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INSTRUCTIONS TO CANDIDATES

8.

0.

You have fifteen (15) minutes reading time. Use it to carefully study the examination
paper so that you understand what to do in each question.

This paper is divided into TWO (2) sections:
Section A: Ten (10) Compulsory multiple choice questions.
Section B: Five (5) Optional questions. Attempt any Four (4) questions.

Enter your student number and your National Registration Card number on the front of
the answer booklet. Your name must NOT appear anywhere on your answer booklet.

Do NOT write in pencil (except for graphs and diagrams).

Cell Phones are NOT allowed in the Examination Room.

The marks shown against the requirement(s) for each question should be taken as an
indication of the expected length and depth of the answer.

All workings must be done in the answer booklet.
Present legible and tidy work.

Graph paper (if required) is provided at the end of the answer booklet.

DO NOT OPEN THIS QUESTION PAPER UNTIL YOU ARE INSTRUCTED BY THE
INVIGILATOR.



SECTION A — (Compulsory)

Attempt all ten (10) multiple choice questions.

QUESTION ONE

Each of the following questions has only one (1) correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1 Who is responsible for the preparation of the financial statements of a company?
The Internal Auditors.

The External Auditors.
The Financial Accountant.

H N

The Board of Directors.

A. 1only

B. 1and 3 only
C. 1,2and3
D

4 only
(2 marks)
1.2 Which of the following assumption is included in IAS 1?
A. Going concern.
B. Objectivity.
C. Business entry.
D. Money measurement.
(2 marks)
1.3 What is the double entry to record a credit sale of K20,0007?
A. Debit revenue with K20,000, credit cash with K20,000.
B. Debit trade receivable with K20,000, credit sales with K 20,000.
C. Debit Cash with K20,000, credit sales with K20,000.
D. Debit sales with K20,000, credit trade receivables with K20,000.
(2 marks)



1.4

1.5

1.6

In a given period, sales were K700,000, purchases were K375,000 and other expenses
K125,000. During the same period, the owner, who is a sole trader, made drawings of
K35,000.

By how much did the owner’s Capital account grow in that period?

K 325,000
K 200,000
K 165,000
K 290,000

o 0w >

(2 marks)

An item of inventory was purchased for K50,000. However, due to a fail in demand, its
selling price will be only K40,000. In addition, further costs will be incurred prior to sale
of K5,000.

What is the net realisable value?

A. K 40,000
B. K 35,000
C. K45,000
D. K 50,000

(2 marks)

Electricity expenses paid during the year ended 31 December 2024 was K56,000. There
was an opening accruals brought forward figure of K2,000. An outstanding bill for the
quarter ended 28 February 2025 was K3,600.

What is the electricity charge in the statement of profit or Loss for the year ended 31
December 2024?

A. K56,400
B. K51,600
C. K56,000
D. K55,200

(2 marks)



1.7

1.8

1.9

A bank statement shows a balance of K4,800 in credit. An examination of the statement
shows a K2,000 cheque paid in per the cash book but not yet on the bank statement and
a K5,000 cheque paid out but not yet on the Bank Statement. In addition, the cash book
shows deposit interest received of K200 but this is not yet on the bank statement.

What is the balance per the cash book?

K7,600 overdrawn.
K2,000 overdrawn.
K7,600 in hand.
K2,000 in hand.

O 0w >

(2 marks)

A business usually has a mark-up of 25% on cost of sales. During a year, its sales were
K125,000. What was the cost of sales?

A. K 31,250
B. K 100,000
C. K 25,000
D. K93,750

(2 marks)

A, B, and Z are in partnership. A receives a salary of K70 000. If profits for the year were
K400,000 and partners share profits in the ratio of 3: 2: 1; what is B's share of the profits?

A. K 156,667.
B. K 110,000
C. K 165,000
D. K 55,000

(2 marks)



1.10 A company has the following information about property, plant and equipment (PPE).

2024 2023

K'000 K'000
Cost 3,000 2,400
Accumulated depreciation 1,000 __ 600
Carrying Amount 2,000 1,800

Plant with a carrying amount of K300,000 (original cost of K360,000) was sold for
K120,000 during the year.

What is the cash flow from investing activities for the year?

K840,000 inflow.
K840,000 outflow.
K960,000 inflow.
K 960,000 outflow.

OO0 w P

(2 marks)
[Total: 20 Marks]



SECTION B
There are FIVE (5) questions in this section.
Attempt any FOUR (4) questions.

UESTION TWO

(@)

(b)

Rama and Shyam, are partners in a company. The partnership agreement provides
that:

(i) Profit sharing ratio 3:2.

(i) Rama will be allowed a salary of K500 per month.

(iii)  Shyam manages the Sales department and is allowed a commission equal to 10%
of the net profit after allowing Rama’s salary.

(iv) 8% interest is allowed on partner’s capital.

(V) 6% interest is charged on partners annual drawing.

(vi)  The Capital for Rama and Shyam is K200,000 and K150,000 respectively. The net
profit for the year ended 31 December 2024 amounted to K60,000.

(vii)  Current account balances were Rama K13,548 and Shyam K9,032.

(viii)  Drawings were as follows:
e Rama K15,000

e Shyam K18,000
Required:
Prepare the partnership’s profit and loss and appropriation account for the year ended 31
December 2024. (8 marks)
The Conceptual Framework is an essential tool for creating high quality, coherent and
unbiased financial reporting standards.
Required:

Identify and briefly explain three (3) advantages and three (3) disadvantages of the
Conceptual Framework. (12 marks)

[Total: 20 Marks]



QUESTION THREE

(@) State four (4) differences between amortization and depreciation. (8 marks)

(b) Bee Limited purchased equipment for K150,000 on 1 January 2021. The estimated life of
the equipment was 10 years. Depreciation at 10% was charged under the diminishing
balance method.

On 1 January 2024, it was decided to follow the straight-line method and it is anticipated
that the scrap value would be nil at the end of its useful life.

Required:

Prepare the Bee Limited’s equipment account as at 31 December 2024. (12 marks)
[Total: 20 Marks]

QUESTION FOUR

(a) The following errors were discovered in the books of a small business before the closing
entries had been made. Draft financial statements had already been prepared and
showed a net profit of K115,600.

(1) The purchase of a new piece of plant for K30,000 was included in the purchases
account.

(2) The drawings account included K1,250 for the purchases of electricity which was
used by business offices.

3 The water rates on the proprietor’s home of K3,750 has been paid by the business
and debited to the business rates account.

4 K3,600 included in the wages account was paid to workmen for building extension
to the proprietor’s house.

(5 Trading Inventories bought on credit for K2,500, had been delivered to the
business on the date of the statement of financial position and the physical goods
had been included among in the inventory items at that date, but the invoice for

these goods had not been processed.

Required:

) The journal entries to record the necessary adjustments arising from the
above. (5 marks)

(i) A statement showing the effect of these adjustments on the profit shown

in the draft financial statements. (6 marks)



(b) Below are summaries of the business’ transactions relating to trade receivables for the
month of June. The balance on the trade receivables control account on 1 June, 2025
was K21,340.

Details K
Credit Sales 77,435
Sales Returns 4,975
Irrecoverable receivables 1,050
Cheques from trade receivables 67, 430
Discount allowed 2,040
Contra entry 750
Cheque returned “refer to drawer”. 3,225
Required:

Write up the trade receivables control account showing the balance on 30 June, 2025.
(9 marks)
[Total: 20 Marks]
QUESTION FIVE
(a) Maize Ltd’s statement of profit or loss for the year ended 31 December 2024 and

statements of financial position at 31 December 2023 and 31 December 2024 were as

follows:

Maize Ltd’s

Statement of profit or loss for the year ended 31 December 2024

K'000

Revenue 44,800
Cost of sales (24,640)
Gross profit 20,160
Gain on disposal of PPE 448
Distribution costs (9,408)
Administrative expenses (4,480)
Profit from operations 6,720
Finance costs 105
Profit before tax 6,615
Tax (2,884)
Profit for the year 3,731



Maize Ltd’s
Statements of financial position as at 31 December 2024

2024 2023
Non-Current Assets K'000 K'000
Property, plant and equipment at valuation 27,890 21,340
Current Assets
Inventories 5,914 4,928
Trade Receivables 4,480 5,376
Cash and cash equivalents 137 0
10,531 10,304
Total Assets 38,421 31,644
Equity and liabilities
Ordinary shares of K1 each 4,500 3,000
Share premium 3,000 2,000
Retained earnings 24,073 20,642
31,573 25,642
Non-Current Liabilities
Loan notes 1,500 500
Current Liabilities
Trade payables 2,464 4,435
Tax liability 2,884 887
Bank over draft _ 0 180
5,348 5,502
Total equity and liabilities 38,421 31,644

Additional information

(1) The total depreciation charge for the year was K4,458 000.
(2) Property, plant and equipment costing K878,000 with accumulated depreciation of K334,000
was sold in the year.

(3) All sales and purchases were on credit while other expenses were paid for in cash.
Required:

Prepared a statement of cash flows for Maize Ltd for the year ended 31 December 2024 in
accordance with the requirement of IAS 7, using the indirect method. (15 marks)



(b) On 30 June 2025, the bank column of D. Duku’s cash book showed a debit balance of K600.
A bank statement written up to 30 June 2025 disclosed that the following items had not
been entered in the cash book:

(i) A sum of K1,500 received from W. Malanda by credit transfer.

(i) The transfer of K1,000 from D. Duku’s private bank deposit account into his business
bank account.

(i) Bank charges of K180.

Required:
Prepare D. Duku’s adjusted cash book for month of June 2025. (5 marks)
[Total: 20 Marks]

QUESTION SIX

Jane, a sole trader, does not keep proper books of accounts. On 1 January 2024 she had the
following assets and liabilities: Cash at Bank K2,705, trade receivables K970, inventory on hand
K4,945, Furniture and Fittings K1,250, motor vehicles at valuation K3,000, Trade payables K6,200
and K125 was owing for rent.

A summary of her bank account and cash book for the year ended 31 December 2024 showed
the following:

RECEIPTS K
Cash Sales banked 34,715
Receipts from receivables 6,180
PAYMENTS

Payments to trade payables 29,940
Drawings 3,500
Rent, rates and insurance 2,700
Light and heat 210
Motor vehicle expenses 1,130
Repairs expenses 85
New furniture 250
General expenses 420

Additional Information

(1) Inventory on 31 December 2024 was valued at K4,550.
(2) Light and heat outstanding was K55
(3) Rates and insurance prepaid were K150

(4) Depreciation at 10% is to be written off furniture and fittings; while 20% depreciation is
chargeable on both motor vehicles at the values given.

(5) Trade receivables and trade payables at 31 December 2024 were K680 and K7,850
respectively.
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Required:

(a) Prepare a statement of Jane’s capital at 1 January 2024 (4 marks)
(b) Prepare a statement of profit or loss account for the year ended 31 December 2024.
(9 marks)

(c) Prepare a statement of financial position as at 31 December 2024. (7 marks)
[Total: 20 Marks]

END OF PAPER

11



DA 1 FINANCIAL ACCOUNTING
SUGGESTED SOLUTIONS
SOLUTION ONE

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
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SOLUTION TWO

(@)

(b)

Rama and Shyam'’s profit or loss appropriation account

K'000 K000 K'000 K'000
Salary- Rama (500 x 12) 6,000 Profit 60,000
Commission — Shyam 5,400 Interest on drawings:
10% x (60,000 - 6,000)
Rama 900
Interest Capital: Shyam 1,080
Rama 16,000 1,980
Shyam 12,000
28,000
Current Account:
Rama 13,548
Shyam 9,032
22,580
61,980 61,980

Advantages of the Cash flow

1.

Reduces variations: A conceptual framework ensures consistency in how financial
statements are prepared, minimizing confusion and improving comparability across
companies.

Focal point for discussions/debate: It provides a common ground for debates about
accounting practices, enabling improved understanding and evolution of standards.
Disclose policies: Companies are required to share the methods used to prepare accounts,
improving transparency and aiding stakeholders.

Less rigid than laws: Conceptual framework allows for guidance and flexibility without
needing strict legislative enforcement, making it adaptable.

Increased disclosure: Companies share more financial information than they might
otherwise, thanks to the existence of the framework and standards.

Disadvantages of the Cash flow

1.

2.

Inappropriate in some cases: A single set of rules might not suit all companies or
situations, leading to issues in unique circumstances.

Loss of flexibility: The push to follow rules can lead to rigid practices, reducing innovation
or adaptability in accounting methods.

National differences: Not all countries base their accounting standards on a conceptual
framework, creating inconsistencies in global financial reporting.

Subject to influence/lobbing: National accounting standards can be swayed by political
lobbying or government pressure, thereby compromising objectivity.

13




SOLUTION THREE

(a) Amortization and depreciation are both accounting methods used to allocate the cost of
an asset over its useful life, but they apply to different types of assets and have distinct
characteristics:

(1) Type of Asset

e Depreciation: Applies to tangible non-current assets (Physical, long-term
properties you can touch). Examples include machinery, vehicles and equipment.

e Amortization: Applies to intangible assets (non-physical items). Examples include
patents, copyrights, trademarks, goodwill and software.

(2) Method of Allocation

Depreciation: Is usually calculated using methods such as:

e Straight-line method: Which allocates some equal amount of expense each year.

¢ Diminishing or reducing balance method: Allocates higher expenses in the earlier
years.

e Unit of production method: Based on usage or production levels.

Amortization: Typically, uses the straight-line method, spreading the cost evenly over
the asset’s useful life.

(3) Residual value

e Depreciation: May consider a residual (salvage) value — the estimated value of
the asset at the end of its useful life. The depreciation calculation excludes this
amount.

e Amortization: Does not usually account for residual value: the entire cost of the
asset is used up.

(4) Purpose

e Depreciation: Is primarily used for tangible non-current assets that lose value due
to wear and tear, obsolescence or age.

e Amortization: Is used for intangible assets that lose value over time or have a
limited finite useful life.

14



(b)

Dr Bee’s Equipment Account at 31 December 2021 Cr
Date Particulars Amount Date Particulars Amount
K'000 K'000
2021 2021
Jan 1 Bank A/c (purchased) 150,000 | Dec 31  Depreciation A/c 15,000
(150,000 x 10%)
Dec 31 Balance c/d 135,000
150,000 150,000
2022 2022
Jan 1 Balance b/d 135,000 | Dec 31 Depreciation A/c 13,500
(135,000 x 10%)
Dec 31 Balance c/d 121,500
135,000 135,000
2023 2023
Jan 1 Balance b/d 121,500 | Dec 31 Depreciation A/c 12,150
(121,500 x 10%)
Dec 31 Balance c/d 109,350
121,500 121,500
2024 2024
Jan 1 Balance b/d 109,350 | Dec 31 Depreciation A/c 15,621
(Note 1)
Dec 31 Balance c/d 93,729
109,350 109,350
Note 1

New method: Straight-line method.
Depreciation per annum = WDV on 1 Jan 2024/ remaining estimated useful life.
= K109,350 /7 years

= K15,621
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SOLUTION FOUR
(@) (i) JOURNAL

(1) PPE
Purchase
(2) Electricity Expenses
Drawings
(3) Drawings
Business Rates
(4) Drawings
Wages
(5) Purchases

Trade Payables

(a) (ii) Profit Statement
Balance as per draft accounts
Add: (1) Purchases

(2) Drawings
(3) Drawings

Less (4) Electricity
(5) Purchases

Adjusted Net Profit

(b) Trade Receivables Control Account

K
Balance 21 340
Sales 77 435

Bank — Dishonoured Cheque 3 225

102 000

Dr

30 000

Cr

30 000

1 250

3750

1250

3750

3 600

3 600

2 500

2 500

K K
115 600
30 000
3750
3 600 37 350

1 250
2 500 (3.750)

Returns Inwards
Irrecoverable debt

Bank

Discount allowed

Contra — Trade Payables
Balance c/d

16

4 975

1 050
67 430
2 040
750

25 755
102 000



SOLUTION FIVE
(a) Maize Ltd’s

Statement of cash flows for the year ended 31 December 2024

K 000 K 000
Cash flows from operating activities
Profit before tax 6 615
Adjust for: Depreciation 4 458
Finance costs 105
Profit on disposal (448)
Movements in working capital
Increase in inventory (5 914 — 4 928) (986)
Decrease in receivables (4 480 — 5 376) 896
Decrease in Payables (2 464 — 4 435) (1971)
Cash generated from other operations 8,669
Finance cost (105)
Tax paid (887 + 2,884 - 2,884) (887)
Dividends paid(20 642+3 731-24 073) 300
Net cash flow from operating activities 7 377
Cash flows from investing activities
Payments to acquire PPE (w1) (11 552)
Proceeds on sale of PPE (878 + 448 - 334) 992
Net cash outflow from financing activities (10 560)
Cash flows from financing activities
New issue of equity (7500 — 5000) 2 500
New bank loan (1500 — 500) 1000 3 500
Increase in cash and cash equivalent 317
Cash and cash equivalent at 1.1 x 24 180
Cash and cash equivalent at 31.12.24 137
(b) Adjusted Cash Book
K K
Balance 600 | Bank charges 180
Trade Receivable 1500 | Adjusted balance 2920
Capital 1000
3100 3100
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Working one

PPEA/C
K K
Balance b/f 21 340 | Dep’n 4 458
Additions 11 552 | Disposal 544
Balance c/d 27 890
32892 32892
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SOLUTION SIX

(a) Opening Journal K K

Assets: Bank 2 705
Trade Receivables 970
Inventory 4 945
Furniture and fittings 1250
Motor vehicles 3 000

Liabilities: Trade Payables 6 200

Rent owing 125

Capital at start 6 545

12 870 12 870

(b) Jane’s statement of profit or loss for the year ended 31 December 2024

K K
Sales (W2) 40 605
Opening inventory 4 945
Purchases (w3) 31590
36 535
Closing inventory (4 550)
(31 985)
Gross profit 8620
Less: Rent, Rates and Insurance (2700-125-150) 2425
Light and heat (210+55) 265
_ 1130
Motor vehicle expenses
Repairs expenses 85
420
General expenses
Depreciation expense (w4) (150+600) 720 (5075)
Net Profit 3 545
(c) Jane’s statement of financial position as at 31 December 2024
Assets K K
Non-Current Assets
Motor vehicles (3 000-600) 2 400
Furniture and fittings (1500-150) 1350
3750
Current Assets
Inventory 4 550
Trade Receivables 680
Bank (w1) 5365

19



Prepaid Rates 150
10 745

Total Assets 14 495
Represented By:
Capital (Part a) 6 545
Net Profit 3 545
Less Drawings (3.500) 45

6 590
Current Liabilities
Trade Payables 7 850
Accrued light and heat 55

7905
Total capital and liabilities 14 495

Workings:
(1) Bank Balance = Total Receipts — Total payments
K43 600 — K38 235 =K5 365
(2) Credit sales = K6 180 + K680 — K970 = K5 890
Add Cash sales K34 715
K40 605
(3) Purchases = 29 940 + 7 850 — 6 200 =K31 590
(4) Depreciation = Motor vehicles 20% x K3 000 = K600
Furniture and Fittings 10% x 1 500 = K150

~
N
U
o

END OF SUGGESTED SOLUTIONS
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DIPLOMA IN ACCOUNTANCY PROGRAMME EXAMINATIONS

LEVEL ONE

DA 2: QUANTITATIVE ANALYSIS
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TOTAL MARKS - 100: TIME ALLOWED: THREE (3) HOURS

INSTRUCTIONS TO CANDIDATES

1.

