national Budget 

(i) Policy Statement 

The budget as a policy statement declares the goals and specific objectives a 

government wishes to achieve by means of expenditure. 

(ii) Redistribution of wealth. 

The Zambian system of progressive taxation taxes higher income earners more 

than lower income earners. 

(iii) Economic regulation. 

An increase in the rate of rate of taxes reduces disposable income of individuals 

and hence reduces spending. A reduction in spending tends to reduce inflation. 

A reduction in the rate of taxes in the budget tends to increase disposable income 

of individuals and companies. This will result in increased spending which is likely 

to increase demand for goods and services. An increase in demand for goods and 

services will increase inflation. 

(iv) Regulation of trade. 

The government tends to increase import taxes on certain imported goods which 

are also manufactured locally to stimulate demand for the local goods. 

(v) Control Instrument. 

It can be used to check whether the tasks in the budget were executed on 

schedule, and according to the standards prescribed in the budget. Also the 

variances in spending are analyzed so as to determine the causes. 

(vi) As an operating program. 

The budget serves as a macro operating program on which the administrative 

authority may base operational plans for each function which has to be carried out 

to deliver certain services to the public in order to ensure that the broad goals and 

concrete objectives of the authorities may be realised efficiently and effectively. 

(vii) The budget can also be used as a source of information. 
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SOLUTION FIVE 

S/N Questions 

a) Discuss Risk Assessment  
 
Risk assessment is a systematic process for identifying and evaluating events (i.e., 

possible risks and opportunities) that could affect the achievement of objectives, 

positively or negatively. Such events can be identified in the external environment 

(e.g., economic trends, regulatory landscape, and competition) and within an 

organization’s internal environment (e.g., people, process, and infrastructure). When 

these events intersect with an organization’s objectives—or can be predicted to do 

so—they become risks. Risk is therefore defined as “the possibility that an event will 

occur and adversely affect the achievement of objectives.” 

 

While organizations have been conducting risk assessments for years, many still find 

it challenging to extract their real value. The linkage of risk assessment to drivers of 

shareholder value and key objectives has sometimes been lost. Risk assessments 

can be mandated by regulatory demands—for example, anti-money-laundering, 

Basel II, and Sarbanes-Oxley compliance all require formalized risk assessment, and 

focus on such processes as monitoring of client accounts, operational risk 

management, and internal control over financial reporting. Risk assessments can 

also be driven by an organization’s own goals, such as business development, talent 

retention, and operational efficiency. Regardless of the scope or mandate, risk 

assessments must bring together the right parties to identify events that could affect 

the organization’s ability to achieve its objectives, rate these risks, and determine 

adequate risk responses. 

 

A robust risk assessment process forms the foundation for an effective enterprise 

risk management program. It is important to recognize the interrelationships 

between risk assessment and the other components of enterprise risk management 

(such as control activities and monitoring) and understand the principles and steps 

that help ensure the relevance and effectiveness of a risk assessment. 
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b) Explaining the three types of risk Assessment 

Strategic risk assessment. 

Evaluation of risks relating to the organization’s mission and strategic objectives, 

typically performed by senior management teams in strategic planning meetings, 

with varying degrees of formality. 

 

Operational risk assessment. 

Evaluation of the risk of loss (including risks to financial performance and condition) 

resulting from inadequate or failed internal processes, people, and systems, or from 

external events. In certain industries, regulators have imposed the requirement that 

companies regularly identify and quantify their exposure to such risks. While 

responsibility for managing the risk lies with the business, an independent function 

often acts in an advisory capacity to help assess these risks. 

 

Compliance risk assessment. 

Evaluation of risk factors relative to the organization’s compliance obligations, 

considering laws and regulations, policies and procedures, ethics and business 

conduct standards, and contracts, as well as strategic voluntary standards and best 

practices to which the organization has committed. This type of assessment is 

typically performed by the compliance function with input from business areas. 
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SECTION A  

This question is Compulsory and must be attempted. 

QUESTION ONE – (COMPULSORY) 

You are working as Principal Auditor in the Office of the Auditor General (OAG). You have been 

assigned to lead a team of auditors to conduct a financial audit of Pavers Ltd, a company in which 

the government owns a stake of 80% while the remaining 20% is owned by the former owners 

of the company. You recently worked for Pavers Ltd before it was acquired by the government 

until six (6) months ago when you joined the Office of the Auditor General (OAG). 

This is the first time that Pavers Ltd will be subjected to an audit by the Office of the Auditor 

General (OAG) and it has not been subject to external audits by private auditors since inception. 

In the current year, the company migrated from a manual accounting system to an integrated 

computerized system. The staff assigned to this audit, do not have an understanding of the new 

accounting system and will rely on in-house staff. 

A whistle blower working for Pavers Ltd called the Auditor General (AG) and tipped him about a 

fraud involving senior members of staff of the company. The fraud involved the theft of pavers 

valued at over K1.2 million which were written off at the end of the previous year. The Auditor 

General (AG) informed you about the alleged fraud and requested you and the rest of the audit 

team to be skeptical during the audit because this could impact the current year financial 

statements and that a forensic investigation may be required. 

You attended a pre-audit meeting with management of Pavers Ltd at which you were requested 

to consider seconding someone among the audit team members to Pavers Ltd to assist in the 

finalization of the financial statements. Management is concerned that the company will be 

audited by a private auditor as agreed with the minority shareholders and also be subject to an 

audit by the Office of the Auditor General (OAG). Management argued that this will be a 

duplication of effort and suggested that the Office of the Auditor General (OAG) undertakes a 

review of the financial statements rather than a full audit. You tipped the Finance Manager, your 

former school mate, about the alleged fraud and that this may result in a forensic investigation. 

He promised to carry out his own investigation and that he would get back to you.  

During the planning stage of the audit, the Finance Manager informed you that the Pavers Ltd 

had received various gifts from its suppliers during the festive season. The gifts were shared 

amongst staff of Pavers Ltd and a decision had been made to extend this to the audit team and 

this included cash amounting to K1.2 million to be shared among the audit team members. 

Currently, the Office of the Auditor General (OAG) does not have an ethical code of conduct for 

staff to follow and you are of the view that audit team members will make their own decisions on 

the offer of gifts. 

You called for a meeting with the rest of the audit team and emphasized the need to observe 

professional skepticism throughout the audit. Pavers Ltd provided you with the finance manual 

which contains procedures that should be followed The Principal Auditor gave you a copy of the 

signed engagement letter for your records. The audit plan that has been drawn up states that 

the team will follow a combined approach, conduct risk assessments, evaluate the internal control 

systems of Pavers Ltd and perform tests of controls.  
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The results of the risk assessment and tests of controls suggest that audit risk in this audit is 

high. You are concerned that high audit risk will impact on the materiality level that will be used 

in the audit. This being the first audit there is no previous documentation and you are required 

to open both permanent and current audit files which will be used in filing the audit working 

papers. 

Required: 

(a) Explain two (2) arguments for the independent audit by the Office of the Auditor General 

(OAG) of the financial statements of Pavers Ltd despite being subject to a private sector 

audit.                                                   (4 marks) 

(b) (i)  Explain five (5) fundamental ethical values and their applications that the Office  

of the Auditor General (OAG) should include in its own code of ethics according to 

ISSAI Code of Ethics.                     (10 marks) 

 

(ii) Explain the ethical and professional matters that should be considered in the audit 

of Pavers Ltd and suggest suitable safeguards for each ethical matter. 

                                                                                                                         (8 marks) 

(c) (i) Explain the importance of audit documentation in public sector audits.  (2 marks) 

 

(ii) State two (2) matters each that should be contained in the permanent and current 

audit files in the audit of the financial statements of Pavers Ltd.   

                                                     (4 marks) 

    

(d) (i) Explain audit risk, using the audit risk model, in the audit of financial statements 

in public sector auditing and explain the element of risk that is within the control    

of the auditors.                      (4 marks) 

 

(ii) Explain the impact of audit risk on materiality level at the planning and  

          substantive stages of the audit of Pavers Ltd.         (2 marks) 

 

(iii) Explain the three (3) stages of public sector audits that should be followed in all 

public sector audits.             (6 marks) 

           [Total: 40 Marks] 
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SECTION B 

There are FOUR (4) questions in this section. Attempt any THREE (3) questions. 