0.

10.

You have fifteen (15) minutes reading time. Use it to study the examination paper
carefully so that you understand what to do in each question.

This paper is divided into TWO (2) sections:

Section A: Ten (10) compulsory multiple choice questions.
Section B: FIVE (5) optional questions. Attempt any FOUR (4) questions.

Enter your student number and your National Registration Card nhumber on the front of
the answer booklet. Your name must NOT appear anywhere on your answer booklet.

Do NOT write in pencil (except for graphs and diagrams).
Cell Phones are NOT allowed in the Examination Room.

The marks shown against the requirement(s) for each question should be taken as an
indication of the expected length and depth of the answer.

All workings must be done in the answer booklet.
Present legible and tidy work.
Graph paper (if required) is provided at the end of the answer booklet.

A mathematical standard formulae book must be provided to you. Request for one if not
given by the Invigilator.

DO NOT OPEN THIS QUESTION PAPER UNTIL YOU ARE INSTRUCTED BY THE
INVIGILATOR.
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SECTION A — (COMPULSORY)

Attempt all ten (10) multiple choice questions.

QUESTION ONE

Each of the following questions has only one (1) correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1

1.2

1.3

Two events M and N have the following probabilities of taking place P(M) = 0.55,
P(N) =0.25and P(M U N ) = 0.95. Find the P(M n N).

A. 0.800
B. 1
C. 0.15
D. 0.20

(2 marks)

The mean of 20 numbers is 12. If a 21 number is now included in the results, the mean
becomes 15. What is the value of the 21 value?
A. 85
B. 75
C. 65
D. 16
(2 marks)
Which of the following describes a character or phenomenon which is capable of being

measured and also changes its value?

Variable.
Sample.
Statistics.

Vector.

o0 w >

(2 marks)
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Which one of the following defines the internal rate of return for a project?

A discount rate that creates a zero cash flow from assets.
A discount rate which results in a zero net present value for the project.

A discount rate which results in a net present value equal to the project’s initial cost.

O 0w >

A rate of return required by the project’s investors.

(2 marks)

For a data set the regression equation is y = 25 — 0.5x. the correlation coefficient for this
data.

1.6

1.7

A. Must be 1.
B. Must be 0.
C. Is positive.
D. Is negative.
(2 marks)
The effective rate of interest that is equivalent to a nominal rate of 18% compounded
quarterly is:
A. 18.15%.
B. 19.25%.
C. 20.32%.
D. 10.45%.

(2 marks)

The general decline in sales of cotton clothes is attached to which of the following
components of the time series:

o 0N w P

Secular trend.
Cyclical variation.
Seasonal variation.

Irregularities.

23
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1.8

1.9

1.10

Two (2) events are said to be mutually exclusive when?

Their union is empty.
The occurrence of one event does not affect the occurrence of the other.

Their intersection is empty.

O 0w >

Their probabilities are equal.
(2 marks)

What is the mean of the range, mode and median of the data given below?
510,3,6,4,8,9,3,15,2,9,4,19,11, 4

10
12
8

o0 w P

(2 marks)
The mean of five (5) numbers 2, 4, 5, a, 8 is 5. Calculate the standard deviation.

6

20

5
2.24

o0 w >

(2 marks)
[Total: 20 Marks]
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SECTION B

There are FIVE (5) questions in this section.

Attempt any FOUR (4) questions.

UESTION TWO
(a) Define and Briefly explain the following;
) Net Present Value (2 marks)
(i) Internal rate of return (2 marks)
(b) How much money would you need to deposit today at 8% annual interest compounded
daily to have K14,000 in the account after six (6) years. (5 marks)
(© A five (5) year project has a projected net cash flow of K15,000, K25,000, K30,000,
K20,000 and K15,000 in the next five (5) years. It will cost K50,000 to implement the
project. If the required rate of return is 20%,
(i) Conduct a discounted cash flow calculation to find the NPV. (10 marks)
(i) Comment if the project is worthwhile (1 mark)
[Total: 20 Marks]
QUESTION THREE

The JCTR embarked on research to determine whether or not there is a relationship between
the incomes and food expenditures for the last month of seven (7) households in the city of
Lusaka. The table below shows the results of the survey (in thousands of Kwachas):

Income (X) 55 | 83 38 |61 |33 | 49 | 67

Food Expenditure 14 | 24 13 |16 | 9 15 | 17

(Y)
Required:
(a) Draw the scatter diagram of these data. (3 marks)
(b) Calculate the equation of the regression line. (11 marks)
(©) Calculate the income of a household that spent 20 thousand Kwacha on food. (2 marks)

(d)

Calculate the coefficient of correlation r for this data. (4 marks)

[Total: 20 Marks]
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QUESTION FOUR

(@)

(b)

A Department Store Manager is interested in the number of complaints received by
the customer service department about the quality of electrical products sold by the
store. Records over a ten (10) week period yield the following data:

Week 1 2 3 4 5 6 7 8 9 10
Complaints | 19 13 11 17 9 4 14 12 4 14
Required:
(i) The mean number of weekly complaints for this population. (5 marks)

(i) The standard deviation number of weekly complaints for this population.

(3 marks)
(iii) The median number of weekly complaints for this population. (3 marks)
(iv) The modal value of weekly complaints for this population. (3 marks)

Find the present value of the ordinary annuity payments of K8,125 made annually for
25 years at an interest rate of 10%. (6 marks)
[Total: 20 Marks]

QUESTION FIVE

@)

(b)

A water pump manufacturing company estimates the proportion of pumps sold that have
been returned due to malfunction within one (1) year of sale. The results are shown in the
table below:

Number of pumps returned (x) | 0 1 2 3 4
Probability P(x) 0.2 0.09 0.3 0.25 0.16
Required:
(i) Calculate the average number of pumps returned in a year. (3 marks)

(i) Calculate the standard deviation of the number of pumps returned in a year.
(4 marks)
A survey was conducted to assess the perception of workers in an organization over the

risk of investing in agriculture. The perception was classified as risk and not risk. The
table below was formulated from the data collected.

Perception of worker on investment Male Female

Risky 46 52

Not Risky 58 44
Required:

(i) What is the probability that the worker will say the investment in agriculture is
risky? (3 marks)
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(c)

(i) Given that a worker suggest that the investment is not risky, what is the
probability that it is a female worker? (3 marks)

(iii)  What is the proportion of male workers who consider the investment as not risky?
(2 marks)

A sample of five (5) firms showed the following percentage changes in earnings per share

in the current year compared with the previous year: 17, 16, 20, 14, 25. Compute:

) The mean (2 marks)

(i) The variance (3 marks)
[Total: 20 Marks]

QUESTION SIX

(a)

(b)

A company manufactures two products A and B. The profit per unit sold is K3 and K5
respectively. Each product has to be assembled on a particular machine, each unit of
product A taking 12 minutes of assembly time and each unit of product B taking 25
minutes of assembly time. The company estimates that the machine used for assembly
has an effective working week of only 30 hours (due to maintenance and breakdowns).
Technological constraints mean that for every five (5) units of product A produced at
least two units of product B must be produced.

Required:
(i) Formulate the problem of how much of each product to produce as a linear
program.
(3 marks)
(ii) Solve this linear program graphically. (7 marks)

Mulungushi textiles is contemplating the future of one of its major plants, located in
Kabwe. Three (3) alternatives’ decisions are being considered:

(1) Expand the plant and produce lightweight, durable materials for possible sale to
military, a market with little foreign competition.

(2) Maintain the status quo at the plant containing production of textile goods that
are subject to heavy foreign competition.

3 Sell the plant now.
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The amount of profit that could be earned depends on foreign market conditions.

The following payoff table describes this decision situation:

Decision Good Foreign Poor Foreign
Competitive Competitive
Conditions Conditions
Expand K 800,000 K 500,000
Maintain status quo K 1,300,000 -K 150,000
Sell now K 320,000 K 320,000
Required:

Determine the best decision by using the following decision criteria:

(i) Maximax (2 marks)

(ii) Maximin (2 marks)

(iii)  Minimax regret (2 marks)

(iv)  Hurwicz (o =0.7) (2
marks)

(v) Equal likelihood (2 marks)

[Total: 20 Marks]

END OF PAPER
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DA 2 QUANTITATIVE ANALYSIS
SUGGESTED SOLUTIONS
SOLUTION ONE

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
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SECTION B
SOLUTION TWO
(@ @

NPV: It is the difference between the present value of cash inflows and
the present value of cash outflows over a period of time.

(i)  IRR: The annual rate of growth that an investment is expected to generate.

(b) )
n
Pr=P(1+ E)
12000 = 1.6159P
= 14000 = 8663.90
"~ 1.6159 '
()
(1)
Year Cash flow Present value Present
Interest factor Values(PV)
a+nr™m
.r=20% n=years
0 (50000) 1 (50000)
1 15000 0.8333 12499.50
2 25000 0.6944 17360
3 30000 0.5787 17361
4 20000 0.4823 9646
5 15000 0.4019 6028.16
Z PV = 62894. 66

NPV=62894.66 — 50000 = 12894.66

(ii) Hence the project is viable
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SOLUTION THREE
(a) Scatter Plot

RELATIONSHIP BETWEEN INCOME AND FOOD

EXPENDITURE
30
25
E 20
o
S 15 ° o ®
z °
% 10 ®
5
0
0 10 20 30 40 50 60 70
INCOME
(b) Summary statistics table:
X Y XY X2 Y2
55 14 770 3025 196
83 24 1992 6889 576
38 13 494 1444 169
61 16 976 3721 256
33 9 297 1089 81
49 15 735 2401 225
67 17 1139 4489 289
386 108 6403 23058 1792

Therefore,

_nY XY—> XDV 7x6403-386x108 _

/ nS X (X x)  7x23058—(386)

and

a=?—ﬂ?{=¥+o.zs(¥j=1.s

Hence, the least—squares regression line is
31
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y=a+px=15+0.25x

(© y=a+pfx 20=15+025x->x=74

g _ nYxy-Txly
(d) " -Gty y2 -Gyl

7(6403) — (386)(108)

J17(23058) — 3862][7(1792) — 108?]

r=0.95

There is a very strong positive correlation between X and Y.
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SOLUTION FOUR

(a)

(b)

(i)

(iD)

(iii)

(iv)

The present value of an ordinary annuity is given by A = R [

The population mean u = ZTX = % = 11.8 Complaints

sz _ (xx)?
Population standard deviation = o = TN

2
1589 — (1%)
o= 10 =+v22.01 = 4.69 Complaints

Arrange the given data in an array of increasing complaints, that is
4,4,9,11, 12,13, 14, 14, 17, 19.
N is an even number, hence, the median is given by the average of

the two middle values That's Median = 232 = 22—5 = 12.5 Complaints

The modal values are the most common observations. In our data the
Modal values are 4, 14 complaints. They appear twice. This is more
than any other observation in the data set.

1—(1+i)‘”]

i I
R =8125,i =0.10,n = 25

1 - (1+ 0.10)7%°

A = (8125) = (8125)(9.077040018) ~ K73 750.95

0.10

33



SOLUTION FIVE
(@) (i) The average E(X) = ¥ XP(X) = 0(0.2) + 1(0.09) + 2(0.3) + 3(0.25) + 4(0.16) = 2.08

(i) the standard deviation SD(X) = \/E(X2) — [E(X)]?
E(X?) =0+ 0.09 + 22(0.3) + 32(0.25) + 42(0.16) = 6.1

SD(X) =+6.1—-2.082 =+1.77 = 1.33

(b)
Perception of worker on investment Male Female TOTAL
Risky 46 52 98
Not Risky 58 44 102
TOTAL 104 96 200
() P (worker saying investment is risky) = {ialetfemale)/risky _ 46+52 _ ) 49
total 200
(i) p(notrisky/female) = % = 0.22
(iii) Proportion of male workers who consider the investment as not risky
>8 =0.29
200
(c) ()  Themeanis -~Yx=:(17+ 16+ 20+ 14+ 25) = 184

(iii)  The variance is

XX —w)? (17— 18.4)% + (16 — 18.4)% + (20 — 18.4)? + (14 — 18.4)% + (25 — 18.4)*
N—1 5—1

1964576 + 2.56 + 19.36 + 43.56 183
= 2 =18.
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SOLUTION SIX

(@)

(i)

(it)

Let x, =number of units of product A produced

x, =number of units of product B produced

Maximize Z=3x, +5x,
Subject to 12x, +25x, <1800

—2x,+5x, 20

where x,%, 20
12x, +25x, <1800 —2x,+5x,20
Table of values

x |0 150 X, 0 50

x, [72 |0 X, 0 20
Test — point (0,0) Test — point (60,10)
12x, +25x, <1800 —2x,+5x,20
12(0)+25(0) <1800 —2(60)+5(10)>0
0<1800(True) -120+50>0

—70>0 (untrue)

Objective function is
Z =3x, +5x,

A(0,72) »=3(0)+5(72) =360
B(81,34) »=3(81)+5(34) =413
C(0,0) »>=3(0)+5(0)=0

The optimal solution is given by the point B(81,34).

That is; x, =81
x, =34
Z . =K413

max
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(b)

(i)

(iif)

Maximax
Decision Good foreign Poor foreign Maximum of
competitive competitive Row
conditions conditions
Expand K800,000 K500,000 K800,000
Maintain K1,300,000 -K150,000 K1,300,000
Status quo
Sell now K320,000 K320,000 K320,000

The Maximax payoff is K1,300,000 corresponding to the decision ‘maintain

status quo’.

Maximin
Decision Good foreign | Poor foreign | Minimum of
competitive competitive Row
conditions conditions
Expand K800,000 K500,000 K800,000
Maintain K1,300,000 -K150,000 -K150,000
Status quo
Sell now K320,000 K320,000 K320,000

The maximin payoff to the company
decision ‘Expand’.

Minimax regret

is K500,000 corresponding to the

Decision Good foreign Poor foreign Maximum of
competitive competitive Row
conditions conditions

Expand K500,000 KO K500,000

Maintain KO K650,000 K650,000

Status quo

Sell now K980,000 K180,000 K980,000

This table shows that the company will

selecting the decision ‘Expand’.
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(iv)  Hurwicz
Decision | Good Poor Maximum | Minimum P:a.maXJr(l_a)_min
foreign foreign of Row of Row
competitive | competitive
conditions | conditions
Expand | K800,000 K500,000 K800,000 | K500,000 | K710,000
Maintain | K1,300,000 | -K150,000 | K1,300,000 | -150,000 | K865,000
Status
quo
Sell now | K320,000 K320,000 K320,000 | K320,000 | K320,000
The Hurwicz payoff to the company is K865,000 correspond to the decision
‘maintain the quo’.
(v) Equal Likelihood.

Decision Good foreign | Poor foreign | Expected
competitive competitive Payoffs
conditions conditions

Expand K800,000 K500,000 K650,000

Maintain K1,300,000 K-150,000 K575,000

Status quo

Sell now K320,000 K320,000 K320,000

Thus, the decision ‘Expand’ results in maximum average payoff of K650,000.
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DIPLOMA IN ACCOUNTANCY PROGRAMME EXAMINATIONS

LEVEL ONE

DA 3: BUSINESS ECONOMICS

TUESDAY 9 DECEMBER 2025

TOTAL MARKS - 100; TIME ALLOWED: THREE (3) HOURS

INSTRUCTIONS TO CANDIDATES

1.

8.

0.

You have fifteen (15) minutes reading time. Use it to carefully study the examination
paper so that you understand what to do in each question.

This paper is divided into TWO (2) sections:

Section A: Ten (10) compulsory multiple choice questions.

Section B: Any two (2) of three (3) optional questions on Microeconomics.
Any two (2) of three (3) optional questions on Macroeconomics.

Enter your student number and your National Registration Card humber on the front of
the answer booklet. Your name must NOT appear anywhere on your answer booklet.

Do NOT write in pencil (except for graphs and diagrams).
Cell Phones are NOT allowed in the Examination Room.

The marks shown against the requirement(s) for each question should be taken as an
indication of the expected length and depth of the answer.

All workings must be done in the answer booklet.
Present legible and tidy work.

Graph paper (if required) is provided at the end of the answer booklet.

DO NOT OPEN THIS QUESTION PAPER UNTIL YOU ARE INSTRUCTED BY THE
INVIGILATOR.
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SECTION A — (COMPULSORY)

Attempt all ten (10) multiple choice questions.

QUESTION ONE

Each of the following questions has only one (1) correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1 Scarcity exists...........cceenne

When people consume beyond their needs.
Only in rich countries.

In all countries of the world.

o0 w >

Only in poor countries.
(2 marks)

1.2 Microeconomics approaches the study of economics from the viewpoint of............

Individual or specific markets.
The functions of the Bank of Zambia.

Economy-wide effects.

o 0N w >

The national economy.
(2 marks)

1.3 The investment demand curve represents the relationship between business spending for
investment goods and...........cceeeeiiiiiiiiiiennnnnnn.

Gross Domestic Product.
Interest rates.

Disposable income.

o 0N w >

Saving.

(2 marks)
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1.4

1.5

1.6

1.7

Which one of the following is a represented by the aggregate demand function (AE)?

The consumption function only.
Autonomous consumption function only.

The investment demand curve.

o0 w P

All three of the above.
(2 marks)

The expenditure approach measures Gross national product (GDP) by adding all the
expenditures for final goods made by.........cccoceviiiiiiiiiininnens

Households.
Businesses.
Government.

All of the above.

o0 w >

(2 marks)

A market structure dominated by a single buyer is called.................cccccc..eea

Monopoly.
Monopsony.

Duopoly.

o0 w >

Oligopoly.
(2 marks)

Which of the following statements is true about a short run aggregate supply curve:

A. Ttis a vertical straight-line.
B. Itis a horizontal straight-line.
C. Itis upward sloped to the right.
D. Itis downward sloped to the right.
(2 marks)
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1.8

1.9

1.10

Given the consumption function C = 500 + 0.6Y, the marginal propensity to save

O 0w >

0.6
0.4
1.0
Cannot be calculated from the given data.
(2 marks)

Which one of the following is not a reason for a policy of controlling the exchange rate?

o0 w >

To rectify a balance of trade deficit.
To prevent a balance of payment surplus.
To emulate economic conditions in other countries.
All three of the above.
(2 marks)

The barrier to trade when the importing country lobbies the exporting country to reduce
its exports so as to protect local producers is called.....................

o0 w P

Voluntary export restraint.
Infant industry.

Quota.

Exchange control.

(2 marks)
[Total: 20 Marks]
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SECTION B

This section has TWO (2) parts: Part 1. Microeconomics and Part 2. Macroeconomics

1. MICROECONOMICS
Attempt any TWO (2) from questions: TWO, THREE AND FOUR.
UESTION TWO
(a) State any four (4) advantages of a free market economy. (4 marks)
(b) Distinguish between price elasticity of demand and income elasticity of demand.
(4 marks)
(©) With the aid of graphs, explain the effect of each of the following events on the
equilibrium price and equilibrium quantity of sweatshirts:
(i) Drought that destroys the cotton crop. (4 marks)
(ii) Invention of the new knitting machine. (4 marks)
(iii)  Reduction in the price of leather jackets. (4 marks)
[Total: 20 Marks]
QUESTION THREE
(a) Under monopoly there is only a single firm providing a unique product.
(i) Distinguish between price taker and price maker in market structures.
(4 marks)
(i) With the aid of a graph, explain profit maximization under monopoly.
(6 marks)
(b) Explain the concept of price discrimination as practiced by monopolies. (4 marks)
(© One of the challenges of setting up an enterprise is documentation that is required by

the Government.
Outline any two (2) documents that are required to set up a Limited Liability company in

Zambia. (6 marks)
[Total: 20 Marks]
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QUESTION FOUR

(a) Distinguish between accounting profit and economic profit. (4 marks)

(b) Suppose a firm wishes to expand its output to 300 units per hour. To achieve this, it has
to choose between hiring more labour or hiring new machinery. Use the data in the table
to answer the questions that follow.

Cost of labour K50 per hour
Labour Productivity 60 units per hour
Cost of machinery K150 per hour
Machine productivity 300 Units per hour

) Advise the firm on the choice it should make in order to increase productivity.

Justify your response. (4 marks)
(i) Explain the concept of the law of diminishing marginal returns. (4 marks)
(c) Distinguish between a competitive market and an oligopolistic market. (8 marks)

[Total: 20 Marks]
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2.

MACROECONOMICS

Attempt any TWO (2) questions from FIVE SIX AND SEVEN.

QUESTION FIVE
(a) Distinguish between structural unemployment and cyclical unemployment. (6 marks)
(b) Describe the relevant criteria that Government statisticians use to determine whether a
person is ‘unemployed’ (4 marks)
() One of the benefits of financial intermediation is risk transformation. Explain how risk
transformation is done by a commercial bank. (4 marks)
(d) Explain the relationship between money supply and the price level using the Fisher
equation (Quantity Theory of Money) (6 marks)
[Total: 20 Marks]
QUESTION SIX
(a) In the consumption function C = a + bY state what each of the following letters stand
for:
(i) a (2 marks)
(i) b (2 marks)
Giii)y Y (2 marks)
(b) Given a linear consumption function is C = K580 + 0.75Y, determine the marginal
propensity to save (2 marks)
(©) From the linear consumption function C = K580 + 0.75Y, if the consumer’s income is
K5,000, how much should this consumer be expected to save (2 marks)
(d) Outline any three (3) types of business cycle (6 marks)
(e) Explain the income method of measuring national income (4 marks)

[Total: 20 Marks]
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QUESTION SEVEN

(a) Differentiate between a tariff and an embargo as a means of reducing the volume of
imports? (4 marks)

(b)  Briefly explain managed floating as a Government policy on exchange rates?
(4 marks)

(©) The banking system has liquid reserves of K300bn and seeks to maintain a reserve ratio
of 25%. Calculate the money supply (total deposits)? (4 marks)

(d) Briefly explain any four (4) ways of financing a deficit balance of payments account?
(8 marks)
[Total: 20 Marks]

END OF PAPER
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DA 3 BUSINESS ECONOMICS
SUGGESTED SOLUTIONS
SOLUTION ONE

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
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SOLUTION TWO

(a)

(b)

(c)

Four advantages of a free market economy are:

(i) Flexibility and responsiveness: Market quickly adapt to changing conditions and
consumer demands without bureaucratic hurdles.

(i) Financial incentives: Strong rewards in the form of profits motivate individuals to work
hard, take risks, and invest, benefiting society as a whole

(iii) Economic efficiency and productivity: Competition forces businesses to lower costs,
improve production methods, and become more productive to survive

(iv) Economic freedom: Individuals have the liberty to pursue opportunities, choose
employment, and make purchasing decisions, fostering personal liberty

(v) There is consumer sovereignty. Consumer are kings who largely determine what can
be produced

Price elasticity of demand measures how much the quantity demanded responds to a
change in price while income elasticity of demand measures how much the quantity
demanded changes as consumer’s income change.

Demand and supply analysis:

(i) The initial market equilibrium occurs at point E (Q, P) where demand is equal to
supply. Cotton is the main raw material in sweatshirt production. Drought shifts
the supply curve for cotton to the left. Similarly, the supply curve of sweatshirts
shifts to the lefts owing to increased cost of production. This moves equilibrium
point from E to E;. At this point equilibrium price has increased from P to P; while
equilibrium quantity has decreased from Q to Q:.

Si S

o) >
Q Q Quantity
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(i)

(iii)

The initial market equilibrium occurs at point E (Q, P) where demand is equal to
supply. Improvement in technology lowers the cost of production leading to
increased production of sweatshirts. This moves equilibrium point from E to E;. At
this point equilibrium price has decreased from P to P; while equilibrium quantity
has increased from Q to Q.

S1

»
>

Q Q1 Quantity

The initial market equilibrium occurs at point E (Q, P) where demand is equal to
supply. Leather jackets are a substitute to sweatshirts. When the price of leather
jackets falls, the demand for sweatshirts falls hence the demand curve for
sweatshirts shifts to the left. This moves equilibrium point from E to E;. At this
point equilibrium price has increased from P to P; while equilibrium quantity has
decreased from Q to Q.

»

»

Q Q Quantity
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SOLUTION THREE

(a) Monopoly:

(i) Price taker is a firm that has no influence over the price of the good sold. It
occurs under perfect competition. Price maker, on the other hand, has
influence over the price of the good sold. The firm sets the price of the good.
This occurs under monopoly

(i) A monopoly maximizes profit at a point where Marginal Revenue = Marginal
Cost. However, for the monopolist after equating MR to MC he moves up until
he touches the demand curve so as to charge a higher price and supply less
quantity. The profit maximization position is shown below:

A

Price/Cost

Pm

v

Quantity

(b) Price discrimination is the act of increasing profit by charging different groups of
consumers different prices for the same good when the price differences are not
justified by differences in production costs.

(c) The following are the documents required when setting up a limited liability
company:

(i) Memorandum of Association: The memorandum gives the “external * view of
the company to the public, including details of its name (which should end
with ‘Ltd’, address, registered office, share capital, and most important, its
objectives (that is, what it proposes to do).

(ii) Articles of Association: The Articles’ give the “internal” view of the company
which relates to rules and regulations governing the internal organization of
the company, such as voting rights, conduct at meetings, power of directors
and so forth.
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SOLUTION FOUR

(a)

Between Accounting Profit and Economic Profit

\ Feature H Accounting Profit H Economic Profit \

Definition

The total revenue minus both explicit
and implicit costs (including
opportunity costs).

The total revenue minus explicit costs
(e.g., wages, rent, raw materials).

Formula

Accounting Profit = Total Revenue - Economic Profit = Total Revenue -
Explicit Costs (Explicit Costs + Implicit Costs)

Focus expenses recorded in financial

Focuses only on actual business Considers opportunity costs, helping

firms make better long-term decisions.
statements.

Example (jand has K60,000 in explicit costs, its K20,000 elsewhere, the economic profit

If a business earns K100,000 in revenue |/If the owner could have earned

accounting profit is K40,000. is K40,000 - K20,000 = K20,000.

(b)

(i)

(if)

(c)

We calculate the cost per unit of output for each option:

Labour Option:

To produce 300 units per day, the firm requires 5 man hours. The firm will therefore
incur cost of 5 x 50 = K250

Machinery Option:
The machine can produce 320 units per hour, which is more than the target for the
firm. The firm will therefore incur cost = K150

Advice to the Firm:

The firm should invest in machinery because it is the most cost-effective option to
increase productivity.

The Law of Diminishing Marginal Returns

The Law of Diminishing Marginal Returns states that when one input (e.g., labour) is
increased while other inputs remain fixed, there will be a point at which additional input
of a variable factor results in smaller increases in output.

In simple terms, adding more workers or machines may initially boost production, but
beyond a certain point, productivity will decline.

Differences between Competitive and Oligopolistic Market Structures

Competitive markets have many sellers while oligopolies have few large sellers/firms
Competitive markets have a high degree of competition whereas in oligopolies there is
less completion.

In competitive markets, firms have minimal market power to influence prices while in
oligopolies, each firm has considerable influence due to limited competition
Competitive firms tend to have intense price competition while oligopolies may engage
in price wars or collude to maintain higher prices.

Competitive markets have low barriers whereas oligopolies have high entry and exit
barriers.
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SOLUTION FIVE

(@)

(b)

(c)

(d)

Structural unemployment occurs when those seeking jobs do not possess the skills
necessary to fill the available jobs. In contrast, cyclical unemployment is caused by
deficient total spending, i.e. there is shortage of jobs overall.

Government statisticians determine who is unemployed or employed by asking those who
are part of the labour force at the time the survey is conducted.

Risk transformation. An individual saver may not wish to lend to an individual borrower,
considering that borrower to be a bad debt risk. However, the financial intermediary can
borrow from a number of different savers and then provide funds to the borrowers with
minimal risk to any single saver. This is known as risk transformation.

The Equation of Exchange or Fisher Equation is MV = PT, where the letters stand for M
is the money supply, V is for velocity of circulation, P is the price level, and T is the volume
of transaction or output. The equations states that there is a direct proportionality
between money supply and the price level. This is so because V and T are assumed to
be constant. Thus, with V and T being constant, any change in M will be proportionate
to a change in P.
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SOLUTION SIX

(a)

(b)
(c)

(d)

(e)

The Letters stand for:

(i) a = autonomous expenditure
(ii) b = Marginal propensity to consume
(iii) Y = National Income

Given C = K580 + 0.75Y, MPC = 0.75. Since MPS = 1 — MPC, MPS = 0.25

MPC = 0.75 means that for every K1 earned 75n is spend on consumption while 25n is
saved. This means that from K5,000 the amount saved is expected to be K1,250

Types of business cycles:

(i) Recession: This is when output has fallen for a period of time and employment rate
increases

(ii) Depression: This is a very severe recession. There is a large contraction in the
economy and unemployment rate is likely to be at a very high level.

(ii) Recovery: This is the phase when economic activities begin to rose from the
recession.

(iv)Boom: This is a period of strong economic expansion where many businesses are
operating at full capacity or above capacity, and unemployment rate is low. Income
and production are at very high levels. This can lead to rapid growth in prices.

Income method measure national income from the rewards of factors of production.
National Income is found by adding salaries and wages, rent, interest and profit as
rewards for labour, land, capital and entrepreneurship. This method helps in determining
income distribution in the country.
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SOLUTION SEVEN

(a)

(b)

(c)

(d)

A tariff is a tax imposed on goods. The effect of a tariff is to raise the price paid
for the

imported goods by domestic consumers while leaving the price paid to foreign
producers the same, or even lower. The difference is transferred to the
government sector. An embargo on imports from one particular country is a
total ban, i.e. effectively a zero quota (restriction on the quantity).

Managed floating: the system that exists in practice is a compromise between
fixed and floating rates. The market forces now play a more important role in
the determination of each rates, but the authorities often intervene to neutralise
short run pressures on exchange rates, to ensure that it remains fixed with a
certain zone of flexibility.

Deposits=initial cash deposit/cash ratio

D= =x =3%=1200
r 0.25

Total deposits (money supply) = K1200bn

The process of financing a balance of payment deficit is achieved by :

(i) Borrowing from official sources such as International Monetary Fund
(IMF)

(i) Taking from a country’s gold and foreign currency reserves

(i)  Borrowing from overseas central bank

(iv)  Selling of overseas investments

(v) Buying on credit

(vi)  Accepting gifts

END OF SUGGESTED SOLUTIONS
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SECTION A — (compulsory)

Attempt all multiple choice questions

QUESTION ONE

Each of the following questions has only one correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1  The Accountant of a Leisure Resort wishes to estimate the likely effect on profits of a
decrease in entry price by examining the consequences of estimated increases in the
number of people using it.

What would be a suitable software package to aid him with the calculations?

An expert system.
A spreadsheet.

A presentation graphics package.

o0 w >

A math’s package.
(2 marks)

1.2  The contents of every cell do not include:

A. Text.
B. Values.
C. Formulae.
D. Arrays.
(2 marks)

1.3 Which of the following is equivalent to 103 Bytes?
A. Kilobyte.
B. Megabyte.
C. Gigabyte.
D. Terabyte.

(2 marks)
1.4  Which of the following is a key principle of data security?

A. Ensuring that data is always stored on a central device and accessible to everyone.

w

Implementing strict access controls to restrict data access to authorized users only.

0

Making data publicly accessible for ease of use.

o

Minimizing encryption to save processing power.
(2 marks)
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1.5

1.6

1.7

1.8

Which of the following is the least powerful computer.

A. Laptop.
B. File servers.
C. Super computer.

D. Enterprise servers.

(2 marks)
Which of the following is NOT a barrier to communication?
A. Using a wrong medium of communication.
B. Sender’s emotions.
C. Adequate information.
D. Cost of sending.
(2 marks)

State one (1) aspect that is required when refusing to grant permission to an employee.

Firmness.
Cheerfulness.

Calmness.

o0 w P

Justified explanation.
(2 marks)
Which type of report analyses whether or not the project or idea is viable?

Analytic report.
Incidental report.
Progress report.

o0 w P

Feasibility report.
(2 marks)
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1.9

1.10

is a type of business letter that is used to respond to

complaints.

A letter of adjustment.
A letter of request.

A letter of inquiry.

O 0w >

A letter of apology.
(2 marks)

State one (1) characteristic of oral communication.

A. It can easily be referenced.

B. It is spontaneous.

C. In case of serial communication, everyone gets the same message.
D. It requires preparation time.

(2 marks)
[Total: 20 Marks]
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SECTION B

This section has two (2) parts:

1. INFORMATION TECHNOLOGY
2. COMMUNICATION

1. INFORMATION TECHNOLOGY

Attempt any TWO (2) from questions: TWO, THREE AND FOUR

UESTION TWO

(a)

(b)

(c)

Databases play a vital role in managing and storing data for various applications,
organizations and industries. Understanding the role of databases, their types and their
importance can help organizations make informed decisions about their data
management strategies.

Required:

Explain five (5) ways databases support business decisions in organizations. (10 marks)

Lately, the Financial lending institution has been experiencing problems with their
computer network which has a bus topology. Significant changes will need to be made
to the network to improve its performance.

Required:

Differentiate between physical and logical network topologies. (4 marks)

ZamTrades would like to invest into information security following the expansion of their
business. They have reached to you to consult on some of the critical things they need
to look out for.

Required:
Outline three (3) principles of Information Security to enforce a business system.

(6 marks)
[Total: 20 Marks]
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QUESTION THREE

(a)

(b)

(c)

Your CEO wishes to automate processes in the Finance Department. He need a summary
on the types of computerised Accounting Information system that needs to be
implemented in the organization.