QUESTION TWO 

(a) The International Organization for Supreme Audit Institutions (INTOSAI) is a world body 

whose objective is to assist member countries come up with governance systems that 

enhance transparency and accountability in the use of public funds. 

Independence of the Head of the Supreme Audit Institution (SAI) is paramount in terms 

of the objectivity in the performance of public sector audits. The way in which this is 

achieved, is by including the appointment of the Head of the Supreme Audit Institution in 

the country’s constitution. Section 249 of the Zambian Constitution gives guidelines that 

assist in ensuring that the Head of the Supreme Audit Institution (SAI) is independent of 

the executive. Public funds are supposed to be used in the interest of the general citizenry 

and parliament has a role to play in ensuring transparency and accountability in the use 

of public funds. 

 

The government of Zambia has put in place structures aimed at enhancing accountability 

in the public sector. At the Ministry of Finance, the Head of Internal Audit is responsible 

for all internal audit activities in ministries and public corporations. In addition, the 

Secretary to the Treasury who plays a pivotal role in enhancing transparency and 

accountability of those responsible for the management of public funds. 

 

Required: 

 

(i) Explain the legal provisions contained in the constitution regarding independence 

of the Auditor General.                                      (4 marks) 

 

(ii) Explain the legal responsibilities of the Office of the Auditor General (OAG) with 

regards the use of public funds.           (4 marks) 

 

(iii) Explain four (4) responsibilities of the Secretary to the Treasury regarding the use 

and management of public funds.                    (4 marks) 

 

(b) You work for the Office of the Auditor General (OAG) in the Specialized Audits and 

Consultancy Directorate. You have been called to attend a high-level meeting at cabinet 

office regarding a fraud that has been reported in the public media. 

The Secretary to Cabinet informed the attendees of a fraud that is alleged to have taken 

place in one (1) of the security wings of government. This involved the procurement of 

military hardware and it is alleged that a sum of $1.5 million was misappropriated. 

Preliminary investigations revealed that high ranking officials within the security wing were 

involved and senior government officials implicated.  

 

Because of the sensitivity of the matter, the Secretary to the Cabinet informed the meeting 

that ordinarily, matters bordering on state security, should not be investigated by OAG, 
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and any report should not be, made public. He suggested that a forensic investigation 

should be carried out by the Office of the Auditor General (OAG) and that the investigating 

team should include staff from the supervising ministry and a Principal Auditor at Cabinet 

Office. It was further alleged that more money meant for military hardware procurement 

could be missing necessitating the need for a forensic investigation and the determination 

of the extent of the fraud. 

 

Required: 

(i) Explain the difference between forensic investigations and forensic accounting in 

public sector auditing using the information in the scenario.       (4 marks) 

 

(ii) Respond to the assertion by the Secretary to Cabinet that matters of a security 

nature should not be subjected to investigations and findings should not be made 

public.                                  (4 marks) 

                      [Total: 20 Marks] 

 

 

QUESTION THREE 

(a) The Ministry of Transport is concerned about the number of accidents in the country 

leading to increased numbers of fatalities over the last five (5) years. Cabinet is concerned 

about this and decided to take measures that will reverse this trend because a lot of 

money is being spent in terms meeting costs of medication for accident victims. 

 

A project was initiated 2022 for road traffic patrols covering all the main roads across the 

country. This required the setting up of a separate unit under the Ministry of Transport. 

An amount of K50 million was injected into the procurement of new patrol vehicles and 

high speed cameras. The total annual budget of running the unit is K150 million. 

 

The following statistics relate to the past three (3) years:  

 

      2021  2022           2023 

Number of recorded traffic accidents  98 124  102 077 112 300 

Number of fatalities      7 121     9 671  10 213 

Running costs of the patrol unit       -       K110 million K162 million 

  

You work for the Office of the Auditor General (OAG) and you have been assigned to 

conduct a performance audit of the road patrol unit under the Ministry of Transport. 

 

Required: 

 

(i) Explain the objectives of the intended Value For Money audit of road patrol project.  

                         (4 marks) 

 

(ii) Describe the Value For Money principles in the performance audit of the road patrol 

project.              (6 marks) 
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(b) The Office of the Auditor General (OAG) is the Supreme Audit Institution (SAI) in Zambia. 

The mandate of the Auditor General (AG) is to conduct audits of the recipients of public 

funds and to report the findings to parliament and the public. 

 

Parliament comprises the people’s representatives who are voted for by the citizens during 

general elections. The Public Accounts Committee (PAC) is a committee of parliament and 

is accountable to parliament. 

 

You work for the Office of the Auditor General (OAG) which recently recruited new staff 

currently undergoing induction. You are expected to give an insight of how the Office of 

the Auditor General (OAG) and the Public Accounts Committee (PAC) help in holding the 

recipients of public funds accountable. 

 

 

Required: 

 

(i) Explain the way in which the Office of the Auditor General (OAG) and the Public 

Accounts Committee (PAC) fulfill their mandates regarding accountability and 

transparency in the public sector.                  (4 marks) 

 

(ii) Explain four (4) responsibilities of the Public Accounts Committee (PAC).    

      (6 marks) 

           [Total: 20 Marks] 

 

 

 

 

QUESTION FOUR 

(a) Each time there is a new government there are major changes that are made in the 

running of government and public institutions. A new government was voted into office 

and recommended changes in the way the Office of the Auditor General (OAG) should 

operate. The new government is of the view that the current status of the Office of the 

Auditor General (OAG) has not helped the government in fighting corruption and the 

management of public funds.  

 

 The following recommendations have been made: 

 

1. The Office of the Auditor General (OAG) shall be directly under the Office of the 

President and the Auditor General (AG) shall report to the president. 

2. The holder of the position of Auditor General (AG) shall be appointed by the 

president and tenure of office will be subject to satisfactory performance and a 

reduction in the misuse of public funds. 
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3. A committee comprising the President and three (3) Cabinet Ministers shall decide 

on the audits to be conducted based on their risk assessment and priority. 

4. Publication of the Auditor General’s reports shall be subject to the reports being 

cleared by the committee set by the president and reports on matters that border 

on the security of the country shall have restricted circulation and not be published. 

You are a consultant in public sector auditing and you have been asked to attend a 

meeting with the Auditor General (AG) and representatives from Cabinet Office to explain 

the need for adhering to the legal provisions regarding the Office of the Auditor General 

(OAG) unless constitutional amendments are made. 

Required: 

(i) Explain why constitutional amendments would be required to make changes to 

existing provisions regarding the Office of the Auditor General (OAG) and the 

Auditor General (AG).                                (2 marks) 

 

(ii) Evaluate the new recommendations on the Office of the Auditor General (OAG) 

against the provisions of s249 of the constitution of Zambia.       (6 marks) 

 

(b) A new Minister of Water was recently appointed by the president. The Minister proposed 

structural changes in the operations of the ministry among them, the dissolving of the 

current Audit Committee and appointing a new one. 

The existing Audit Committee members comprise three (3) members representing 

professional bodies, the Permanent Secretary of the ministry, the Director of Finance and 

a Director within the ministry. The minister is concerned about the effectiveness of the 

Audit Committee which appeared to make recommendations not in line with the vision of 

the Ministry. 

 

 

The Minister made the following proposals for the composition of an Audit Committee: 

 

1. The Ministry’s Permanent Secretary 

2. The Ministry’s Director of Finance 

3. Three (3) Directors within the Ministry of Water. 

4. One (1) representative of the Law Association of Zambia. 

Required: 

(i) Explain four (4) roles of the proposed Audit Committee for the Ministry of Water. 