Required:

Describe four (4) types of computerised Accounting Information Systems. (8 marks)
Cyber-attacks have become more common in recent years, so having a data backup and
recovery solution is paramount. Even if your system is compromised or encrypted by
ransomware, you can rest easy knowing that you have a clean copy of your data stored
elsewhere.

Required:

(i) State five (5) best practices for the usage of passwords if desire to keep your

information safe on your computer system. (5 marks)

(ii) State five (5) dangers of using e-mail. (5 marks)
State two (2) common features found in social networks. (2 marks)

[Total: 20 Marks]

QUESTION FOUR

(a)

(b)

(c)

Spreadsheets can be used to hold some of the most confidential information of the
organization. Therefore, deliberate effort needs to be put to secure such during the
preparation of such documents as well as how they are saved.

Explain three (3) controls used to prevent unauthorized amendment or deletion of all or
part of a spreadsheet. (6 marks)

Your colleagues are having a dispute with regards to how the office network should be
created.

Explain to management three (3) advantages of client/server network over peer-to-peer.
(6 marks)

Microsoft Word is an important office productivity tool. It is therefore important to know

how to use all the commands that are available.

List two (2) methods a paragraph can be formatted using justification. (2 marks)
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(d)

Communications and network security deal with operations undertaken to protect and
defend networked communication systems by ensuring their availability, integrity,

authentication, confidentiality and non-repudiation.

Discuss three (3) threats to data Security. (6 marks)

[Total: 20 Marks]
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2. COMMUNICATION
Attempt any TWO (2) questions from questions: FIVE, SIX and SEVEN

QUESTION FIVE

You recently received a job offer at Mapalo Investment Centre. You are very excited about the
job offer. However, if you resign at your current work place without a one months’ notice, you
would lose that month’s salary. Therefore, you wish to resign by following the right procedures.

Required:

(a) Apart from a letter of resignation, state any five (5) types of letters that are used in
organisations. (5 marks)

(b) Write a letter to your current employers, giving notice of your resignation as stated in

your current employer’s policy. (15 marks)
[Total: 20 Marks]

QUESTION SIX

(a) After permission is granted to have access to information on large amounts of
expenditure, explain any three (3) things that you need to do in order to verify that the
information received is correct. (6 marks)

(b) Explain the 7C’s of effective communication. (14 marks)
[Total: 20 Marks]

QUESTION SEVEN

Your organization will have its Annual General Meeting (AGM) in two weeks. As the Chief
Accountant of the organization, you are tasked with presenting the financial report, but you feel
anxious about preparing for it.

Required:

(a) Explain any five (5) things you should do to ensure that you prepare a well-organized,

impactful, and confident presentation. (10 marks)

(b) Outline any five (5) types of nonverbal communication that you may incorporate in your
presentation to make it more impactful. (10 marks)

[Total: 20 Marks]

END OF PAPER
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D4 INFORMATION TECHNOLOGY AND COMMUNICATION
SOLUTION ONE

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
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SOLUTION TWO

(a)

Five (5) ways of how databases support business decisions in organizations?
Data-driven decision making

(i)

(if)

(iii)

(iv)

(V)

Data analysis — databases enable businesses to analyze large amounts of data,
identify trends and gain insights that inform decision-making

Reporting and Visualization — databases provide reporting and visualization
tools that help businesses present complex data in a clear and concise manner
Predictive analytics — databases support predictive analytics, enabling
businesses to forecast future trends and make proactive decisions

Business Intelligence

Key Performance Indicators (KPIs) — Databases help businesses track KIPs,
such as sales, revenue and customer satisfaction

Benchmarking — databases enable business to benchmark their performance
against industry standards and competitors

Data mining — databases support data mining, allowing businesses to discover
hidden patterns and relationships in their data

Operational Efficiency

Automated processes — databases automate business processes, such as
inventory management, order tracking and customer relationship
management.

Real — time data — databases provide real-time data, enabling businesses to
respond quickly to changing market conditions and customer needs.

Supply chain optimization — databases help businesses optimize their supply
chains by providing visibility into inventory levels, shipping schedules and
supplier performance.

Strategic Decision Making

Market Research — databases support market research by providing insights
into customer behavior, preferences and demographics.

Competitive analysis — databases enable businesses to analyze their
competitors’ strengths, weaknesses and market strategies.

Mergers and Acquisitions — databases provide critical data for mergers and
acquisitions, helping businesses evaluate potential partners and make
informed decisions.

Customer insights

Customer segmentation — databases help businesses segment their customers
based on demographics, behavior and preferences

Personalization — databases enable businesses to personalize their marketing
efforts, product offerings and customer service

Customer feedback — databases provide a centralized repository for customer
feedback, enabling businesses to respond quickly to customer concerns and
improve their product and services.
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(b)

(c)

Differentiate between physical and logical network topologies.
Physical layout is the actual layout of network cables, computers and other devices logical
layout is the way in which the layout of the network appears to the devices using it.

State three (3) principles of information security to enforce a business system.
Principles of information security.

(1) Confidentiality

Confidentiality measures are designed to prevent unauthorized disclosure of information.
The purpose of the confidentiality principle is to keep personal information private and to
ensure that it is visible and accessible only to those individuals who own it or need it to
perform their organizational functions.

(2) Integrity

Consistency includes protection against unauthorized changes (additions, deletions,
alterations, etc.) to data. The principle of integrity ensures that data is accurate and
reliable and is not modified incorrectly, whether accidentally or maliciously.

(3) Availability

Availability is the protection of a system’s ability to make software systems and data fully
available when a user needs it (or at a specified time). The purpose of availability is to
make the technology infrastructure, the applications and the data available when they
are needed for an organizational process or for an organization’s customers.
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SOLUTION THREE

(a)

(b)

Four (4) types of computerized Accounting Information Systems.

(i)

(if)

(iii)

(iv)

(v)

(vi)

(vii)

General Ledger (GL) Module: The General Ledger serves as the central
repository for all financial transactions. It consolidates data from various sub-
ledgers and journals, providing a comprehensive view of the organization's
financial position.

Accounts Payable (AP) Module: This module manages the organization's
obligations to its creditors. It ensures timely payments to suppliers and helps
maintain good supplier relationships.

Accounts Receivable (AR) Module: The Accounts Receivable module oversees
money owed to the organization by customers. It plays a crucial role in cash flow
management.

Inventory Management Module: This module tracks the organization's
inventory levels, orders, sales, and deliveries. It ensures that inventory is
maintained at optimal levels to meet customer demand without overstocking.

Payroll Accounting: handles employees wages, salaries, deductions and tax
calculations

Fixed Assets Accounting: Records purchases, depreciation and book values of
long term assets

Financial Reporting: Generates key financial statements like income statements
(profit and loss accounts) balance sheets and cashflow statements often at the
click of the button.

(i) Five (5) best practices for the usage of passwords if desire to keep your

information safe on your computer system.

Tips on creating a secure password that can help safeguard your information.

(1) Use two-factor authentication (2FA).

(2) Incorporate numbers, symbols, and uppercase and lowercase letters.
(3) Make sure your password is at least eight characters in length.

(4) Use an abbreviated phrase or saying for your password.

(5) Change your password regularly.
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(©

(ii) Five (5) dangers of using e-mail?

Using E-mails has the following challenges.
(1) Confidentiality — passwords must be safeguarded.
(2) Used to replace other communications that may be more appropriate.
(3) Too much information going to people who don't need it as it is so easy to send
to many recipients.
(4) Spam or unwanted adverting email is the biggest danger that many email users
encounter.
(5) Email is also being used in frauds.
(6) Email is used to spread computer viruses

Two (2) common features found in social networks.
(1) User profile

(2) Media

(3) Messaging services

(4) Apps and widgets
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SOLUTION FOUR

(a)

(b)

(c)

(d)

Three (3) controls used to prevent unauthorized amendment or deletion of all or part of

a spreadsheet.

(1) Saving and backup: Regular saving of the file.

(2) Cell Protection: Preventing inadvertent changing or erasing cells that should not be
changed.

(3) Passwords: Preventing unauthorized access to content of a workbook.

Three (3) advantages of client/server network over peer-to-peer.

(1) Centralized Management - A Central server manages the network, making it
easier to configure, update and troubleshoot.

(2) Enhanced security — centralized control allows for better security measures, such
as user authentication, access control and data encryption.

(3) Scalability — Client/Server networks can easily accommodate more users and
resources as the network grows.

(4) Resource sharing — The server can store and manage shared resources, making it
easier for users to access and share files, printers and other resources.

(5) Remote Access — Clients can access the network and its resources remotely,
enabling remote work and collaboration.

(6) Better performance — Client/Server networks can provide better performance
than peer-to-peer networks as, the server can handle the workload and distribute
resources efficiently.

Two (2) methods a paragraph can be formatted using justification.

(1) Left Justification: Has the left side of the text even and aligned while the right side
remains jagged.

(2) Right Justification: Has the right side of the text even and aligned while the left
side remains jagged

(3) Centre Justification: Each line is positioned in the center of the page

(4) Full Justification: Both right and left margins are made to be even and aligned by
putting very small spaces between the words to make up for the extra space you
would normally fin at the end of a line

Data Security threats.

(1) Malware — software that carries out, illegal activities and computers should have
antivirus for protection.

(2) Hackers — unauthorized access to computer system by breaking security measures
put in place. Strong password should be used.

(3) DoS — Unavailability of computer resources to legitimate users.
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SOLUTION FIVE
(@) The types of letters.

(1) Job application

(2) Letter of acknowledgement
(3) A letter of collection

(4) A letter of adjustment

(5) A letter of recommendation

(6) A cover letter/Letter of transmittal

(b) Letter

The Zambian product Limited

P.O. Box. 28375

Lusaka

Date any suitable date during examination time.
The Human Resources Manager.

PO BOX 28375

Lusaka
Dear sir/ Madam

Re: Resignation — Myself

This serves to inform you that I wish to resign from my position as an Assistant

Accountant of this organization. I wish to go on mutual separation for personal reasons.

I am therefore giving you a one months’ notice of resignation. My last working day will
be on Friday 31% of this month. During this transition period, I will work together with
the employee whom you wish will take up my position and prepare written hand over

notes for smooth workflow.

I have grown up in my career at this company, therefore I owe everything to staff and
management of this organization. The decision to resign was not easy as I worked here
for a long and considered this place as my second home.
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May I take this opportunity to thank management and staff for the unwavering support
that was rendered to me during the tenure of my office. Wishing the company the best

as it endeavors to achieve organizational goals.
Yours faithfully
Signature

Mr. Trump Mubita
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SOLUTION SIX

(a)

(b)

The things that you need to do in order to ensure that information that is received is

correct, are:

(1) You need to verify information by cross checking with others.

(2) If you are not confident in your knowledge or competent in a particular area, you
need to check with more expert colleagues or with your supervisor.

(3) Always check with any assumptions, logical processes and any numerical operations
or workings before submitting a piece of work or before making any

presentations

The other C’s of effective communication apart from ‘correctness’.

(1) Concreteness, = this has to do with avoiding an ambiguous word, with need to
specify what you are taking about using plain language.

(2) Courtesy — this has to do with politeness, cheerfulness and friendliness.

(3) Completeness — The information must contain all the relevant facts as required by
the audience.

(4) Consideration — this has to do with taking care of the audience’s characteristics
such as gender, age, education, emotions etc. For example, taking care when
delivering bad news to an employee.

(5) Conciseness — being brief and to the point when communicating.

(6) Clear — using simple language avoiding complicated content which can confuse the
receiver. information must be easily understood.

(7) Correctness — ensure that the information is free from all forms of errors. It should

be accurate
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SOLUTION SEVEN
(@) Five Preparations for a Confident Presentation

(1) Understand the Audience: Research who will attend the AGM and tailor your content
to meet their expectations and knowledge levels.

(2) Organise Content: Structure your report logically with clear sections, including an
introduction, key financial data, analysis, and conclusion.

(3) Practice Delivery: Rehearse your presentation multiple times to build confidence
and ensure smooth delivery.

(4) During delivery, ensure that your voice projection is laud enough to be heard.

(5) Engage the audience as much as possible.

(6) Prepare Visual Aids: Use charts, graphs, and slides to visually present complex
financial data in an easy-to-understand format.

(7) Anticipate Questions: Prepare responses to potential questions to demonstrate
expertise and readiness.

(b) Five Types of Nonverbal Communication to Enhance Impact

(1) Eye Contact: Maintain consistent eye contact to engage your audience and show
confidence.

(2) Gestures: Use purposeful hand movements to emphasize key points and keep the
audience’s attention.

(3) Facial Expressions: Convey enthusiasm, concern, or seriousness through
appropriate facial expressions.

(4) Posture: Stand upright and open to project confidence and authority.

(5) Voice Modulation: Vary your tone and pace to maintain interest and highlight
important points.

(6) Pacing: Moving around the room as one present in order to capture the audience’s

attention so that the presentation remains live

END OF SUGGESTED SOLUTIONS
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SECTION A

Attempt ALL the ten (10) multiple choice questions in this section.

QUESTION ONE

Each of the following questions has only one (1) correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1

1.2

Isoka Limited has established the following information regarding fixed overheads for the
coming month:

Budgeted information:

Fixed overheads K5,400,000
Labour hours 3,000
Machine hours 10,000
Units of production 5,000

Actual fixed costs for the last month were K4,800,000. Isoka Limited produces many
different products using highly automated manufacturing processes and absorbs
overheads using the most appropriate basis. What will be the pre-determined overhead
absorption rate?

K480
K540
K1,080
K1,800

o0 w P

(2 marks)
Which of the following statements about cost accounting is/are true?

(i) There is a legal requirement to keep cost accounts.
(i) The format of cost accounts is largely determined by law.
(iii) They serve as a future planning tool and are not used as a historical record.

A. (i) and (ii).
B. (ii) and (iii).
C. (iii) only.
D. None of the statements are correct.
(2 marks)

73



1.3

1.4

The following data relate to material P for the month of November 2024:

Opening inventory of 300kgs valued at K99,000
Receipts:

4 November 400kgs costing K144,000

18 November 500kgs costing K195,000
Issues:

13 November 600kgs

25 November 300kgs

Using the LIFO valuation method, what was the value of closing inventory for November
2024.

K99,000

K105,000
K111,000
K117,000

o0 w P

(2 marks)

Mubonda Limited uses the FIFO method of valuing equivalent units. At the end of a four-
week period, the following information was available for process P.

Opening WIP 2,000 units (60% complete) costing K90,000 to date
Closing WIP 1,500 units (40% complete)
Transferred to next process 7,000 units.

How many units were started and completed during the period?

5,000 units.
7,000 units.
8,400 units.
9,000 units.

o0 w P

(2 marks)
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1.5

1.6

1.7

Katete Limited employs two (2) types of labour: skilled workers, considered to be direct
workers, and semi-skilled workers considered to be indirect workers. Skilled workers are
paid K300 per hour and semi-skilled workers are paid K150 per hour. The skilled workers
have worked 20 hours overtime this week, 12 hours on specific orders and 8 hours
generally worked. The semi-skilled workers have worked 30 hours overtime, 20 hours for
a specific order at a customer's request and the rest for general purposes. Overtime for
all workers is paid at time and a quarter.

What would be the total overtime pay considered to be a direct cost for this week?

K8,250

K10,650
K11,250
K13,125

OO0 w >

(2 marks)
Which of the following is/are argument(s) in favour of marginal costing?

The information from this costing method may be used for decision making.
It is simple to operate.

The under/over absorption of overheads is avoided.

All the above.

o0 w P

(2 marks)

Which of the following are true statements?

(i) With FIFO method, the inventory valuation will be very close to replacement cost.

(ii) With LIFO method, inventories are issued at a price which is close to the current
market value.

(iii) Decision making can be difficult as a result of the use of both FIFO and LIFO
because of the variations in issue prices.

(iv)  An advantage of the AVCO method of inventory valuation is that the resulting
issue price is rarely an actual price that has been paid.

(i) and (ii) only.

(i), (ii) and (iii) only.
(i), (iii) and (iv) only.
(i), (i), (i) and (iv).

o 0w P

(2 marks)
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1.8 A company absorbs overheads on machine hours. In the month of September, 2024 the
actual machine hours were 9,663 and the actual overheads incurred were K284,750.
There was an under absorption of K6,625.

What is the overhead absorption rate?

K28.78
B. K14.39
C. K57.56
D. K29.47
(2 marks)
1.9 Adverse material usage variances might occur due to the following reasons:
(i)  Defective materials.
(i)  Excessive waste.
(i)  Theft.
(iv)  Unforeseen discounts received.
A. (i) only.
B (i) and (ii) only.
C. (1), (i) and (iii) only.
D (i), (iii) and (iv) only.
(2 marks)

1.10 The following information is available for contract F3A:

Contract price K15,000
Value of certified work K8,400
Cost of work to date K5,040
Estimated costs to completion K3,960

The amount of profit to be recognised on the contract using the proportion of cost
incurred to the total cost is...

Nil.
B. K3,360.
C. Ke6,000.
D. K1,560.

(2 marks)
[Total: 20 Marks]
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SECTION B

There are FIVE (5) questions in this section.
Attempt any FOUR (4) questions.

QUESTION TWO

(a)

(b)
(©)

Chipungu Limited is a manufacturer of assorted household consumer goods for both the
domestic and foreign markets. Even though its production systems are highly
mechanized, a marginal proportion of its production efforts are labour intensive whose
overheads are absorbed at the rate of K45 per labour hour. All direct operatives are paid
at the rate of K12 per hour.

Chipungu Limited is planning to make 120,000 units of a new product per period.