      (4 marks) 

 

(ii) Comment on the composition of audit committee members and make necessary 

recommendations.                    (4 marks) 

 

(iii) Explain two (2) challenges that the proposed Audit Committee may face in the 

execution of its functions.            (4 marks) 

                     [Total: 20 marks] 
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QUESTION FIVE 

(a) In the last three (3) years there has been a noted increase in the number of Zambian 

citizens requiring social security support from government. Due to an increase in the cost 

of living, most pensions received by beneficiaries are not sufficient to support the 

beneficiaries. 

Following a visit by the president to Nordic countries an agreement of three (3) Nordic 

countries, committed to support the social security scheme of Zambia. The amount is 

estimated to be $2 million annually for the next five (5) years. Subject to proper 

management of the funds, the agreement will be extended for a further five (5) years. 

 

The agreement with the consortium of Nordic countries includes a condition that the social 

security scheme should be subject to annual audits by the Office of the Auditor General 

(OAG) and that copies of the audit reports should be made available to the donors.  

 

Required: 

 

(i) Explain the main objectives of the audits required on the social security funds.     

      (4 marks) 

 

(ii) Describe three (3) stakeholders, explaining their interest and expectations, in the 

use of the funds meant for social security of the vulnerable.              (6 marks) 

 

(b) You have been assigned to be part of a committee of three (3) to visit a country that does 

not have a Supreme Audit Institution (SAI). The country requested that the International 

Organization for Supreme Audit Institutions (INTOSAI) carries out an evaluation on the 

need for a Supreme Audit Institution (SAI). 

 

The country has a population of five (5) million citizens with more than half of them living 

below the poverty datum line. This country is considered among the poorest countries in 

the world. The main source of funds for government is taxes levied on mining houses.  

 

The country receives significant amounts of donor funds for specific projects carried out 

in conjunction with the government. Continued donor support is conditional on meeting 

the intended objectives and also strict financial management processes. The agreements 

with the donors contain the conditions that should be adhered to in managing the funds.  

 

This includes a requirement of financial statements audited by a government agency 

responsible for audit, being submitted annually to the donors. This is what has prompted 

the decision to request the intervention of the International Organization for Supreme 

Audit Institutions (INTOSAI) to help set up a Supreme Audit Institution (SAI). The 

government of this country hopes to obtain absolute assurance regarding the use of public 

funds meant for the benefit of the country’s citizens. 
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Required: 

 

(i) Discuss, using information in the scenario, the objectives for assurance in the three 

(3) main types of public sector audits in accordance with ISAI 100: Principles of 

public sector audits.                                       (6 marks) 

         

(ii) Describe the two (2) main levels of assurance that can be given in public sector 

audits giving two (2) characteristics for each of them.         (4 marks) 

              [Total:20 Marks] 

 

 

 

 

 

 

 

 

 

END OF PAPER 
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PFM 5 PUBLIC SECTOR AUDITING AND PRACTICE SOLUTIONS 

SOLUTION ONE 

(a) Arguments for audits by the SAI in the public sector: 

1. It is a constitutional requirement that all recipients of public funds should be 

audited by the Office of the Auditor General notwithstanding that they may be 

audited by private auditors. 

2. The public sector auditors are the external auditors of public institutions because 

of their independence and objectivity. The SAI has skills to audit public sector 

which private auditors may not have and belong to an international body on public 

sector auditing the international organization for Supreme Audit institutions 

(INTOSAI). 

3. The scope of the public sector auditors is much wider than that of private auditors 

whose main focus is to form an opinion on the financial statements. Public sector 

auditors perform other audits such as compliance and performance audits. 

4. Audits ensure that public officials are accountable for their use of public resources. 

By scrutinizing expenditure and financial management, SAIs help ensure that funds 

are used for their intended purpose and in accordance with the Law. 

5.  SAIs can identify instances of fraud, corruption and mismanagement. By 

uncovering such activities, audits deter corrupt practices and promote ethical 

behaviors within public institutions. 
 

(b) (i) Fundamental principles in public sector auditing: 

 

 Ethical value Explanation and Application 

1 Integrity Integrity is the quality of being honest and having strong moral 
principles. It is to be honest and act in good faith and in the 
public interest. It is the cornerstone of trust in the auditing 
profession.  
 
Auditors should act with honesty, objectivity, and consistency 
in all professional and business relationship. They should avoid 
conflict of interest and ensure that their actions and decisions 
are guided by a commitment to truthfulness and transparency. 
 

2 Independence & 
objectivity 

Independence is the freedom from conditions that threaten the 
ability of the auditor to carry out their responsibilities in an 
unbiased manner. Objectivity is the impartiality and fairness in 
conducting audits. 
 
Auditors should maintain both organisational and personal 
independence to ensure that their judgements are not 
influenced by external pressures or personal interests. They 
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should make decisions based on objective evidence without 
bias or favoritism. 
 

3 Professional 
Competence and 
Due Care 

Professional competence means having the necessary skills, 
knowledge, and experience to perform audit tasks effectively. 
Due care refers to the diligence and thoroughness in 
performing duties.  
 
Auditors should continuously develop and maintain their 
professional knowledge and skills. They should apply the 
appropriate level of professional judgement and diligence in 
their work, ensuring high quality audit outcomes. 
 

4 Professional 
behavior 

Professional behavior entails adhering to laws and regulations 
and avoiding any conduct that could discredit the auditor or the 
auditing profession and/ or the SAI. 
 
Auditors should act in a manner that upholds the reputation of 
the auditing profession. This includes complying with relevant 
laws and standards, avoiding actions that could bring disrepute 
to the SAI and conducting themselves in a way that promotes 
public confidence in their work. 
 

5 Confidentiality & 
transparency 

To protect information obtained in the cause of duty and 
disclose only under exceptions allowed and considering the 
need for transparency and accountability in the public sector. 
 
Auditors should protect sensitive information acquired during 
audits. They must not use such information for personal gain 
or disclose it to unauthorized parties, thereby safeguarding the 
interests of stakeholders and maintain trust in the auditing 
profession. 
 

 

(ii) Ethical matters to consider in the audit of Pavers Ltd: 

  

No Ethical matter Safeguard 

1 New IT system – the fact that most of 
the staff assigned to the audit of Pavers 
Ltd do not possess knowledge of the 
accounting system is an ethical matter 
in that they may not have the 
competence to undertake the audit. 

Staff with the necessary IT knowledge 
should be assigned to this audit or the 
staff should be trained before being 
assigned to the audit. 

2 Disclosure of pending investigation to 
Finance Manager – It is unethical to tip 
off management of the fraud. The fact 
that the Finance Manager is a friend the 
AG suggests that this was meant to 
warn him about what is pending. 

A code of ethics should be put in place 
in the Office of the Auditor General. 
Punitive measures should be put in 
place to for violation of the code. 
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3 Secondment of staff to assist finalization 
of the preparation of the financial 
statements creates a self-review threat 
on the staff affected. They are likely to 
lose objectivity when reviewing their 
own work. 

The request should be declined unless 
someone not involved in the audit is 
assigned to do this. 

4 Offer of gifts will create a self-interest 
threat. It does not matter that the gifts 
were given to Pavers Ltd by its 
suppliers. The self-interest will impact 
on the objectivity of the auditors. 

Unless such gifts are clearly 
insignificant they should be declined. 
Gifts including cash amounting to K1.2 
million is clearly not insignificant and 
should be declined. 

 

(c) (i) Importance of documentation in public sector auditing: 

Documentation of work done is one of the general principles of public sector 

auditing. 

It is important that audit work is documented because: 

o Audit documentation forms the basis for the audit opinion or conclusion. 

o It helps in managing the audit through enabling reviews of work done. 

o Documentation is evidence of work that has been performed and whether 

the audit has been conducted in accordance with relevant auditing 

standards. 

 

(ii) Matters that should be contained in the permanent audit file: 

1. A copy of the engagement letter for the audit of Pavers Ltd. 

2. The internal control systems of Pavers Ltd 

3. The finance manual will remain relevant over more than one year. 

 Matters that should be contained in the current audit file: 

1. The current year financial statements  

2. Working paper for the work carried out during the year. 

3. Any review points made at the various stages of the audit. 

 

(d) (i) Audit risk in the audit of pavers Ltd: 

 Element of audit risk Explanation 

1 Inherent risk This is a risk that arises because of the nature of 
the client company or an assertion. For example 
accounting estimates are inherently risk because 
there is no precise method of determining them 
and their determination involves judgment. 