The following standards have been set:

Per unit

Direct material A 1.2 kg at K16.5 per kg
Direct material B 4.7 kg at K9 per kg
Direct labour:

Operation 1 42 minutes

Operation 2 37 minutes

Operation 3 11 minutes
Actual results for the period were:
Production 126,000 units
Direct labour cost K2,550,000 for 215,000 hours
Material A cost K2,475,000 for 150,000 kgs
Material B cost K5,400,000 for 590,000 kgs
Required:
(i) Calculate the standard cost for one unit. (2 marks)
(i) Calculate the labour rate and labour efficiency variances. (4 marks)
(iii)  Calculate the material price and material usage variances. (4 marks)
Explain any four (4) general causes of variances. (8 marks)

State any four (4) factors that management have to consider in deciding whether or not
to investigate a variance. (2 marks)
[Total: 20 Marks]
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QUESTION THREE

(a)

(b)

Spend-It Limited is a larger retailing giant with multiple outlets across the country and
sells a wide range of household commaodities. The company has a central warehouse from
which the outlets are supplied. Branch managers of some outlets are concerned that
inventory levels for daily products such as milk is becoming a challenge to manage due
to persistent loadshedding. This problem has caused suppliers to produce little quantities
of a popular brand of milk known as ‘milk-up’ in order to suit their storage capacities
before distribution to retailers.

The following information is available for milk-up.

Average usage 525 units per day
Minimum usage 270 units per day
Maximum usage 630 units per day
Lead time for replenishment 11-15 days
Reorder quantity 9,750 units
Required:

Calculate the following:

) Re-order level (2 marks)
(i) Minimum inventory level (3 marks)
(iii) Maximum inventory level (3 marks)
(iv)  Average inventory level (2 marks)

Gilbert Kasamya is a manufacturer for paddles for wooden boats used by fishermen. An
employee in the production department is paid K125 per piecework hour produced.

In a particular week an employee produced the following output:

Piecework time allowed

per unit
3 units of product A 2.5 hours
5 units of product B 8.0 hours.
Required:
) Calculate the employee’s total pay for the week. (4 marks)
(i) State any five (5) reasons for labour turnover. (6 marks)

[Total: 20 Marks]
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QUESTION FOUR

HCP Ltd is a manufacturing company with two production departments, P and Q and two (2)
service departments, R and S. The budgeted cost information for the month of October 2024 is

as follows:
P
K K
Indirect material 177,500 94,750
Indirect Labour 155,000 35,000
Factory rent 75,000
Depreciation on machinery 37,500
Power 96,000
Security expenses for factory premises 24,000
Insurance - machinery 12,000
Supervisor expenses 48,000
Additional information:
P
Floor area (Sq meters) 1250
Net book value of machinery (K) 2,100,000
Horse power of machines 800
Machine hours 4,000
Number of employees 10
Labour hours 2,000

Q R S

K K K

49,750 18,270 14,730

75,000 15,000 30,000
Q R S
750 200 300
500,000 100,000 300,000
200 80 120
1,000 600 800
30 6 4
6,000 1,200 600

The overhead costs of the two service department are distributed using step down method in

the order, R followed by S on the following basis:

Department R
Department S

Number of employees
Machine hours

Required:

(a) Prepare a statement showing the allocation and apportionment of overheads to various

departments, clearly showing the basis used.

(10 marks)

(b) Calculate the total budgeted overheads for the two (2) production departments after the

service department overheads have been re-apportioned.

(6 marks)

(©) Calculate the most appropriate overhead absorption rate for each of the production

department.
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QUESTION FIVE

GAC is based in Kitwe and manufactures one (1) product, a storage unit made from recycled
plastic which sells for K58 per unit. Production and sales data for the first two (2) months of
2024 are as follows:

January February
Sales in units (Actual) 4,800 5,000
Production in units (Actual) 5,400 4,800

Budgeted cost information for each month.
Product cost:

Direct materials: 2 square metres @ K4.20 per square metre.
Direct Labour: 2 hours @ K10.25 per hour.
Variable production overheads: 50% of direct labour cost.

Actual cost information for each month:

Fixed selling overheads: K22,500
Sales commission: 10% of sales value.

There was no opening inventory at 1 January 2024. Fixed production overheads are
budgeted at K120,000 per annum and are absorbed into products based on budgeted normal
output of 60,000 units per annum.

Required:

(a) Prepare a profit statement for January and February using absorption costing.
(9 marks)

(b) Prepare a profit statement for January and February using marginal costing.
(7 marks)

(c) Prepare a reconciliation statement of the profits reported in (a) and (b) above.
(4 marks)

[Total: 20 Marks]

QUESTION SIX

(a) JM Ltd manufactures a product that goes through various departments. The following
budgeted overheads for the year 2024, based on normal activity levels have been

provided:
Departments Budgeted overheads (K) Overhead absorption base
Forming 360,000 30,000 labour hours
Machining 860,000 50,000 machine hours
Welding 400,000 36,000 labour hours
Assembly 300,000 20,000 labour hours

Selling and administrative overheads are 25% of the factory cost.
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(b)

An order for 5,000 units of the product (Batch 3391) incurred the following costs on 31
August 2024:

Materials: K62,140

Labour: 1,280 hours in forming shop at K10.50 per hour
4,520 hours in machining shop at K11 per hour
900 hours in welding shop at K10.50 per hour
1,750 hours in assembly shop at K9.60 per hour

An amount of K1,050 was paid for the hire of a special X-ray equipment for testing the
welds. The time booking in the machine shop was 6,430 machine hours. Selling price was
K150 per product.

Required:

Calculate the following:

(i) The total cost of the batch. (10 marks)
(i) The unit cost per product. (1 mark)
(iii)  The profit per product. (1 mark)

The following cost and production data relates to the operations of Mawuga Ltd over a
two (2) year period.

2023 2024
Production 50,000 units 54,000 units
Total costs K1,700,000 K1,748,000
Required:
(i) Calculate the fixed and variable costs for the year 2024. (6 marks)
(ii) Estimate what the total cost will be in 2025 if output is expected to be 56,000
units. (2 marks)

[Total: 20 Marks]

END OF PAPER
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DA 5 COST ACCOUNTING

SUGGESTED SOLUTIONS
SOLUTION ONE

1.1
1.2
1.3
1.4
1.5
1.6
1.7
1.8
1.9
1.10
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SOLUTION TWO
(a) Chipungu Limited

(i) Standard cost per unit

K K

Materials
A -1.2kg xK16.5 = 19.8
B -4.7kg x K9 = 42.3

62.1
Labour 1.5 hours x K12 18.0
Prime cost 80.1
Overheads 1.5 hours x K45 67.5
Standard cost per unit 147.6

(i) Labour rate variance and a realistic efficiency variance.

Labour rate variance

K

215,000hrs should cost (x K12) 2,580,000
but did cost 2,550,000

_30.000 (F)
Labour efficiency variance
126,000 units should take (x 1.5 hrs) 189,000 hrs
but did take 215,000 hrs
Efficiency variance in hours 26,000 hrs (A)
Standard rate per hour x K12 K312,000 (A)

(iii)  Calculate the material price and usage variances.

Material A

K
150,000 kg should cost (x K16.5) 2,475,000
but did cost 2,475,000
Price variance 0
126,000 units should use (x 1.2 kg) 151,200 kg
but did use 150,000 kg

1,200 kg (F)
Standard cost per kg x K16.5
Usage variance K19,800 (F)
Material B
K

590,000 kg should cost (x K9) 5,310,000
but did cost 5,400,000
Price variance 90,000 (A)
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(b)

(c)

126,000 units should use (x 4.7 kg) 592,200 kg

but did use 590,000 kg
2,200 kg (F)

Standard cost per kg x K9

Usage variance K19,800 (F)

General causes of variances
There are four general causes of variances.

(i) Inappropriate standard. Incorrect or out of date standards could have been used
which will not reflect current conditions.

(i) Inaccurate recording of actual costs. For example, if timesheets are filled in
incorrectly, this may lead to variances.

(iii) Random events. Examples include unusual adverse weather conditions and a flu
epidemic. These may cause additional unforeseen costs.

(iv) Operating inefficiency. If the variance is not caused by inappropriate standards,
inaccurate recording or random events, then it must be due to operating efficiency.
The operating efficiency may be due to controllable or uncontrollable factors.

Factors that management have to consider in deciding whether or not to investigate a
variance.

(i) Materiality.

(if) Controllability.

(iii) The type of standard being used.
(iv) Interdependence between variances.
(v) Costs of investigation.
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SOLUTION THREE

(a)

(b)

Spend It Limited

Q) Re-order level = maximum usage x maximum lead time
= 630 units x 15 days
= 9,450 units

(i) Minimum level = reorder level — (average usage x average lead time)
= 9,450 units — (525 units x 13 days)
= 9,450 units — 6,825 units
= 2,625 units

(iii) ~ Maximum level = Reorder level + reorder quantity — (minimum usage x minimum
lead time)
= 9,450 units + 9,750 units — (270 units x 11 days)
= 19,200 - 2,970 units
= 16,230 units

(iv)  Average inventory level = safety inventory + 2 reorder quantity
= 2,625 units + 2 (9,750)

= 7,500 units
Gilbert Kasamya
() Piecework hours produced
Product A 3 x 2.5 hours 7.5 hours
Product B 5 x 8 hours 40.0 hours
Total piecework hours 47.5 hours

The employee's pay = 47.5 hours x K125 = K5,937.50 for the week.
(ii) Reasons for labour turnover

(1) Iliness or accidents.

(2) A family move away from the locality.

(3) Marriage, pregnancy or difficulties with childcare provision.
(4) Retirement or death.

(5) Paying a lower wage rate than is available elsewhere.

(6) Requiring employees to work uncongenial hours.

(7) Poor relationships between management and staff.
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SOLUTION FOUR

(a)

(b)

(c)

Overhead distribution statement

Cost items

Indirect material
Indirect labour
Factory rent

Dep of machiner
Power

Security expense
Insurance —Mach
Supervisor expe
Total

Production Dept

P Q
94,750 49,750
35,000 75,000
37,500 22,500
26,250 6,250
64,000 16,000
12,000 7,200
8,400 2,000
9,600 28,800

Service Dept
R S

18,270 14,730
15,000 30,000
6,000 9,000
1,250 3,750
6,400 9,600
1,920 2,880
400 1,200
5,760 3,840

Basis of apport Total cost
Direct 177,500
Direct 155,000
Floor area 75,000
Book value of mac 37,500
Horse power of m 96,000
Floor area 24,000
Book value 12,000
Number of employ 48,000

625,000

Redistribution of service Departments expenses

Cost items

Overhead as per primary distribution
Expenses of service dept R
Expenses of services dept S

Total Budgeted overheads

Production Depart

p

287,500
12,500
64,000
364,000

287,500 207,500

Q R

207,500 55,000
37,500 (55,000)

16,000 -
261,000 -

Calculation of overhead rates for each of the production departments

OAR (Dept P) = K364,000/ 4,000 hours
OAR (Dept Q) = K261,000/6,000 hours

= K91 per machine hours
= K43.5 per labour hours

55,000 75,000

Service departments

S

75,000
5,000
(80,000)

Note: Deptment P is assumed to be machine oriented and Department Q is assumed to
be labour oriented as per information available in the question.
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SOLUTION FIVE
(a) Profit statement using absorption costing

w1 Standard cost card

Direct material 2 sq x K4.20 = 8.40
Direct labour 2 hours x K10.25 =20.50
Production OHs 50% x 20.5 =10.25
Fixed prod OHs K120,000/60,000 = 2.00
Full production cost per unit 41.15

W2 Over / under absorption of fixed overheads
January February
Fixed overhead 120,000/12 10,000 10,000
Fixed absorbed K2 X 5400 10,800 K2 X 4,800 9,600
Over 800 under 400
W3  Closing inventory
(5400 —4800) x 41,15 = K24690 (5400-5000)K41.15=K16460
January February
K K K K
Sales K58 x 4,800 278,400 290,000
Opening inventory 0 24,690
Production cost 222,210 197,520
222,210 222,210
Closing inventory (W3) (24,690) (16,460)
Cost of sales (197,520) (205,750)
Gross profit 80,880 84,250
Less: Expenses:
Over / under absorption (800) 400
Fixed selling overheads 22,500 22,500
Commission (10%) 27,840 29,000
(49,460) (51,500)
Net Profit 31,340 32,350
(b) Profit statement using marginal costing
Standard cost card
Direct material 2 sq x K4.20 = 8.40
Direct labour 2 hours x K10.25  =20.50
Production OHs 50% x 20.5 =10.25
Marginal production cost per unit 39.15
January February
K K K K
Sales K58 x 4,800 278,400 290,000
Opening inventory 0 23,490
Production cost 211,410 187,920
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(©

211,410

Closing inventory (23,490)
Cost of sales (187,920)
Gross profit 90,480
Less: Expenses:
Fixed production cost 10,000
Fixed selling overheads 22,500
Commission 10% 27,840

(60,340)
Net Profit 30,140

Reconciliation statement
January
Profit as per marginal costing 30,140

211,410

(15,660)
(195,750)

94,250

10,000

22,500

29,000
(61,500)
32,750

February
32,750

Fixed cost K2 x (5400- 4800) 1,200 K2 X (4800- 5000) 400

Profit as per absorption costing 31,340
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SOLUTION SIX
(a) Workings
Overhead absorption rate for departments:

Forming =K360,000/30,000 = K12.00 per labour hour
Machining = K860,000/50,000 = k17.20 per machine hour
Welding = K400,000/36,000 = k11.11 per labour hour
Assembly = K300,000/20,000 =k15.00 per labour hour

) Total cost of batch 3391 produced on 31 August 2023

K
Direct materials 62,140.00
Direct labour 1,280 hours @ K10.5 per hour = 13,440
4,520 hours @ K11.0 per hour =49,720
900 hours @ K10.5 per hour = 9,450
1,750 hour @ K9.6 per hour =16,800
89,410.00
Direct expense 1,050.00
Prime cost 152,600.00
Factory overheads Forming 1,280 hours @ K12.00 = 15,360
Machining 6430 hours @ K17.20 = 110,596
Welding 900 hours @ K11.11 = 9,999
Assembly 1,750 hours @ K15.00 = 26,250
162,205.00
Factory cost 314,805.00
Selling & admin ohds 25% of factory cost (25% x 314,765) 78,701.25
Total cost 393,506.25

(i) Unit cost per product = K393,506.25/5,000 units = K78.70 per product

(iii)  Profit per product = K150.00 — K78.70
=K71.30

(b) ) Deriving fixed/ variable costs from the cost and production figures

Production units Costs (K)
2024 54,000 1,748,000.00
2023 50,000 1,700,000.00
Difference 4,000 48,000.00

Variable cost per unit = K48,000/4000 units = K12 per unit
Fixed cost = K1,748,000 — (54,000 units x K12 per unit) = K1,100,000

(i) Cost estimate for 2025 when output is 56,000 units.
TC = K1,100,000 + 12(56,000)
= K1,772,000

END OF SUGGESTED SOLUTIONS
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SECTION A- (COMPULSORY)

Attempt all ten (10) multiple choice questions

QUESTION ONE

Each of the following questions has only one (1) correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1  Which of the following gives the hierarchical order of the sources of law in Zambia?

A. Constitution, Legislation, Judicial Precedent, Common Law and Equity,

Customary Law.
B. Acts of Parliament, Legislation, Case Law, Equity, Common Law.
C. Customary Law, Constitution, Delegated Legislation, Constitutional

Conventions.
D. Constitutional supremacy, parliamentary sovereignty, common law and

equity, customary law.

(2 marks)

1.2 Which of the following must not be included on a statement of written particulars of

employment?

Names of employer and employee.
Date on which employment began.

Pay rate and intervals at which it is paid.

o0 w P

Last salary scale of previous employment.
(2 marks)
1.3 Which of the following remedies is not available for a breach of a contract to provide

personal services?

Damages.
A decree of specific performance.

An injunction.

o 0N w P

An action for the price.
(2 marks)
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1.4

1.5

1.6

1.7

In which of the following is there a presumption that legal relations are intended?

A promise by a father to make a gift to his son.
A commercial transaction.

A domestic arrangement.

o0 w P

A social arrangement.

(2 marks)
Which of the following statements describes an attribute of incorporating a company?
A. Separate legal personality.
B. Payment of tax.
C. Holding of a statutory meeting.
D. Acquisition of a Certificate of Incorporation.

(2 marks)
Which of the following statements is/are incorrect?
(i) Legal title cannot pass on a contract induced by misrepresentation.
(i) Misrepresentation renders a contract voidable.
(iii) A victim of negligent misrepresentation may seek rescission and damages.
A. (i) only.
B. (ii) only.
C. (i) and (iii).
D. (ii) and (iii).
(2 marks)

The rule that a statute should be construed to avoid a manifest absurdity or contradiction

within itself is known as.................

The Literal rule.
Mischief rule.

Contextual rule.

o 0w P

Golden rule.
(2 marks)
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1.8

1.9

1.10

Which of the following statements is true?

A. The benefit of being a sole trader is that you have no personal
liability for the debts of your business.
B. For organisations that have limited company status, ownership and
control are legally separate.
C. Ordinary partnerships offer the same benefits as limited companies,
but are usually formed by professionals such as doctors and
solicitors.
D. Limited company status means that a company is only allowed to
trade up to a predetermined turnover level in any one year.
(2 marks)

Which of the following statements contains the correct definition of a contract of
sale.

A. This is a contract where the seller goods to the buyer.
B. This a contract where the buyer can exchange goods for goods with the seller.
C. This is where one makes an offer and the other accepts unconditionally.

D. Thisis where the seller agrees to transfer the property in the goods to the
buyer for money consideration known as the price.
(2 marks)

Which one of the following statements about traditional (unlimited)

partnerships is incorrect?

A. In England a partnership has no existence distinct from the partners.
B. A partnership must have a written partnership agreement.
C. A partnership is subject to the Partnership Act.
D. Each partner is an agent of the firm.
(2 marks)
[Total: 20 Marks]
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SECTION B
There are five (5) questions in this section.
Attempt any four (4) questions.

UESTION TWO

(a) Kyan advertised a car on Facebook for sale as a 2020 model Toyota Allion. Peter was
interested in the car and contacted Kyan for the same. The parties agreed and transacted
via mobile money services for the payment of the same car. The car was delivered to
Peter who later discovered that the car was actually a 2017 model. He wants to sue Kyan
for damages.

Required:

(a) Using the knowledge you have acquired on Sale of Goods, explain to Peter

whether he would succeed or not. (15 marks)

(b) Explain the duty to account for private profits that an agent owes to the
principal. (5 marks)

[Total: 20 Marks]

QUESTION THREE

Muka a fifteen (15) year old girl got 6 points in her grade 12 exams. Proud of his daughter’s
achievement, Mr Bwalya wants to take her to a prestigious University. Muka is so excited and so
she is preparing herself for University life. To aid her University life, she bought three six (6)
metres chitenge materials which she took to Barry a 39 years old tailor to make 11 fancy dresses
for her. Muka also went to Gina's Book Shop and got stationary worth K 5,000.00 and text books
worth K 10,000 for which she only paid a sum of K3,000.00. Barry on the other hand made the
fancy dresses as instructed and charged Muka K20,000 for all the 10 dresses. However, Muka
has refused to pay saying that she is no longer interested in the dresses because her father just
brought her 20 fancy dresses and shoes from United Kingdom (UK). Barry is contemplating taking
legal action against Muka. He has come to you to seek legal advice before he proceeds with his
suit.

Required:

(a) By citing case law, explain to Barry the consequences of entering into a contract with
Muka. (10 marks)

(b) Between the agreement Muka has with Gina’s Book Shop and the one she has with Barry,
which one will be considered valid and why? (10 marks)

[Total 20 Marks]
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QUESTION FOUR

Write short notes on the following:

(a) Redundancy. (5 marks)
(b) Termination of contract of employment by frustration. (5 marks)
(©) Divisions of the High Court for Zambia. (5 marks)
(d) Persuasive precedents. (5 marks)

[Total: 20 Marks]

QUESTION FIVE

Christopher and Susan entered into a partnership business whose aim was selling and installation
of solar panels. They named their partnership as CS Solar Magnets. In their well — drawn up
partnership deed, they have spelt out how profits and losses are to be shared, the amount of
capital each is to contribute, and that Susan was to be a salaried partner, whilst Christopher was
to be a general partner.

Required:
(a) Explain why Christopher and Susan prepared a partnership deed. (5 marks)
(b) What are the implications of ‘Christopher being a general partner’. (5 marks)

(© Explain Christopher and Susan’s statutory duties in respect to:
(i) Duty to render true accounts and full information. (5 marks)
(i) Explain the word “agent.” (5 marks)

[Total: 20 Marks]
QUESTION SIX

There are some situations where the facts speak for themselves; it is obvious that the defendant

is negligent. In such instances, the doctrine of Res Ipsa Loquitur is applied.

Required:
(a) In light of the aforementioned, explain the doctrine of Res Ipsa Loquitur. (10 marks)
(b) Explain any five (5) remedies in the law of contract. (10 marks)

[Total: 20 Marks]

END OF PAPER

95



DA 6 BUSINESS LAW
SUGGESTED SOLUTIONS
SOLUTION ONE

1.1 A

1.2 D
1.3 B
14 B
1.5 A
1.6 C
1.7 C
1.8 B
19 D

1.10 C



SOLUTION TWO

(a)

(b)

Where there is a contract for the sale of goods by description, there is an implied condition
that the goods will correspond with the description. A sale by description is a sale where
words are used to identify goods sold. Henceforth, where there is a sale of goods by
description there is a condition that the goods will correspond with the description. If the
buyer does not see the goods before he buys them, there has clearly been a sale by
description. However, even where the buyer has seen the goods and selected them
himself, may still be a sale by description, if he has relied to some extent on a description.
Beale V Taylor (1967), the defendant advertised a car for sale as a 1961 Triumph
Herald. The plaintiff inspected the car before he bought it. He later discovered that the
Vehicle consisted of a rear half of a 1961 model herald which had been welded to the
front half of the earlier model. It was held that the plaintiff was entitled to damages for
breach of section 13 of the Sale of Goods Act even though he had seen and inspected
the car. He had relied to some extent on the description contained in the advertisement.

In the same vein, Peter will succeed in her suit for damages against Kyan.

Duty to account for private profits: This is a statutory duty that every agent must account
to the principal for any benefit derived by him without the consent of the principal from
any transaction. An agent must not make secret profits when acting on behalf of the

principal; should he/she must disclose/account to the principal.
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SOLUTION THREE

(a)

(b)

When someone chooses to enter into a contract with a minor or an infant, they are doing
so at their own risk. Contract laws provide minors the option to exit a contract as they
desire, which is called "voiding a contract. “"These exist to protect minors from entering
into contracts with responsibilities and obligations that they may not understand. For
instance, in the case of Nash v Inman (1908) the claimant supplied clothing to the
defendant minor, a Cambridge undergraduate. The clothing included 11 fancy waistcoats.
It was held that, ‘as the defendant was already amply supplied with clothing appropriate
to his station in life the clothing purchased could not amount to necessaries and the

action must fail’.

The rule that allows minors to void contracts can lead to severe consequences, so the
laws do have some basic exceptions. One exception allows a minor to either void or
accept the contract within a reasonable amount of time upon reaching the age of

majority. Henceforth, a contract with a minor is voidable at the choice of a minor.

However, there are certain contracts which a minor cannot avoid as follows.

Military contracts

Taxes

Necessities

Penalties

Bank regulations

The contract Muka has with Gina’s Book Shop is a valid contract. This is because it is a
contract relating to necessities. Many enforceable contracts among minors relate to
necessities. If a minor chooses to enter into a contract for something concerning
education, comfort, or health, it cannot be voided based on the capacity rule. When

voiding a contract, @ minor must follow certain rules of the law.

The first rule is returning any items that have been granted under the contract terms. If
the minor has any of the items received, they must be returned before the contract can
be voided. Failure to return the property limits the ability to void a contract. In general,
a contract with an infant or minor can be voided. This rule protects younger people who
don't necessarily understand the responsibilities or consequences of entering into
contracts. Minors don't have the capacity to enter into contracts.
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Statutes and court rulings offer the option to exit contracts to minors, at their own
discretion. The other party entering into a contract with a minor does not have the right
to void a contract. Only the minor has the discretion to void a contract on this basis.
Although the contract is valid, the minor can exit if they wish to do so. Since this rule can
lead to severe consequences or be abused, several exceptions exist to the general void

ability rule for contracts with minors.

The first rule concerns contracts relating to entertainment or sports. If a minor enters
into an entertainment or sports contract, this would not be voidable at will. Any contracts
for necessities, such as services and goods that are necessary to the safety and health of
minors, can't be voided at will. Examples of necessities include shelter or lodging,
clothing, and food. In some cases, a motorcycle or automobile could be classified as a
necessity. For instance in the case of Roberts V. Gray ([1913] 1 K. B. 520). It was
held, that a contract for the education of an infant so that he may able to earn his living
(e.g., as a professional billiard player) is a contract for necessaries. It is worth noting that
the onus lies on the adult to prove that the contract is a contract for necessities.
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SOLUTION FOUR

(a)

(b)

(c)

(d)

Redundancy: This is a method by which an employee loses his employment when an
employer intends to stop carrying on his business or is reducing employee numbers
because of poor business or to save on costs, so the business remains viable. The
employee is entitled to redundancy payment based on how long he has worked, among
other factors.

Termination of Contract of Employment by Frustration: Frustration of a contract occurs
when, without the fault of either part, it becomes incapable of being performed. Thus, a
contract of employment becomes frustrated when the employee is incapable of
performing the contract e.g. when he is sick, dies, imprisoned etc and cannot carry on
the work.

Divisions of the High Court: The High Court for Zambia is established pursuant to Article
133 of the Constitution and is the third highest court in Zambia after the Court of Appeal,
and the Supreme Court/Constitutional Court (the two are at par).

It has four (4) divisions:

Industrial Relations Court — For labour and industrial disputes

Commercial Court — Commercial/business related matters

Family Court — For Family matters like divorce.

Children’s Court — For matters relating to custody of children, adoption, etc.

Persuasive Precedent: A precedent is a previous court decision which another court is
bound to follow by deciding a subsequent case in the same way. Persuasive precedents
may be followed, but need not be followed in a later case. This occurs where a decision
is made by the court of the same status e.g. Livingstone High Court and Kitwe High Court;
when a decision is made by a court of a different country; or the court hearing the matter
is higher than the one that made the decision, e.g. the Supreme Court is higher than the
High Court, so it is not bound by the High Court decisions, they can just be persuasive to
it.

100



SOLUTION FIVE

(@)

(b)

(c)

A partnership deed or agreement governs a partnership business. It is important to have
a partnership deed, though not legally necessary to have one for the following reasons:
It lays down the details as to how the partnership would run such as amount of capital,
management of the partnership, how the partners are to relate to each other, sharing of
profits, etc. A partnership deed will reduce confusion in the running of a partnership.

A General Partner is one who has no specific role in a partnership business and is the
usual (most common) type of partners. He has the right to take part in the management
of the business, usually oversees the day to day running of the business, can legally bind
the business and is personally liable for debts of the business, unless the partnership
agreement states to the contract. Thus, the implications of Christopher being a general
partner are that, he will take part in the management of the partnership, he will bind the
partnership, etc unless there is a provision in the partnership deed to the contrary.

Statutory duties of partners are those provided for in the Partnership of 1890.

(i) Duty to render true accounts and full information:- This is a statutory duty that
partners (Susan and Christopher) must disclose their incomes arising from the partnership
business and must inform the other partner(s) of anything that is material to the
partnership, i.e. that affects the partnership or the partners. Failure to do so renders the
transaction voidable (Law v Law [1905]

(ii) An agent is a person who negotiates or concludes commercial or business agreements
on behalf of another called the principal.
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SOLUTION SIX

(@)

The Latin term Res Ipsa Loguitur means “the thing speaks for itself *. Which means the
situation of a particular act is enough to get the idea what has happened. It is
the principle that the mere occurrence of some types of accident is sufficient to imply

negligence.

In tort law, a principle that allows plaintiffs to meet their burden of proof with what is, in
effect, circumstantial evidence. The plaintiff can create a rebuttable presumption of
negligence by the defendant by proving that the harm would not ordinarily have occurred
without negligence, that the object that caused the harm was under the defendant’s
control, and that there are no other plausible explanations. It is a Prima facie case.

According to the Blacks Law Dictionary the maxim is defined as the doctrine providing
that, in some circumstances, the mere fact of an accidents occurrence raises an inference
of negligence so as to establish a prima facie (at first sight) case. It is a symbol for the
rule that the fact of the occurrence of an injury taken with the surrounding circumstances
may permit an inference or raise a presumption of negligence, or make out a plaintiff’s
prima facie case and present a question of fact for the defendant to meet with an

explanation.

Essentials to prove res ipsa loquitur —
(1.) The incident was of a type that does not generally happen without negligence
(2.) It was caused by an instrumentality solely in defendant’s control

(3.) The plaintiff did not contribute to the cause

Limitations on Res ipsa Loquitur

An injury which happens without the fault of a plaintiff (i.e. certain types of slip-and-fall
accidents) would necessarily fail the prima facie test, failing the third element in
particular.

Maxim not applicable if different inferences possible —

The maxim res ipsa loquitur applies when the only inference from the facts is that the
accident could not have occurred but for the defendant’s negligence.

In Sk. Aliah Bakhas v. Dhirendra Nath, an auto rickshaw tried to cross the unmanned
level crossing when the railway train was at a short distance from the crossing. The auto
rickshaw was hit and dragged to some distance by the train injuring the occupants. It
was held that an attempt on the part of the rickshaw driver to cross the railway track
when the train was fast approaching could lead to the only inference that the rickshaw
driver was negligent. Therefore, the presumption of negligence against the rickshaw
driver was raised. When the accident is capable of two explanations, such a presumption
is not raised.
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(b) The remedies in the law of contract are:

(1) Damages — This is a financial compensation awarded by the court to a party
that has suffered injury from the breach of contract. It could be liquidated or
unliquidated.

(2) Injunctions — This is remedy ordered by the court against a breaching party
to stop breaching the contract until a certain period of time, e.g. until the
matter is determined by the court.

(3) Rescission/Repudiation - This a remedy where a contract is
repudiated/cancelled because of breach or non - availability of the subject
matter of the contract.

(4) Specific performance — This is a remedy ordered by the court whereby
parties are ordered to perform their parts of the contract as agreed.

(5) Restitution — This is a remedy where at the cancellation of a contract or
failure of consideration, parties are restored to their original positions. In an
even that they had exchanged consideration, each one will get back what
belongs to them.
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SECTION A — COMPULSORY
Attempt all ten (10) multiple choice questions

QUESTION ONE

Each of the following questions has only one (1) correct answer. Write the letter of the correct
answer you have chosen in your answer booklet. Marks allocated are indicated against each
question.

1.1  Which of the following is true about Principles of Management?

The principles of management are in a continuous process of evolution.
The principles of management have evolved.

The principles of management have not evolved.

None of the above.

Uow>

(2 marks)

1.2 Which of the following is true about Managers within an organization?

Management skills apply to managers at top levels in an organization.
Management skills apply to managers at all levels in an organization.
Management skills apply to managers at middle levels in an organization.
Management skills apply to managers at executive levels in an organization.

(2 marks)

OnOw>

1.3 Which of the following is the main reason for the existence of an organization?

The vision of an organization.

The mission of an organization.

The objectives of an organization.

The Chief Executive Officer (CEO) of an organization.

OO w>

(2 marks)

1.4  Which of the following is a crucial aspect of strategic planning?

It is a broad concept that consists of business and corporate strategy.

It is an overall concept that consists of strategy formulation and implementation.
It is a broad concept that consists of environmental and internal analysis.

oo w »

It is a general concept that consists of business inputs and outputs.

(2 marks)
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1.5

1.6

1.7

1.8

Which of the following is the main objective of the Unity of Direction principle?

Coordination.
Unity in action.
Both a and b are correct.

o0 w P

Both a and b are incorrect.

(2 marks)

Which of the following is the correct meaning of concentration of decision-making
authority?

Span of management.
Centralization.

Decentralization.

o0 w >

None of the above.

(2 marks)

Which of the following is the function of Management?
A. Directing.

B. Controlling.
C. Planning and Organizing.
D. All of the above.
(2 marks)

Who is referred to be the “Father of Scientific Management?”

Henry Fayol.
Robert Owen.
Fredrick W. Taylor.
None of these.

OO0 w P

(2 marks)
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1.9  What are functional Managers responsible for?

They are only responsible for a single area of activity.
They hold the responsibility to the upper level of management and staff.

They are responsible for complex organizational sub-units.

o0 w P

They hold the responsibility of obtaining copyrights and patents for newly developed

processes and equipment.

(2 marks)
1.10 What is the Lewin three-stage approach to introducing change?

A. Establish a time-table for change, draw up a plan for change, implement the change.

B. Change top management attitudes, change management style, change employee
behavior.

C. Unfreeze existing behavior, change attitudes and behavior, refreeze new behavior.

D. Change individual attitudes, change group attitudes, change organizational culture.

(2 marks)
[Total: 20 Marks]
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SECTION B

There are FIVE (5) questions in this section.
Attempt any FOUR (4) questions.

UESTION TWO

(a) Explain any four (4) benefits of delegation. (8 marks)
(b) Discuss any three (3) differences between Transactional leaders and Transformational
leaders. (6 marks)
(©) Explain the three (3) ways as suggested by Frederick Herzberg of improving job design
in order to make jobs more interesting to the employees. (6 marks)
[Total: 20 Marks]

QUESTION THREE

Pat Ltd Company intends to move beyond the minimum requirements for equal employment
opportunities to become a company in which everyone could reach his or her full potential. The
company has decided to explicitly value differences among people. To achieve this, it has come
up with two (2) components i.e. core groups that will be used to help employees recognize their
stereotypes and false assumptions. Leaders will also have encouraged discussions and self-
development while digital employees will attend training programs, understanding the dynamics
of diversity. Secondly senior managers will be asked to highlight the importance of culture
diversity and encourage younger managers to strive for employee diversity and celebration of
race, gender and ethnic differences. (Harvard Business Review March-April1990)

Required:

(a) Explain how Pat Limited Company is meeting the human resource needs of its

organization. (8 marks)

(b) Identify the four (4) ways Pat Limited Company is responding to the human resource

objectives. (4 marks)

(©) Human resource management requires top management involvement and promotion of
culture and values, so that employees are committed as opposed merely to their consent.
Explain how Pat company is responding to this requirement. (5 marks)

(d) Employees are crucial to achieving sustainable competitive advantage. Identify the efforts
this company is making towards the achievement of this in the passage. (3 marks)
[Total: 20 Marks]
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QUESTION FOUR

(a)

(b)

Explain the following Principles of Management that are associated with the classical

school of Management theory.

) Unity of direction.
(i) Esprit de corps.
(iii)  Scalar Chain.
(iv)  Centralisation.
(V) Unity of command.
(10 marks)

There should be equality of treatment throughout all levels of the organisation, However,

there is a sense of inequity that staff experience in some cases.
Required:

Using Adam’s equity theory of motivation, explain the possible outcomes from staff who

may have a sense of inequity at work places. (10 marks)

[Total: 20 Marks]
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QUESTION FIVE

(a) Marketing mix elements are controllable variables that can be used to influence the
market.
Required:
Explain the extended marketing mix elements as they apply to a service. (9 marks)
(b) The common disadvantage of a partnership and sole trader is that the owners have
unlimited liability.
Required:
Describe unlimited liability (3 marks)
(© The Government of the day has been pushing for decentralisation in its developmental
programs.
Required:
Explain to your friend who is a student nurse, any four (4) benefits of decentralisation.
(8 marks)
[Total: 20 Marks]
QUESTION SIX

Organisations may experience difficulties in implementing changes where by expected benefits
may also fail to materialise.