2 Control risk This is the risk that the internal controls put in 
place by Pavers Ltd may fail to prevent or help 
detect misstatements. Such misstatements could 
cause the financial statements to be misstated 
and the public sector giving an inappropriate 
opinion/conclusion. 

3 Detection risk This is the risk that the public sector auditors may 
not detect misstatements that may cause the 



48 
 

financial statements to be misstated despite 
conducting the audit in accordance with relevant 
auditing standards. 

 

 

 

 

Element of audit risk within control of public sector auditor: 

The only element of audit risk that is under the control of the public sector auditors 

is detection risk. This can be reduced by the public sector auditors addressing the 

matter causing it. For example if the audit team lacks competence to perform the 

audit it could result in a misstatement of the financial statements. This can be 

avoided by assigning staff with the necessary skills and competences or training 

the staff. 

 

(d)(ii) Impact of audit risk on materiality level at planning & substantive audit stages: 

At the planning stage of the audit if risk for the financial statements as a whole is assessed 

as high, the materiality level will be set at a lower figure. This is the same with any 

assertions that may have different risk characteristics from those of the financial 

statements as a whole. On the other hand if risk is assessed as low, the materiality level 

will be set at a higher level. 

In the case of Pavers Ltd, since the audit risk for the financial statements as a whole has 

been assessed as low the materiality figure will be set at a higher level. 

If during the substantive audit stage the risk is assessed at different levels from that at 

the planning stage this will necessitate a revision of the materiality level. In this case, 

the risk during the substantive stage is assessed higher than originally assessed at 

the planning stage. The materiality level will be revised to a lower level which will 

be used in the conduct of the audit. 

(iii) Three stages of public sector audits: 

 Planning stage: 

This is the stage of the audit when risk assessment is performed .It helps auditors to 

decide on the nature and extent of further audit procedures to be conducted. The public 

sector auditors will wish to gain an understanding of the audited entity and determine the 

scope of the audit. 

 Substantive audit stage: 

This is the stage of the audit when audit procedures are performed to obtain evidence 

about the subject matter. The evidence obtained forms the basis for the audit conclusion. 

 Reporting & follow up stage:  

This is the stage of reviewing the audit evidence obtained and reaching conclusions. The 

conclusion reached is communicated to the users in audit reports issued. Follow up is done 

to confirm implementation of any recommendations that will have been made in the 

previous audit. 
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SOLUTION TWO 

(a) (i) Constitutional provisions on AG independence: 

(a) The Auditor General (AG) shall not be subject to the direction or a person or 

authority in the performance of the functions of his/her office. 

(b) The Auditor General may only be removed from office on grounds of mental 

or physical disability, incompetence, gross misconduct or bankruptcy. 

(c) The Auditor General & his staff should have immunity from legal proceedings 

in the exercise of their functions. 

(d) The Auditor General (AG) shall determine the scope and extent of audit of the 

accounts of each entity. 

(e) The Auditor General should have access to all documents & records that are 

considered necessary for the purposes of carrying out an audit. 

 

(ii) Legal provisions of the OAG with regards use of public funds: 

The scope of the work of the Auditor General with regards public funds is wide 

and the following is provided under the constitution of Zambia: 

 

1. The Auditor General shall conduct audits of state organs, state institutions, 

provincial administration and any other institutions financed from public 

funds. 

2. The nature of audits that will be conducted include financial audits, value 

for money audits and investigations. 

3. Regarding projects/activities involving the use of public funds, to ascertain 

that the public funds have been applied for the purpose for which it was 

given and spent in conformity with the authority that governs it taking into 

account the principles of value for money. 

 

(iii) Responsibilities of the Secretary to the Treasury: 

The responsibilities of the Secretary to the Treasury with regards to the use of 

public funds includes the following: 

1. The preparation of annual estimates of revenue and expenditure for 

submission as budget inputs. 

2. Quarterly review of performance of the budget & submitting a report 

thereof to the Minister. 

3. Releasing of funds from the consolidated fund for appropriation by 

controlling officers. 

4. Ensuring the implementation of the recommendations of the Public 

Accounts Committee. 

5. Maintaining compatible, effective, efficient and transparent financial 

management information system. 

6. Monitoring & inspecting the operations of the de-centralized accounting 

units in ministries and departments to ensure value for money. 

7. Providing a regulatory framework for sound financial management to 

accounting units. 
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(b) (i) Differences between forensic investigations and forensic accounting: 

Forensic investigation is the use of investigative skills with a view to 

establishing facts usually related to illegal activities the results of which many lead 

to legal action against the people involved. 

 

In the case at hand, this involves interviewing staff and examination of documents 

to confirm whether indeed a fraud took place and the identification of the people 

involved. 

Forensic accounting on the other hand is the use of accounting skills to 

determine for example the extent of an alleged loss to determine how much money 

is involved. 

 

In this case it will involve the public sector auditors to follow through the funding 

for hardware procurement and establish the extent of the amount of money 

misappropriated, if any. 

 

(ii) Response to the assertion that security matters not subject to audits: 

The constitution of Zambia provides that the Auditor General shall conduct audits 

and investigations of recipients of public funds. There are no exceptions regarding 

institutions that shall be not audited by the public sector auditors. 

 

The assertion by the Secretary to Cabinet is not correct and is not valid. The said 

security wing is subject to investigations by the Office of the Auditor General. 

Further, the suggestion that the investigation should include staff from the 

supervising ministry is not correct. The Auditor General shall perform his/her 

functions without any interference and shall obtain evidence from whomsoever 

they deem necessary. 
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SOLUTION THREE 

(a) (i) Objectives of value for Money Audit on road patrol project: 

The objective of the value for money audit on the road patrol unit is for the public 

sector auditors to obtain evidence on whether the initial public funds and the 

annual running costs of the unit have been spent in line with the principles of 

economy, efficiency and effectiveness. 

 

Economy – whether the amounts spent were appropriate and the best prices. 

 

Efficiency – to determine whether the objective could have been achieved using 

lesser resources i.e. a comparison of the output with the input. 

 

Effectiveness – to determine whether the objective of the project have been 

achieved which in this case is a reduction in road traffic accidents. 

 

(ii) Value for money principles in the audit of road patrol project: 

 Economy: 

This will involve the determination of the amounts paid for the procurement of the 

patrol vehicles. Could the vehicles been acquired using lesser resources but 

without compromising on the quality. In other words, was the best price paid? 

 

The use of the operational costs will also be subjected to the element of economy 

to confirm that funds were put to best use and not wasted. 

  

Efficiency: 

This will involve comparing the outputs of the project against the inputs. It 

measures the efficiency of the use of financial and human resources. Could the 

same result have been achieved using lower resources for example using fewer 

patrol vehicles than the ones procured? Could fewer human resources have been 

used to achieve the same output? 

  

Effectiveness: 

This element aims at measuring whether the objective has been achieved. In this 

case it will be to establish whether there has been a reduction in the number of 

road traffic accidents after the intervention. Considering the statistics, it would 

appear that in this case the objective has not been achieved considering the 

increase in the number of accidents despite the intervention. 

  

(b) (i) Role of OAG & PAC in fulfilling mandates: 

The Office of the Auditor General (OAG) helps enhance accountability and 

transparency in the public sector by conducting audits of recipients of public funds 

and issue reports to parliament and the president. 

By issuing audit reports, the Office of the Auditor General (OAG) enables the Public 

Accounts Committee (PAC) fulfill its mandate which places reliance on the audit 

reports. 
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The public Accounts Committee helps enhance accountability and 

transparency by calling the controlling officers with audit queries to appear before 

it and explain the findings. The committee writes a report to parliament which is 

considered by parliament. 

The Public Accounts Committee also makes recommendations on what action 

should be taken on audit funds including referring matters to investigative wings. 

(ii) Responsibilities of the Public Accounts Committee: 

1. To monitor the implementation of the budget approved by parliament. 

2. Ensure that the recommendations of the Office of the Auditor General are 

followed up by the executive to ensure implementation. 