Required:

(a) List any five (5) stages of change that would have a major impact on organisations as
suggested by Kotler and Cohen (2009). (5 marks)

(b) Identify any five (5) ways of removing barriers when major changes occur in an
organisation. (10 marks)

(©) Outline any five (5) advantages of a decentralised structure as organisations manage

change. (5 marks)
[Total: 20 Marks]

END OF PAPER
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SOLUTION TWO

(@)

(1) Delegating builds a culture of trust

One of the most important traits of great leaders is the ability to build a genuine culture of
trust. After all, people want to follow leaders who they feel truly care about their team
members and want to help them grow and develop. The best way to build that trust is to
help your team know that you have confidence in their abilities and that you want them to
be valuable contributors to the company’s overall success.

(2) Delegating can be a means of training and development of staff.
(3) It can help in testing the suitability of subordinates for promotion.

(4) Delegating builds engagement among team members.

Leaders who fail to delegate adequately often have employees who are afraid to take
initiative or who feel apprehensive about bringing new ideas to the table. When
employees truly feel that their skills and talents are being put to good use, they

are engaged and happier overall.

(5) Delegating stimulates creativity and develops skills in your team

Leaders who give their team members the freedom to tackle delegated tasks in their own
way are actually empowering their team and giving them a creative license. These
employees become driven to succeed, not only for themselves and their own futures, but
also for the future of their employer. What's more, this personal initiative can lead to
creativity breakthroughs, which can benefit everyone involved, and it helps team
members build some very specific skills along the way.

(6) Delegating helps leaders achieve a better work-life balance

Especially since the COVID-19 pandemic, many leaders feel overwhelmed by a mounting
list of responsibilities. In some cases, layoffs have thinned out teams, forcing leaders to
take on more tasks that they don't feel they have time to teach others. Yet when leaders
take time to share responsibilities in a more team-based approach, they free up more
time for the tasks most important to running an effective team. They also create more
space for self-care, which helps to prevent burnout and keeps leaders motivated and
excited about their roles.

(7) Delegating creates a positive business culture overall

Consistent delegation helps to boost team morale, improve efficiency and productivity,

and promotes enthusiasm, innovation, and cooperation — all of which are vital to a

company’s bottom line. Delegating can also help reduce turnover rates, minimize safety
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risks, and supply the company with a group of highly qualified employees who are experts
at getting the job done right.

(b)

Differences Transactional Leadership Transformational Leadership

Focus Maintains the status quo and focuses|Inspires change, innovation, and personal
on tasks and performance growth

Motivation Relies on rewards and punishmentsMotivates through vision, values, and
to motivate followers personal development

Transactional Emphasizes a transactional Fosters a transformational relationship

Exchange exchange between leaders andbased on trust and mutual respect
followers

Communication Communication is directive and task-Communication is open, empowering, and

Style oriented visionary

Decision-Making |Centralized decision-making byDecentralized decision-making, involving
leaders and empowering followers

Leadership Reactive and responsive to problemsProactive, anticipatory, and strategic

Approach and crises approach to leadership

Creativity andLimited focus on creativity andEncourages creativity, innovation, and

Innovation innovation new ideas

Leadership Impact Maintains stability and efficiency inInspires and transforms individuals and
established systems organizations for long-term success

Employee Less emphasis on individual growthFocuses on personal and professional

Development and development growth of followers

Leadership Style Directive and transactional Inspirational and transformational
leadership style leadership style

(c)

(i) Job Rotation

Job Rotation means laterally moving an employee to different positions, departments, or
geographical locations to professionally develop the employees by exposing them to new
knowledge, skills, and perspectives.

Job rotation provides a win-win solution for organizations and employees alike. As it keeps

employees engaged, motivated and promotes continuous learning, while also ensuring a
diverse and adaptable talent pool for the organization.
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(i) Job Enlargement

Job enlargement seeks to address this issue by expanding the number of tasks one person
is responsible for. For example, instead of performing one task in a series, a worker would
be responsible for a series of tasks. Job enlargement needs to be coupled with training to
develop competency in performing the additional tasks. If effectively designed, job
enlargement can increase satisfaction. Quality may remain high or increase, since there’s a
greater understanding of dependencies. However, if job enlargement is perceived to be
simply an addition of more rote tasks with no emotional return, satisfaction and productivity
will not increase and may in fact decrease further.

(iii) Job Enrichment

The theory of job enrichment is attributed to Frederick Herzberg, who famously stated that
“if you want people to do a good job, give them a good job to do.” Herzberg believed that
“employee satisfaction can be enhanced through ‘job enrichment'-the addition of different
tasks associated with a job that provides greater involvement and interaction with that job.”
Specifically, he proposed that: “the job must use the full ability of the employee and provide
them with sufficient challenge and any employee who demonstrates an increasing level of
ability should be given correspondingly increasing levels of responsibility.”
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SOLUTION THREE

(a) Pat Limited Company is meeting the human resource needs of its organization through:

0)
(ii)
(iii)
(iv)

By identifying the human resource needs

Identification of individual potentials in employees

Acceptance of diversity in employees

Empowering employees in order to achieve the personal and organizational goals

(b) Pat Ltd Company is responding to the human resource objectives through the following:

(M
(ii)
(iii)
()

Readiness to introduce change that will improve the company

Aim to improve employee value

By meeting the social and legal responsibility relating to its human resource
Create and maintain a cooperative atmosphere of relationships within an
organization.

(©) Pat Ltd Company is responding to this requirement through:

(M
(ii)
(iii)
()
V)

By promoting equal opportunities

Helping employees recognize their stereotype and false assumptions
Offering training programs

Promoting the understanding of the dynamics of diversity
Encouragement of young managers to strive for employee diversity

(d) The efforts this company is making towards the achievement of this in the passage.

(i)

(i)
(iii)

By striving to become a company in which every employee could reach his or her
full potential

By understanding the dynamics of diversity

By encouraging employee free discussions and self-development opportunities
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SOLUTION FOUR

(@)

(b)

Principals of management that are associated with the classical school of management

theory.

(i)

(if)
(iii)
(iv)
v)

Unity of direction- There should be one plan and the same objectives for
everyone engaged in a particular activity for the purposes of coordination and
focusing of effort.

Esprit de corps — There must be a strong positive spirit in a team. Therefore,
members must encourage each other to achieve a common goal.

Scalar Chain — The lines of reporting should be clear, sensible and understood
by staff to avoid confusion as people work.

Centralisation — An organisation needs some amount of centralisation of decision
making.

Unity of command - An employee should receive orders from just one boss

The possible outcomes from staff who may have a sense of inequity at workplaces using
Adams equity theory include:

(1)

(i)
(iii)
(iv)

(V)

Staff can reduce the in-put they put in work activities.

Changing the amount of pay or the nature of reward an individual want.

Staff can resign from their work and go somewhere else where they can be
recognised and valued.

Staff can change their views by convincing themselves that the inputs are less
or the output are more than they really are.

In rare cases, Staff may try to consistently work hard until they are recognised.
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SOLUTION FIVE

(a)

(b)

(c)

Extended marketing mix elements

The extended marketing mix elements are process, people and physical evidence
Process

The process through the service is delivered which may include queuing, procedures etc.
People

The staff involved in actual delivery of a service which include knowledge, honest,
friendliness, neatness etc.

Physical evidence

These are tangible elements of a service which act as an indicator of service quality such
as furniture, ambience, equipment etc.

Unlimited liability.

This means the liability of the owners is not restricted to capital invested but extend to
personal capacity such that they are personally liable for debts of the business.

Benefits of decentralisation

(1) The burden on top level management is lessened in terms of workload and stress as
the concentrate on strategic issues.

(2) As junior are given responsibilities, it improves their motivation and morale.

(3) Decision is faster as the is no need to refer to the superior from time to time unless
on certain matters that may require higher authority.

(4) Decisions are made with local knowledge hence improved.

(5) The skills of junior managers are improved hence making them ready for higher
responsibilities.
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SOLUTION SIX

(@)

(b)

(c)

Stages of change that would have a major impact on organisations as suggested by Kittler
and Cohen (2009).

(1) Stage 1- increase urgency

(2) Stage 2- Build the guiding team

(3) Stage 3- setting a right vision

(4) Stage 4- Communicate the buy in, convince the team with benefits to change
(5) Stage 5 — Remove the barriers to major change. (empower action)

(6) Stage 6 — create term wins

Ways of removing barriers when major changes occur in an organisation.

(1) Provide an area of responsibility to a manager who resists change so that they
experience it and appreciate any changes to be made.

(2) Provide individuals with something such as rewards or some form of punishment if
something is not done, this may encourage them to try something new. Change the
system of doing things.

(3) For barriers in the mind, a solution must be found to communicate about small scale
success stories on the path towards change, let people know how that positive
progress is being made.

(4) Let employees see themselves to be in an environment where they are not
threatened, let them feel free.

(5) Keep sharing important ideas and information as changes occur.

Advantages of a decentralised structure as organisations manage change.

(1) It encourages a greater attention to efficiency, lower costs and higher profits.

(2) It also reduces the number of levels of management, reporting lines tent to be
direct and faster.

(3) It focuses attention of management below senior level on business performance.

(4) The likelihood of unprofitable products and activities being continued is reduced.

(5) Itis a training ground for lower-level managers.

(6) Customers are given a good service as this structure speeds up operational
decisions.

END OF SUGGESTED SOLUTIONS
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SECTION A

There are TWO (2) COMPULSORY questions in this section.
Attempt BOTH questions.

QUESTION ONE

Gerrit Plc (Gerrit) holds investments in the equity shares of Fleegle Plc (Fleegle) and Snyder Ltd
(Snyder). The investments were acquired as follows:

- On 1 January 2024 Gerrit Plc acquired 400,000 shares in Fleegle when the retained
earnings of Fleegle were K160,000. The consideration comprised of an immediate
cash payment of K900,000 and a share for share exchange of 1 share in Gerrit
for every 2 shares acquired in Fleegle. On the date of acquisition, the market
prices of shares of Gerrit and Fleegle were K3.00 and K2.50 each respectively.
Only the cash consideration has been recorded by Gerrit.

- On 1 January 2024 Gerrit acquired 40% of Snyder’s equity shares for cash
consideration amounting to K400,000. The retained earnings of Snyder on that
date were K200,000.

The remainder of Gerrit non current asset investments relates to a 12% investment in an
unrelated entity and has been classified as a fair value through profit or loss item in accordance
with IFRS 9 Financial Instruments. The fair value of the investment at 31 December 2024 is
K120,000, and this re-measurement has not yet been accounted for.

The following draft statements of financial position relate to the companies as at 31 December
2024:

Statements of financial position as at 31 December 2024

Gerrit Fleegle Snyder
K'000 K'000 K'000
Non Current Assets:
Property, plant and equipment 3,020 2,180 650
Investments 1,400 -
4 420 2,180 650
Current Assets:
Inventories 510 310 285
Trade receivables 920 380 175
Cash and cash equivalents 180 150 125
1,610 840 585
6,030 3,020 1,235
Equity:
Ordinary shares of K1.00 1,600 500 360
Share premium 780 180 -
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Retained earnings 2,400 1,370 260
4,780 2,050 620

Non-Current Liabilities:

12% loan notes 200 400 -

Current Liabilities:

Trade payables 740 445 240

Current tax 310 125 375
1,050 570 615
6,030 3,020 1,235

The following information is relevant:

(i)

(if)

(iii)

(iv)

v)

On the date of acquisition, the fair values of Fleegle’s net assets were equal to their
carrying amounts except for the following:

- A piece of non-depreciable land whose carrying amount was K150,000 had a
fair value of K180,000.

- An item of plant whose fair value exceeded its carrying amount by K120,000.
The remaining useful economic life of plant on that date was 10 years.

During the year to 31 December 2024, Gerritt sold trading inventory to Fleegle at the
total sales value of K60,000. Gerrit makes all its sales at a markup of 50%. Fleegle has
subsequently sold three quarters of the inventory bought from Gerrit to third parties by
the year end.

Included in trade receivables of Gerrit is K30,000 due from Fleegle, whereas the trade
payables of Fleegle only includes K20,000 as owing to Gerrit. The difference between the
amounts reported by the two companies is due to cash remitted by Fleegle which has not
yet been received by Gerrit.

The group’s policy is to initially measure non controlling interest in equity at the fair
value of their share holding.

Goodwill on acquisition of Fleegle has been impaired by K20,000 at 31 December 2024.

The investment in Snyder Ltd has not suffered any impairment.

Required:

@)

Explain the circumstances under which an investment in another entity may be
accounted for as a subsidiary even though the shareholding is less than 51%.

(6 marks)
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(b) Explain the difference between the proportionate method and the fair value method

of valuing non-controlling interest when calculating goodwiill.

(4 marks)

(9 Prepare the consolidated statement of financial position for the Gerrit group as at 31

December 2024.

QUESTION TWO

The following trial balance relates to Mafinga Ltd as at 31 March 2025.

Dr
K'000
Revenue
Cost of sales 221,250
Distribution costs 9,000
Administrative expenses 17,000
Investment income
Equity shares of K1 each at 31 March 2025
5% loan notes
Retained earnings as at 1 April 2024
Revaluation surplus as at 1 April 2024
Share premium at 31 March 2025
Property at valuation 1 April 2024 71,250
Plant and equipment at cost 67,750

Accumulated depreciation plant and equipment at 1 April 2024
Financial assets equity investments at fair value at 1 April 2024 22,000

Loan note interest paid 2,500

Dividends paid 11,250

Trade receivables 42,000

Trade payables

Bank

Current tax 7,500

Deferred tax

Research and development 19,500

Inventories at 31 March 2025 32,550
523,550

The following notes are relevant:

(15 marks)
[Total: 25 Marks]

Cr
K'000
283,750

750
75,000
50,000
15,500

7,500
23,250

22,750

35,450
5,600

4,000

523,550

(1) Mafinga Ltd commenced a research and development project to develop a new product
on 1 October 2024. Mafinga spent K2.5 million per month on research until 31 December
2024, at which date the project passed into the development stage. From 1 January 2025,
it spent K4 million per month until 31 March 2025 at which date the development was
completed. However, it was not until 1 February 2025 that the directors of Mafinga Ltd
were confident that the new product would be commercially successful.

Expensed research and development costs should be charged to cost of sales. At 31
March 2025, no commercial production of the developed product had began.
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(2)

(3)

4

(5)

(6)

7)

Revenue includes K10 million for sales by Mafinga Ltd to Mphundu Plc, of one product on
1 April 2024. As part of the sale agreement, Mafinga Ltd is committed to the ongoing
servicing of this product until 31 March 2027 (i.e three years from date of sale). The
value of this servicing is included in the K10 million. The estimated cost to Mafinga Ltd
of servicing is K600,000 per annum and Mafinga Ltd’s normal gross profit margin on this
type of servicing is 25%. Ignore discounting.

Mafinga Ltd revalues its property at each reporting date. The fair value of the property
at 31 March 2025 was K72.5 million. The remaining life of the property on 1st April 2024
was 15 years. Mafinga Ltd does not make an annual transfer to retained earnings in
respect of the revaluation surplus. Ignore deferred tax on the revaluation.

Plant and equipment is depreciated at 15% per annum using the reducing balance
method. No depreciation has yet been charged on any non current asset for the year
ended 31 March 2025. All depreciation is charged to cost of sales.

The 5% loan note was issued on 1 April 2024 at a nominal value of K50 million incurring
direct issue costs of K1.25 million which have been charged to administrative expenses.
The loan note will be redeemed after three (3) years at a premium which gives the loan
note an effective finance cost of 8% per annum. Annual interest was paid on 31 March
2025.

A provision for current tax for the year ended 31 March 2025 of K3 million is required,
together with an increase in deferred tax provision of K1 million to be charged to the
profit and loss. The balance on the current tax account in the trial balance above
represents the under/over provision for the current tax for the year to 31 March 2024.

At 31 March 2025, the financial asset equity investment had a fair value of K24 million.
There were no acquisitions or disposals of these investments during the year. The
financial asset has been classified as a fair value through profit or loss (FVTPL).

On 1 August 2024, Mafinga Ltd issued 10 million shares at their full market price of
K3.25. In addition, Mafinga Ltd paid a dividend of K0.15 per share, on 31 December
2024 for all shares in issue on that date. The new share issue has already been accounted
for in the above trial balance.

Required:

(a) Prepare the statement of profit or loss and other comprehensive income for
Mafinga Ltd for the year ended 31 March 2025. (12 marks)

(b) Prepare the statement of changes in equity for Mafinga Ltd for the year ended 31
March 2025. (5 marks)

(©) Prepare the statement of financial position for Mafinga as at 31 March 2025.

(8 marks)
[Total: 25 Marks]
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SECTION B

There are THREE (3) questions in this section.

Attempt any TWO (2) questions.
QUESTION THREE

Troy Investments, an entity based in Lusaka South, has a number of offshore operations. One
of them that is based in East Africa, a region that has been hit by a cyclone. Directors of Troy
investments sought the services of experts to assess the sustainability of operations in that
region. In view of the circumstances, the directors wish to obtain finance in order to support the
sustainability of the operation. Today is 31 December 2024, and you are required to analyse the
following scenarios in order to provide information that will be used for making appropriate
decisions:

(a)

(b)

An expert assessment of the operations in East Africa show that the whole Cash
Generating Unit (CGU) has a net recoverable amount of K220 million. For this reason, it
has become necessary to revise the assets carrying amounts to their recoverable
amounts, given the following information:

Asset (carrying amounts) K 000
Goodwill 25,000
Intangible Assets 45,000
Land and Buildings 120,000
Plant and machinery 130,000
Inventory 20,000
Other current assets 15,000
Total 355,000

As a result of the cyclone, plant and machinery worth K35 million was destroyed and a
project whose development costs amounted to K20 million has been abandoned.
Inventories and other current assets are deemed to be at their expected recoverable
amounts.