3. Holding sittings with controlling officers and other stakeholders where they 

are requested to make submissions on issues raised by the Auditor General. 

4. Make recommendations to address issues raised in the Audit Reports and 

where appropriate refer matters to investigative wings. 
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SOLUTION FOUR 

(a) (i) Need for constitutional amendments on articles on the OAG: 

The constitution of the country is the supreme law which should be followed. With 

regards the Office of the Auditor General, the existing articles should be complied 

with in the running of the Office of the Auditor General. 

The recommendations of the new government should be measured against the 

current constitution. If the new recommendations are not in line with the 

constitution, they cannot be implemented. There would be need to make 

constitutional changes to include the proposals being made. Any changes without 

constitutional changes will be a breach of the constitution. 

The reason for inclusion of the clauses on the Office of the Auditor General (OAG), 

is to prevent unconstitutional changes in the way the office operates. 

(ii) Evaluation of new recommendations on OAG: 

1. The recommendation to have the Office of the Auditor General (OAG) to fall 

under the Office of the President is contrary to the current provisions of the 

constitution which requires that the office shall be independent and shall 

operate autonomously. 

2. This provision is not in line with the constitutional provisions which state that 

the Auditor General shall be appointed by the President on recommendation of 

the State Audit Commission and shall be ratified by parliament. This is done in 

order to maintain the independence of the office. 

Further, the constitution clearly spells out when the Auditor General can be 

removed from office which does not include the appraisal and reduction in 

misuse of public funds. 

3. The constitution provides that the Office of the Auditor General (OAG) shall 

decide on the topics to be audited and shall not be directed as is the 

recommendation here. The President may however request the Office of the 

Auditor General (OAG) to conduct audits or investigations and this is not taken 

as interference or direction. 

4. The constitution provides that the Auditor General (AG) shall report on his/her 

findings and will determine the content of the report. Clearance of reports by 

a committee of parliament will be contrary to constitutional requirements and 

the constitution does not provide for exemptions from audit on account of 

matters bordering on state security. 

 

(b) (i) Roles of proposed Audit Committee: 

• To apprise the rest of the board on how it has fulfilled its responsibilities. 

• To monitor and ensure continued independence of the auditors. 

• To monitor and evaluate management systems regarding risk and internal 

controls. 

• Review financial reports and other board reports before they are referred to 

the board. 

• To monitor the working of the internal auditors and ensure they are 

independent of management. 

• Provide a link for the public sector auditors when they have matters of concern 

regarding management performing its duties. 
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• Help resolve disputes within management and provide an independent view 

over such disputes. 

 

(ii) Composition of audit committee with justification: 

The proposed audit committee comprises largely of people who work for the 

ministry. Of the six committee members five are employees within the ministry. 

One of the roles of the committee is to oversee the operations of the ministry and 

when it comprises people who work within the ministry they will lack the objectivity 

to oversee their own operations. 

 

The previously disbanded committee had half of the committee comprising 

independent people.  

 

Best practice requires that the committee should comprise largely independent 

members with one who has knowledge of finance and accounting. The proposed 

audit committee does not appear to have someone with accounting knowledge. 

 

The proposed committee should be changed to comprise more of the independent 

members and also to include a member with accounting knowledge. 

 

(iii) Challenges that may be faced by audit committee: 

1. Committee members will not be objective and there will exist self interest 

in making decisions. 

2. Being members of staff they may be subject to political pressure in making 

certain decisions. 

3. There being no member who has finance knowledge they will not be able 

to constructively review internal controls and financial statements prepared 

by management. 
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SOLUTION FIVE 

(a) (i) Objective of audit of social security funds: 

The main objective of requiring the audit of social security funds by the Supreme 

Audit Institution (SAI) will as highlighted below: 

o To verify compliance with the relevant legal and regulatory framework 

governing social funds. 

o Confirm that there is no misapplication or misappropriation of the social 

security funds and that money is used for the intended purpose. 

o Confirm that the money reaches the intended beneficiaries. 

o To verify compliance with the relevant legal and regulatory framework 

governing social funds. 

o To assess the effectiveness of social programs and projects funded by 

social funds in achieving their intended outcomes. 

o To examine whether social funds are managed efficiently and economically. 

o To enhance transparency and accountability in the management and 

utilization of social funds. 

o To detect and prevent, corruption and mismanagement of social funds. 

o To strengthen the governance and internal control systems related to the 

administration of social funds. 

 

(ii) Stakeholders in the use of social security funds: 

 

• Beneficiaries (Vulnerable Population). The primary interest of 

beneficiaries is to receive timely, adequate and reliable financial and social 

support to improve their quality of life. This includes access to basic needs 

such as food, shelter, healthcare and education.  

 

Beneficiaries expect that the funds will be used effectively to provide the 

services and support they need without bureaucratic delays or corruption. They 

seek transparency and accountability to ensure that they are rightfully 

receiving the benefits intended for them. 

 

• Government and Public Authorities. Government bodies, including 

Ministries of Finance and social welfare, are interested in ensuring that social 

security funds are used efficiently and effectively to meet goals and improve 

social outcomes. Their interest lies in achieving maximum impact with the 

available resources, reducing poverty and promoting social inclusion. 

 

The government expects proper administration, monitoring and evaluation of 

social security programs to ensure compliance with laws and regulations. They 

also seek to maintain public trust and demonstrate to taxpayers or donors that 

funds are managed responsibly. 

 

• Taxpayers and donors. The donors who donate the funds or taxpayers who 

fund social security program through their contributions and have a vested 

interest in seeing these funds used wisely and for the intended purpose. They 
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are interested in the effectiveness of social welfare programs in reducing 

societal inequalities and supporting vulnerable populations. 

 

Taxpayers and donors expect transparency, accountability and efficiency in the 

use of public funds. They want assurance that their contributions are making 

a real difference and are not being lost to inefficiencies or corruption. 

Additionally, they seek regular reporting and audits to ensure that funds are 

managed with integrity. 

 

(b) (i) Need for assurance in the three main types of public sector audits: 

Financial audits: 

The need for an assurance in the financial public sector audit is for the auditor to 

obtain evidence that the financial statements have been prepared in accordance 

with the applicable financial reporting framework. 

Compliance audits: 

The need for assurance in compliance audits is for the public sector auditor to 

obtain evidence that there has been compliance with the applicable authority for 

subject matter information. 

 

Performance audits: 

The objective of performance audits is for the public sector auditors to obtain 

evidence that public funds have been spent in accordance with the Value For 

Money principles of economy, efficiency and effectiveness. 

 

(ii) Levels of assurance in the public sector audits: 

Reasonable assurance – this is a high but not absolute level of assurance where 

the public sector auditor concludes in a positive manner after performing 

substantive audit procedures. 

The main characteristics: 

o High level of assurance 

o Positive form stating that based on evidence obtain a true and fair view is 

or is not given. 

o Substantial amount of work performed in accordance with auditing 

standards. 

Limited assurance – Is a lower level of assurance given by the auditors based 

largely on inquiry and analytical procedures as methods of obtaining evidence. The 

main characteristics: 

o Lower level of assurance 

o Main methods of obtaining evidence are inquiry and analytical procedures 

o Conclusion in a negative way stating that nothing has come to the attention 

of the auditors that suggests that accounts do not show a true and fair 

view for example. 

 

 

 

END OF SOLUTIONS 
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SECTION A 
 
This question is compulsory, and MUST be attempted. 
 
QUESTION ONE 

You have just been recently posted to Vubwi Town Council in the Finance Department. You have 

been presented with the following information for the year ended 31 December 2023. 

                               K 

Cash and cash equivalents                                                                                     8,900,000  

Trade and other receivables (less than one year)                      54,678,690  

Other financial assets (less than a year)                          345,000  

Revaluation reserve                        7,800,000  

Accumulated surpluses                      47,173,090  

Trade and other receivables (more than one year)                      45,300,000  

Other financial assets (more than one year)                            50,000  

Inventory as at 1 January 2022                         600,000  

Investment property                        1,800,000  

Provision for depreciation Investment property                          900,000  

Property, plant and equipment                     9 0,000,000  

Provision for depreciation property, plant and equipment                        9,000,000  

Intangible assets                        3,695,000  

Short term trade and other payables                      16,045,600  

Short term borrowings                        5,000,000  

Long term trade and other payables                      15,000,000  

Long term borrowings                      64,500,000  

Levies and charges                      15,000,000  

Fees and charges                        4,300,000  

Rental income                        2,140,000  

Interest received                          500,000  

Tax revenue                          900,000  

Other income                          670,000  

Revenue grants                      21,000,000  

Capital Grants as at 1 January 2023                     13,240,000  

Salaries and wages                     10,500,000  
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Materials and services                       6,540,000  

Finance costs                         760,000  

 

Additional information:  

1. Revenue grant is to be treated as a credit in the statement of financial performance. 

2. Capital grants are treated as deferred income and 10% is transferred to statement of 

financial performance annually. 

3. Depreciation policy: investment property 20% on cost; property plant and equipment 10% 

on cost. 

4. Closing inventory as at 31 December 2023 was K200,000.00. 

5. Tax revenue of K100,000.00 was posted to rental income in error. 

6. A transfer from revaluation reserve of K800,000.00 should be made to accumulated 

surplus.  

Required:  

(a) Prepare the trial balance as at 31 December 2023.                                      (14 marks)                                                                     

 

(b) Prepare the Statement of Financial Performance for the year ended 31 December 2023 in 

accordance with IPSAS 1.                                                                           (12 marks) 

(c) Prepare the Statement of Financial Position as at 31 December 2023 in accordance with 

IPSAS 1.                                                                                                   (14 marks) 

    [Total: 40 Marks] 
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SECTION B 

There are FOUR (4) questions in this sections.  Attempt any THREE (3) questions. 

QUESTION TWO 

The Ministry of Finance and National Planning (MoFNP)is preparing its financial statements for 

the year ended 31 March 2023 using the accruals basis of accounting as required by International 

Public Sector Accounting Standards (IPSASs). You are the Director in the department of Financial 

Reporting and Information Systems at the Ministry of Finance and National Planning and have 

been asked to review the accounting treatment of some transactions.  

Transaction One 

The Ministry of Finance and National Planning entered into a lease contract for land cruiser motor 

vehicles with a local bank on 1 April 2022. The lease term is 4 years and represents the majority 

of the motor vehicles’ life. The present value of the lease payment is K180 million and the ministry 

is to pay lease rentals of K47 million per annum at interest rate of 12%.  The Ministry of Finance 

and National Planning is responsible for maintenance and insurance of the motor vehicles 

throughout the lease term.  

The preparer of the financial statements has accounted for the lease as an operating lease. 

Transaction Two 

A former Director has sued the Ministry of Finance and National Planning for wrongful dismissal. 

On 31 January 2023, the industrial claims court awarded the former director damages to the 

value of K7 million. 

The preparer of financial statements at the Ministry of Finance and National Planning has not 

included any amount in relation to these damages on grounds that they were not budgeted for. 

Transaction Three 

The Ministry of Finance and National Planning received notification on 20 April 2023 that one of 

the youth groups that were loaned empowerment funds for purchase of Marcopolo buses had 

been disbanded and non-operational with the buses parked at one member’s house as non-runner 

with multiple mechanical problems. Preliminary investigations revealed that the group is unlikely 

to continue in operation and they owe loan money to the ministry of finance of K190 million. 

The preparer of financial statements at the Ministry of Finance and National Planning has not 

made any adjustment for this transaction before finalizing the year end accounts for submission 

to the users of financial statements. 

Required: 

Assess the appropriateness of the treatment of the items above by MoFNP officer, assuming first 

a cash basis, and then an accruals basis of accounting.                               [Total: 20 Marks] 
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QUESTION THREE 

The International Public Sector Accounting Standards Board (IPSASB) has developed the 

Conceptual Framework for General Purpose Financial Reporting by Public Sector Entities.  The 

framework provides guidance on the elements to be included in General Purpose Financial Reports 

(GPFRs).  One element among others is ‘liabilities’.  The framework further states that, ‘for an 

element to be recognized in general purpose financial reports, it must meet the definition of such 

an element in accordance with the framework; and the element can be measured reliably, that 

is, in a way that achieves the qualitative characteristics of financial information.  

 

Required: 

 

(a) Briefly explain ‘liability’ according to conceptual framework for general purpose financial  

reporting by public sector entities.                                                               (7 marks) 

 

Distinguish between legally binding and non-legally binding obligation, giving two (2) 

examples of each.                                                     (5 marks) 

 

(b) Briefly describe each of the following methods of measuring liabilities: 

 

(i) Cost of release 

(ii) Historical cost 

(iii) Assumption price 

(iv) Cost of fulfilment. 

       (8 marks) 

                       [Total: 20 Marks] 

 

QUESTION FOUR 

The secretary to the treasury of country P attended a workshop on public sector accounting at 

which the facilitator indicated that IPSAS 23 revenue from non-exchange transactions (taxes 

and transfers) was extremely important for public sector. 

Required: 

(a) Explain non-exchange transactions and revenue according to IPSAS 23.           (4 marks)  

(b) Explain the recognition criteria for revenue arising from non-exchange sources according 

to IPSAS 23.                                                                                              (6 marks) 

(c) Describe assets that are received but not reported as non-exchange revenue.  (4 marks) 

(d) What are the main differences between IFRSs and IPSASs?                            (6 marks) 

                           [Total: 20 Marks] 
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QUESTION FIVE 

You have been requested to assess the financial performance of the Government of the Republic 

of Zambia (GRZ) for the year ended 31 December 2022 based on the published Financial Report 

for the year 2022. Below is an extract from the GRZ Financial Report for the year ended 31 

December 2022: 

Government of the Republic of Zambia  

Extract of Statement D – Comparison of budget and actual (functional classification) 

for the year ended 31 December 2022  

 Approved  Actual  
Receipts K’million K’million 
Income tax  14,514  12,752  
Customs and excise    3,946    3,958  
Fuel levy       759       795  
Value Added Tax    6,445   10,126  
Fines         35         53  
Licenses       631       622  
Commissions         25         21  
Fees of court and office       371       327  
Other revenue       684        996  
Bilateral grants       289       -  
Multilateral grants    1,253       -  
Program grants - general budget 
support  

      -       145  

Program grants - sector budget 
support  

      -       146  

Bilateral external Borrowing        312     1,710  
Multilateral external Borrowing     7,802     7,349  
Domestic borrowing     2,199     2,543  
Total Receipt 39,265  41,543  
Payments  
Personal emoluments  16,204  15,404  
Use of goods and services  19,758  12,583  
Financial charges    5,300    4,435  
Social benefits       259       172  
Grants and other payments    7,237    6,048  
Constitutional & statutory 
Expenditure  

      -        17  

Non-financial assets    1,369       471  
Payment of arrears and debt 
service  

     391       400  

Total Expenditure   50,518  39,530  
Net Surplus/(Deficit)  (11,253)    2,013  
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Required:  

(a) Explain the purpose of Statement D.                                                                (2 marks)                                                       

(b) Calculate variances and variance percentages                                                 (12 marks) 

(c) Comment on the financial performance of the Government of the Republic of Zambia for 

the year ended 31 December 2022, utilising the variances you calculated in part (b).                                                                                                                      

       (6 marks)  

                                                                                                                    [Total:20 Marks] 

 

 

 

 

 

 

 

END OF PAPER 
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PFM 6: FINANCIAL REPORTING FRAMEWORK FOR PUBLIC SECTOR ENTITIES 

SOLUTION  

SOLUTION ONE 

 

                                                    Vubwi Town Council 

(a) Trial balance for the year ended 31 December 2022     

 DR CR 

 K K 

Cash and cash equivalents     8,900,000   

Trade and other receivables (less than one year)   54,678,690   

Other financial assets (less than a year)        345 000   

Revaluation reserve     7,800,000 

Accumulated surpluses    47,173,090 

Trade and other receivables (more than one year)   45,300,000   

Other financial assets (more than one year)         50,000   

Inventory as at 1 January 2022       600,000   

Investment property     1,800,000   

Provision for depreciation Investment property        900,000 

Property, plant and equipment    90,000,000   

Provision for depreciation property, plant and 
equipment  

    9,000,000 

Intangible assets     3,695,000   

Short term trade and other payables     16,045,600  

Short term borrowings       5,000,000  

Long term trade and other payables     15,000,000  

Long term borrowings      64,500,000  

Levies and charges      15,000,000  

Fees and charges        4,300,000  

Rental income        2,140,000  

Interest received           500,000  

Property tax revenue           900,000  

Other income           670,000  
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Revenue grants       21,000,000  

Capital Grants as at 1 January 2022      13,240,000  

Salaries and wages      10,500,000   

Materials and services        6,540,000   

Finance costs           760,000   

 223,168,690 223,168,690 

 

(b) Statement of financial performance for Vubwi Town Council for the year ended 
31 December 2022.    

    

Receipts K’ 
Levies and charges     15,000,000.00  
Fees and charges       4,300,000.00  
Rental income (W5)       2,040,000.00  
Interest received          500,000.00  
Tax revenue (W4)       1,000,000.00  
Other income          670,000.00  
Amortization of capital grant (W1)       1,324,000.00  
Revenue Grants     21,000,000.00  
Total Receipts 45,834,000.00  
Payments  
Salaries and wages     10,500,000.00  
Materials and services (W3)      6,940,000.00  
Depreciation (W2)      9,360,000.00  
Finance costs         760,000.00  
Total Payments 27,560,000.00  
Surplus for the year  18,274,000.00  
  
 

 

Vubwi Town Council Statement of Financial Position as at 31st December 2022    

ASSETS  

Current assets  

Cash and cash equivalents       8,900,000.00  

Trade and other receivables (less than one year)     54,678,690.00  

Other financial assets (less than a year)          345,000.00  

Inventory at 31st December 2022          200,000.00  

Total current assets      64,123,690.00  
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Non-current assets  

Trade and other receivables (more than one year)       45,300,000.00  

Other financial assets (more than one year)             50,000.00  

Investment property (W9)           540,000.00  

Property, plant and equipment (W10)       72,000,000.00  

Intangible assets         3,695,000.00  

Total non-current assets  121,585,000.00  

Total assets  185,708,690.00  

Liabilities   

Current liabilities   

Short term trade and other payables      16,045,600.00  

Short term borrowings       5,000,000.00  

Total current liabilities  21,045,600.00  

Non-current liabilities  

Capital grants      11,916,000.00  

Long term trade and other payables      15,000,000.00  

Long term borrowings      64,500,000.00  

Total non-current liabilities    91,416,000.00  

Total liabilities  112,461,600.00  

Net assets    73,247,090.00  

Net assets/equity  

Revaluation reserve (W6)       7,000,000.00  

Accumulated surpluses (W7,W8)     66,247,090.00  

Total net assets/equity  73,247,090.00  

 

 

Workings 

W1: Amortization of capital grant  

Grant amount     13,240,000.00  

10% thereof     (1,324,000.00)  

 11,916,000.00  
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W2: Depreciation  

Investment property at cost    1,800,000.00  

20% thereof     (360,000.00)  

Property, plant and equipment at cost  90,000,000.00  

10% thereof  (9,000,000.00)  

  9,360,000.00  

 

W3: Materials and services  

Opening inventory        600,000.00  

Purchases      6,540,000.00  

Closing inventory      (200,000.00)  

  6,940,000.00  

 

W4: Tax revenues 

Revenues       900,000.00 

Misposting to rental income       100,000.00  

  1,000,000.00  

       

 

W5: Rental income 

Rental income     2,140,000.00 

Misposting of tax revenues     (100,000.00)  

Total tax revenues  2,040,000.00  

 

W6: Transfer to accumulated surpluses  

Revaluation reserve  7,800,000.00  

Transfer to accumulated 
surpluses  

(800,000.00)  

 7,000,000.00  

        

W7: Transfer from Revaluation reserves  
Accumulated surpluses     47,173,090.00  
Transfer from revaluation reserves         800,000.00  
 47,973,090.00 
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W8: Accumulated surplus  
As per w7     47,973,090.00  
Surplus for year     18,274,000.00  
 66,247,090.00 
 

W9: Investment property 
Investment property at cost  1,800,000.00  
Less accumulated depreciation b/f   (900,000.00)  
Less depreciation charge for year   (360,000.00)  
NBV 540,000.00 
 

W10: Property, plant and equipment 
Property plant and equipment at cost   90,000,000.00  
Less accumulated depreciation b/f   (9,000,000.00)  
Less depreciation charge for year   (9,000,000.00)  
NBV 72,000,000.00  
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SOLUTION TWO 

 

TRANSACTION ONE 

The accounting treatment applied by the preparer of financial statements on the lease contract 

is incorrect 

The lease contract states that lease term is the majority of the assets useful life. 

It also states that the lessor is responsible for the maintenance and insurance of the motor 

vehicles. This means therefore that risks and rewards associated with the asset are with the 

lessee hence the lease to be accounted for as a finance lease. 

This means the lessee should recognize assets acquired under finance lease and obligations as 

liabilities in their statement of financial position based on the fair value of leased motor vehicles 

or if lower, present value of minimum lease payments, in this case K180 million. Finance cost will 

be K21.6 million with non-current lease obligation of K 126.2 [K154.6M + 18.6M (12% x K154.6M) 

- K 47M]. The current portion of lease obligation to be K28.4M (K154.6M – K126.2M). 

TRANSACTION TWO 

The accounting treatment applied by the preparer of financial statements at the ministry of 

finance is incorrect. 

As the former director has been awarded damages before the end of an accounting period, a 

provision should be recognized in connection with the damages and a reliable measure of the 

amount granted by the court of K7 million to appear as liability for the year ending 31 March 2023 

and expense in the statement of financial performance. 

TRANSACTION THREE 

Not accounting for this transaction before submitting results for approval is incorrect and would 

be misleading. 

This situation is an adjusting event to be accounted for as per the provisions of IPSAS 14 events 

after the reporting date. 

The youth group is a receivable to the ministry of finance that are unlikely to meet their obligation. 

IPSAS 14 requires that such occurrence should be adjusted for from the financial statements 

despite having been confirmed after the reporting period. 

This means the preparer of financial statements to have written off the amount owed by the 

youth group of K190m, from statement of financial position and the calculation of the surplus for 

the year should be reduced by the same amount. This will mean financial statements will be a 

faithful representation as they would have captured all events transpiring before submission of 

year end results to the minister.      
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SOLUTION THREE 

 

(a) Liability: A present obligation of the entity for an outflow of resources that results from 

the past event. 

Present obligation: A present obligation is a legally binding obligation (legal obligation) 

or non-legally binding obligation, which an entity has little or no realistic alternative to 

avoid. Obligations are not present obligations unless they are binding and there is little or 

no realistic alternative to avoid an outflow of resources. 

Past event: The past transactions or other events that result in an entity gaining control 

of a resource and therefore an asset may differ. 

Outflow of resources: A liability must involve an outflow of resources from the entity 

for it to be settled. An obligation that can be settled without an outflow of resources from 

the entity is not a liability. 

(b) Binding obligations: Binding obligation can arise from both exchange and non-

exchange transactions. An obligation must be to an external party to give rise to a liability. 

An entity cannot be obligated to itself, even where it has publicly communicated an 

intention to behave in a particular way. 

 

Legal obligation is enforceable in law; such enforceable obligation may arise from a variety 

of legal contracts. Exchange transactions are usually contractual in nature and therefore 

enforceable through the laws of contract or equivalent authority or arrangements.  

 

Obligations that are binding through such processes are considered legal obligations 

in the conceptual framework.  

Examples: 

-Taxes payable 

-cost of decommissioning an asset (via legal obligation) 

-legal obligation 

-loans payable 

-payables for supply of goods and services 

 

Non-legally binding obligations: Liabilities can arise from non-legally binding 

obligations; non-legally binding obligations differ from legal obligations in that the party 

to whom the obligation exists cannot take legal (or equivalent) action to enforce 

settlement. 

Examples: 

-cost of decommissioning an asset (via constructive obligation) 

-Dividends payable 

-Political promises 

-effecting a budget 

-announcement of policy 
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(c) Cost of release: it is the term used in the context of liabilities to refer to the same 

concept as net selling price in the context of assets. Cost release is the amount that either 

the creditor will accept in settlement of its claim, or a third party would charge to accept 

the transfer of the liability from the obligor. 

Historical cost: The historical cost for a liability is the consideration received to assume 

an obligation, which is the cash or cash equivalent, or the value of the other consideration 

received at the time the liability is incurred. 

Under the historic cost model initial values may be adjusted to reflect factors such as the 

accrual of interest, the accretion of discount or amortization of a premium 

Assumption price: in the context of liabilities, assumption price is the same concept as 

replacement cost for assets. Just a replacement cost represents the amount that an entity 

would rationally pay to acquire an asset, so assumption price is the amount which the 

entity would rationally be willing to accept in exchange for assuming an existing liability. 

Cost of fulfilment: Cost of fulfilment is the cost that the entity will incur in fulfilling the 

obligations represented by the liability, assuming that it does so in the least costly manner. 

 

Where the cost of fulfilment depends on uncertain future events, all possible outcomes 

are considered in the estimated cost of fulfilment, which aims to reflect all those possible 

outcomes in an unbiased manner.    
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  SOLUTION FOUR 

   

(a) Non-exchange transactions: Are transactions where an entity receives value from 

another entity without directly giving approximately equal value in exchange, or gives 

value to another entity without directly receiving approximately equal value in exchange. 

 

Non-exchange transactions are a characteristic feature of public sector financial reporting. 

Non-exchange transactions arise rarely, if at all, in the private sector and consequently 

there is no International Financial Reporting Standard (IFRS) covering non-exchange 

transactions, (To merit the marks allocated, it is appropriate that examples are stated 

here). 

 

(b) Recognition of revenue from non-exchange revenue sources: The principle 

underlying the recognition of revenue from non-exchange transactions is that if an entity 

receives an asset in a non-exchange transaction it recognizes revenue in the same 

amount, provided that the asset can be measured reliably. 

 

IPSAS 23 Defines assets as resources controlled by an entity as a result of past events 

and from which economic benefits or service potential are expected to flow to the entity.  

 

Under accruals accounting, the public sector entity will recognize revenue when it directly 

exercises control over these resources or has reliable information on enforceable claims 

on these resources. 

 

Revenue should only be recognized when control has passed to the receiving entity, on 

the basis of information which is sufficiently reliable. 

 

(c) Assets received but not reported as non-exchange revenue: These occur when a 

contributing entity provides and designates funding or other assets as being a permanent 

contribution, establishing a financial interest in the net asset/equity of the receiving entity. 

These transactions are disclosed separately and are not part of revenue.  

 

(d) The Key differences between IFRS and IPSAS. 

• IPSASB develops accounting standards specifically for government entities. Although it is 

independent of IASB which develops and issues IFRS, the two standards setters are closely 

connected with IPSAS being based as far as possible on equivalent IFRS.  

• IFRS is aimed at the private-profit seeking sector, where commercial transactions are 

presumed to take place subject to market conditions. 
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• IFRSs focus is to provide investors, lenders and other users of the financial statements with 

information about the entity’s financial performance and financial position to help those users make 

investment and credit decisions; IPSAS financial statements are designed to provide information 

about how entities utilize resources, and about the cost of service delivery.  

• IPSASs are designed to take care of users’ needs. For instance, information about how an entity has 

performed in relation to its authorized budget is of interest to users. Non-exchange transactions and 

non - cash generating assets which are prevalent in the public sector, but almost unheard of in the 

commercial sector enterprises also need to be catered for. 

• IPSAS recognizes the concept of non-exchange transactions and includes public sector specific 

standard that has been derived from IFRS- IPSAS 23: Revenue from non-exchange transactions 

covers revenue arising from transfers, grants, taxes, fines and levies. IFRS has no equivalent 

standard and presumes such transactions are unlikely for private sector entity. One exception of this 

is IAS 20 government grants which recognizes that entities may receive various forms of government 

assistance and as such deals with accounting treatment thereof. In contrast, IPSAS has no IAS 20 

equivalent and deals with government assistance as part of IPSAS 23. Consequently, the treatment 

of government grants under IPSAS is significantly different from IFRS. 

• In line with the increased focus on stewardship of, and accountability for, public funds, IPSAS 24 

presentation of budget information in the financial statements requires entities that make their 

budgets publicly available to present a comparison of the budgeted and actual information as part of 

the financial statements (either separate statements or in the notes). This disclosure is not required 

under IFRS. 

• IPSAS 21 impairment of non-cash generating assets provides additional guidance on the valuation 

methods that should be used when determining the value in use of non- cash generating assets. 

There is no equivalent guidance under IFRS.  
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SOLUTION FIVE 

 

(a) Importance of Statement D 
▪ The Statement of Budget Execution shows a comparison between the approved budget 

and the actual performance. 
▪ Reporting against budget is commonly the mechanism for demonstrating compliance with 

legal requirements relating to public finances.  

 

(b) Assessment of the financial performance of the Government of the Republic of 
Zambia for the year ended 31 December 2022.                                                                                                          

  Approved  Actual  VARIANC
E  

VARIANCE %  

Receipts K’million K’million K’million  

Income Tax   14,514  12,752  (1,762)  -12%  

Customs and Excise     3,946    3,958        12  0%  

Fuel Levy        759       795        36  5%  

Value Added Tax     6,445  10,126    3,681  57%  

Fines         35        53        18  51%  

Licenses       631      622        (9)  -1%  

Commissions         25        21        (4)  -16%  

Fees of Court and 
Office  

     371      327      (44)  -12%  

Other revenue       684      996      312   46%  

Bilateral Grants       289        -    (289)  -100%  

Multilateral Grants    1,253  -  (1,253)  -100%  

Program Grants - 
General Budget 
Support  

-     145      145   100%  

Program Grants - 
Sector Budget 
Support  

-      146     146  100%  

Bilateral External 
Borrowing  

      312    1,710   1,398  448%  

Multilateral External 
Borrowing  

    7,802    7,349   (453)  -6%  

Domestic Borrowing      2,199    2,543     344  16%  
Total Receipts   39,265  41,543   2,277   6%  
Payments     

Personal 
Emoluments  

  16,204  15,404     800   5%  

Use of Goods and 
Services  

  19,758  12,583  7,175  36%  

Financial Charges      5,300  4,435     865  16%  
Social Benefits        259     172       87  34%  
Grants and Other 
Payments  

   7,237  6,048  1,189  16%  
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Constitutional & 
Statutory 
Expenditure  

-      17    (17)  -100%  

Non-Financial Assets     1,369      471     898  66%  
Payment of Arrears 
and Debt Service  

      391      400       (9)  -2%  

Total Expenditure    50,518  39,530  10,989  22%  
Net 
Surplus/(Deficit)  

(11,254)    2,013  13,267  118%  

 

C) Explanation of the variances 

▪ The total revenue recorded was 6% above budget whilst total expenditure recorded was 22% 

below budget. As a result of this overall performance the Government recorded a surplus of 

K2,013m compared to a budgeted deficit of K11,254m. 

▪ The major variances in terms of revenue were recorded in respect of income tax which was 

below budget by 12%, value added tax which was above budget by 57%, no multilateral 

grants were received, bilateral external borrowing was 448% above budget, and domestic 

borrowing was 16% above budget. 

▪ On the expenditure side, the major variances were recorded in respect of constitutional and 

statutory expenditure at 100% above budget; non-financial asset at 66% below budget; Use 

of goods and services which were 36% below budget, grants and other payments were 16% 

below budget.  

 

 

 

 

 

END OF SOLUTIONS 