Required:

(a) Explain the ‘impairment of assets’ according to IAS 36 Impairment of Assets,
clearly stating factors that indicate that an asset may be impaired.
(4 marks)

(i) Determine the revised carrying amounts of the assets in the CGU after the
impairment review. (4 marks)

In order to sustain operations in East Africa, directors of Troy Investments are wondering
whether to issue preference shares or convertible bonds whose details are as follows:
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(c)

(i)

Troy Investments can issue 12 million K1.00 10% redeemable preference shares
on 1 January 2025 at par. The shares would be redeemed on 31 December 2027
at a huge premium resulting in an effective interest rate of 14%. Issue costs to
be incurred are estimated to be K 0.5 million.

(i) Troy Investments can issue 10% K12 million convertible bonds on 1 January 2025
at par. Each bond would be redeemed on 31 December 2027 at its par value of
K200 per bond. Alternatively, each bond can be converted into 100 K1.00 shares
on maturity. Coupon interest payments would be made in arrears at 10% per
annum. The applicable market interest rates for a similar three-year bond without
conversion rights is 14%. The following is an extract of relevant discount factors:
End of year At the rate of 10% At the rate of 14%
1 0.909 0.877
2 0.828 0.769
3 0.751 0.675
3 year cumulative 2.487 2.322
Required:

Show, by way of financial statement extracts, the effect of each of the two options on
Troy Investments’ financial statements for the year to 31 December 2025. (7 marks)

Troy Investments wishes to obtain finance from outside the country, considering that the
operations affected by the cyclone are in East Africa. The financial impact of the cyclone
can be said to have arisen from an adjusting event or from a non-adjusting event.
Directors understand that financial reporting is guided by International Financial
Reporting Standards (IFRSs).

Required:

(i) Explain the difference between adjusting events and non-adjusting events, in line
with IAS 10 ‘Events after the Reporting Period’. (2 marks)

(i) Explain whether in the case of Troy Investments, the cyclone, the issue of the
preference shares or arranging for the bond are adjusting events or non-adjusting
events (2 marks)

(iii) Distinguish between Functional Currency and Presentation Currency according to
IAS 21 Effects of Changes in Foreign Currency. (2 marks)

(iv)  Explain how Troy Investments will account for its foreign sourced finance in

accordance with IAS 21 for purposes of recording in the accounts and financial
statements. (4 marks)

[Total: 25 Marks]
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QUESTION FOUR

A group of international investors (SmartNet) is considering acquiring a listed viable local Hotel
located in Livingstone near the famous Victoria Falls. After initial screening of hospitality business
within the target area, two Hotels Zambezi Miracle and Luyando Stars have been selected for
further due diligence. The following extracts relates to the two (2) company’s investor ratios and
liquidity position.

Zambezi Luyando
Miracle Plc Stars Plc
Investor ratios

Earnings per share K3.11 K4.50
Dividend per share K2.3 K3.1
Dividend yield 2.5% 4.5%
Price earnings ratio 4 3
Dividend cover 1.35 1.45

Zambezi Luyando
Miracle Plc Stars Plc

Extracts from the statement of cashflows K'000 K'000
Net cash from operating activities (200) 50
Cash used in investing activities - (350)
Cash from financing activities 100 550
Net increase/(decrease) in cash and cash equivalent (100) 250
Opening balance 300 (150)
Effects of foreign exchange translation 8 12
Closing balance 208 112

The notes below are relevant:

(1) Both companies are significantly exposed to foreign currency risk due to the nature of
the market

(2) Local and international tourists tend to spend more time and money in hospitality facilities
which are seen to invest in their infrastructure companies with better investor ratios tend
to easily attract cheaper equity finance.

Required:
(a) State and Explain any three (3) weaknesses of Inter-firm financial analysis. (6 marks)
(b) Explain the implications of investor ratios to the Smartnet shareholders. (10 marks)

(© Using the summarized statement of cash flows provided, explain the current liquidity
position of the two (2) companies. (9 marks)

(Note there is no need to present the answer in report format)

[Total: 25 Marks]

126



QUESTION FIVE

(a)

(b)

The Zambian Government plans to move to (adopt) accrual based International Public
Sector Accounting Standards (IPSAS) by the year 2027. Accrual based IPSAS is the logical
step to promote a culture of accountability and transparency in managing government
resources. As such, ZICA promotes the implementation of accrual IPSAS in Zambia and
all accountants in public sector institutions must be fully conversant with the IPSAS
Reporting Framework. Generally, there is a wide variation in the rate of progress made
with IPSAS adoption and implementation. There are specific, complex and consistent
implementation challenges that adopting countries have faced which need to be
overcome.

Required:

Explain five (5) major factors that should be considered for a successful adoption and
implementation of accrual based IPSAS. (10 marks)

The IASB's Conceptual Framework For Financial Reporting sets out the qualitative
characteristics of useful financial information. Relevance and faithful representation are
the two fundamental qualitative characteristics. The four enhancing qualitative
characteristics are timeliness, understandability, verifiability and comparability. In 2018,
the International Accounting Standards Borad (IASB) changed the definitions of assets
and liabilities. The key change is that the term ‘expected’, which has been replaced in an
attempt to bring clarity.

Required:

(i) Explain the fundamental and enhancing qualitative characteristics of useful
financial information. (6 marks)

(i) Define the terms ‘asset’ and ‘liability” as revised by IASB in 2018. (3 marks)

(b) Pilato Co. (Pilato) extracts from the statement of financial position and other
relevant information are given below.
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Statements of financial position as at:

31 December 2024 31 December 2023

Assets K'000 K'000

Non-current assets (note (i))

Property, plant and equipment 2,880 1,860

Investment property 420 400
3,300 2,260

Other relevant information

An item of plant with a carrying amount of K240,000 was sold at a loss of K90,000 during
the year. Depreciation of K280,000 was charged (to cost of sales) for property, plant and
equipment in the year ended 31 December 2024. The revaluation surplus on property,
plant and equipment during the year was K100,000. Pilato uses the fair value model in
IAS 40 Investment Property. There were no purchases or sales of investment property
during the year. Income and gains on investment property during the year were K60,000.

Required:

Prepare an extract of the statement of cash flows in respect of investing activities for
Pilato for the year to 31 December 2024. (6 marks)

[Total: 25 Marks]

END OF PAPER
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DA 8 — FINANCIAL REPORTING
SUGGESTED SOLUTIONS
SOLUTION ONE

(@)

(b)

(c)

A subsidiary is an entity that is controlled by another entity that hold 51% or more of the
equity shares in the investee company. Control can be exercised in the following
circumstances even if the shareholding acquired is less than 51%.

The investor has power over the investee by means of some contractual agreement.

The investor is exposed to or has rights to variable returns from its involvement in
the management of the investee.

The investor has the ability to use its power over the investee to affect the amount
of the investee’s returns, e.g. by having majority of voting rights (defacto control).

The two methods of calculating Goodwill are the proportionate method and the Fair value
method. IFRS 3 does not state a preference between the two methods as to which one
should be used when preparing group financial statements.

The proportionate method:

The purchase consideration is reduced by the proportionate amounts of carrying amounts
of net assets on the date of acquisition in order to calculate goodwill. Assets must be at
their recoverable amounts, and liabilities at the amounts of obligations to be settled by
actual outflows from the entity. When assets and liabilities are at their recoverable
amounts, the calculation of goodwill be realistic. The carrying amount of goodwill is found
by deducting any impairment losses identified on the day of consolidation. Only the group
share of retained earnings is affected by the impairment loss under this method.

The fair value method:

Acquisitions and business combinations are a reflection of the economic benefits that are
transferred between participating entities. The benefits are a measurement of future
anticipated cash inflows or cash out flows. For this reason, The amount of goodwill
recorded will not be over-estimated as it will be a reflection of the excess of the purchase
price over the net assets of the investee business. The measurement of non controlling
interest is also preferably done at fair value and the amount of goodwill will be calculated
on the assumption that 100% of the interest in the investee company has been acquired.
When this is done, any impairment of the goodwill will fairly be apportioned between the
holding company and the non controlling interest.

Gerrit Group Group Structure
80% Gerrit 40%
Fleegle Snyder
NCO = 20%
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W1: Reconciliation of Investment

Shares in Fleegle
Shares in Snyder

Other Investments -FVTPL
Investment total

W2, Share for share exchange

900
400

100
1,400

New number of shares 80% x 500,000 =

Equity shares @ Par value

Total Considerations
W3. Carrying amount of NCI

Cash consideration
NCI share of profits of subsidiary
Impairment of Goodwill 20% x 20,000

Total Considerations
W4. Carrying amount of Investment in Snyder

Cash consideration
Group share of after tax profits
Impairment loss

Total Considerations

W5. Calculation of Goodwill

Purchase consideration —

Shares for share 900
Cash consideration in Fleegle 600
-Fair value of Non controlling interest 250
Total consideration 1,750

Net assets on acquisition:

Ordinary shares
Share Premium
Retained Earnings

Fair value adjust -Land

Fair Value adjustment -Plant
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500
180
160

30

400,000

K1.00 x (400,000/2*1)
Equity shares at Share Premium K2.00 x (400,000/2*1)

o

K000

200
400

600
K000

250
240

)]
486
K000

400
24

424



Goodwill
Impairment loss

Investment total

760

N
(S

W6. Unrealised profit and additional depreciation

Unrealised profits 50% x 60 x 1/4
Additional depreciation 120/10

W7. Group Retained Earnings

(a) Retained Earnings

Per Draft accounts
Pre-acquisition

Total
Unrealised profit (W6)
Additional Depreciation (W6)
Fair value adjustment Fina Asset
Total
Group share 0.80 x 1,198
Share of Associate (0.40 x 60)

Impairment Loss (0.80 x 20)
Total -Group RE

=5

= 12
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Gerrit Fleegle
K’ 000 K’000
2,400 1,370
- (160)
2,400 1,210
(5)
(12)
20 -
2,415 1,198
958
24 (24)
3,397
(16)
3,381

Snyder
K'000

260
(200)

60

60



GERRIT GROUP

STATEMENT OF FINANCIAL POSITION as at 31 December 2024:

Non Current Assets:

Plant, property & equipment 3,020+2,180+30+120 -12

Goodwill -carry amount (W5)

Other investments -FVTPL (W1) 100 +20
Investment in Associate (W4) 400+24
6,622 Current Assets:

Inventories 510+310-5

Trade Receivables  920+380-20-10
and Cash equivalents 180+150+10

Equity:

Ordinary shares of K1.00 (W2) 1,600+200
Share Premium (W2) 780 + 400
Retained Earnings (W7)

Non controlling Interest (W3) 150+240

Non Current Liabilities:

12% Loan Finance  200+400

Current Liabilities:

Trade Payables 740+445-20
Income Tax liability 310+125
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K000 K000
5,338
740
120
424
815
1,270 Cash
2,425
9,047
1,800
1,180
3,381
6,361
486
6,847
600
1,165
435
1,600
9,047



SOLUTION TWO

(a)

(b)

Statement of profit or loss and other comprehensive income for Mafinga Ltd for the

year ended 31 March 2025.

K'000
Revenue (W1) 282,150
Cost of sales (W3) (244,250)
Gross profit 37,900
Investment income 750
Fair value gain of financial asset (W7) 2,000
Administrative expenses (W3) (15,750)
Distribution costs (9,000)
Operating profit 15,900
Finance costs (W4) (3,900)
Profit before tax 12,000
Income tax (W6) (11,500)
Profit for the year 500
Other comprehensive income:
Revaluation surplus (W5) 6,000
Total comprehensive income 6.500

Statement of changes in equity for Mafinga ltd for the year ended 31 March 2025.

Share Share Revaluation
capital pemium surplus
K000 K000 K000

Balances b/f 65,000 750 7,500
New share issue 10,000 22,500
Total comprehensive
income (W5) 6,000
Dividends paid
Balances c/f 75,000 23,250 13,500
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Retained

earnings
K'000
15,500

500

(11,250)
4,750

Total
K000
88,750
32,500
6,500

(11,250)
116,500



(©) Statement of financial position for Mafinga Ltd as at 31 March 2025.

K'000
Non-current assets:
Property, plant and equipment (W5) 110,750
Financial asset equity instrument (W7) 24,000
Research and development expenditure (W2) 8,000
Total non current assets 142,750
Current assets:
Inventories 32,550
Trade receivables 42,000
Total current assets 74,550
Total assets 217,300
Equity and liabilities:
Equity:
Equity shares of k1 each 75,000
Other components of equity 23,250
Revaluation surplus 13,500
Retained earnings 4,750
Total equity 116,500
Non current liabilities:
5% loan notes (W4) 50,150
Deferred tax 5,000
Deferred income (W1) 800
Total non current liabilities 55,950
Current liabilities:
Trade payables 35,450
Bank overdraft 5,600
Current tax payable 3,000
Deferred income (W1) 800
Total current liabilities 44,850
Total equity and liabilities 217,300

WORKINGS:

(1) Revenue

- Sale value of servicing included in K10 million = K2.4 million (K600,000*100/75*3
yrs)

- Revenue per annum = K800,000 (K2.4 million/3 yrs)

- Therefore only K800,000 needs to be recognized as revenue for the year to 31
March 2025

- K1.6 million to be deferred as liability in the statement of financial position split into
current (K800,000) and non current liability (K800,000).

- This means total revenue for recognition for the year ended 31 March 2025 is
K282.15 million (K283.75 million-K1.6 million).

(2) Research and development:
- Research expense = K7.5 million (K2.5 million x 3 months)

134



- Development expenditure to be expensed = K4 million (1 month of January

expenditure)

- Development expenditure for capitalization = K8 million (2 months of expenditure,

February and March).
- Total to be taken to profit and loss:
Research cost

K'000
7,500

Development expenditure 4,000

Total
(3) Operating expenses
Cost of
sales
K'000
Per trial balance 221,250

Research and development expenditure (W2) 11,500
Reversal of loan note issue costs

Depreciation: property 4,750
plant and equipment 6,750
244,250

(4) 5% loan notes:

Gross issue proceeds
Less issue costs

Balance Effective

b/f Interest @

8%

K000 K000

Year ended 31 March 48,750 3,900

2025
Double entry for Reversal of issue costs:
Dr loan note 1,250

Cr admin expenses 1,250

(5) Property, plant and equipment:

Property Plant and
equipment
K000 K'000
Cost/valuation b/f 71,250 67,750
Less accumulated depreciation 0 (22,750)
Carrying amount b/f 71,250 45,000
Dep’n expense (71,250/15 yrs)  (4,750)
(15%%*45,000) (6,750)
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11,500

Administrative
expenses

K000

17,000

(1,250)

K000
50,000

(1,250)
8,750

:

Nominal
interest @
5%

K000
(2,500)

Total

K'000
139,000
(22,750)
116,250
(4,750)
(6,750)

Distribution
costs
K'000
9,000

Balance
c/f

K'000
50,150



Carrying amount c/f 66,500
Revaluation surplus 6,000

Revalued amount 72,500
(6) Income tax:
K'000
Current tax c/f 3,000
Plus current tax b/f 7,500

Plus increase in deferred tax 1,000
Equals profit or loss charge 12,500

(7) Financial asset:
Fair value b/f
Fair value gain

Fair value c¢/f

(8) New shares issued:

- Number of new shares issued = 10 million

38,250 104,750
6,000

38,250 110,750

K'000
22,000
2,000
24,000

- At norminal price (to go to equity shares (*K1) = K10 million

- Share premium (*2.25) K22.5 million.
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SOLUTION THREE

(a)

In accordance with IAS 36, an asset is impaired when its recoverable amount falls below
the asset’s carrying amount. In this case, the standard requires the carrying amount to
be reduced to the recoverable amount. The required write off is the impairment loss. This
loss in value is often due to factors that are either internal or external.

A factor is an indicator of possible impairment if it adversely affects the asset’s net fair
value or value in use. Indicators of possible impairment include the following:

External factors:

(1) Significant fall in market value of shares

(2) Significant adverse external changes

(3) Increase in external market interest rates

(4) The value of net assets is greater than market capitalization of shares

Internal factors:

(1) Obsolescence and damage to assets.
(2) Significant internal adverse changes.

(3) Performance of non-current assets is worse than was expected.

The review of the CGU for impairment will involve comparing its carrying amount of K355
million with the recoverable amount of K220 million. In this case the CGU is impaired as
the recoverable amount has fallen below the carrying amount. A total impairment loss
arises amounting to K135 million (ie 355-220). The CGU loss must first be allocated to
specifically impaired assets before allocating the general loss to goodwill. Any loss after
the goodwill is exhausted must be apportioned to other intangible assets and PPE in the
ratio of their carrying amounts before the general loss.

Based on the above, the total loss will be allocated as follows: K000
Total loss (355-220) 135,000
Specific amounts allocated to:

Plant and machinery -35,000
Intangible assets -20,000
General CGU loss 80,000
Allocation of general
loss:
Goodwiill -25,000
55,000
Intangible assets 55000%*25/240 -5,729.2
Land and buildings 55000*120/240 -27,500
Plant and machinery 55000*95/240 -21,771
Total 0
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*Working - Carrying amounts of other intangible assets and PPE
prior to allocation of general CGU loss:

K'000
Intangible assets (45-20) 25,000
Land and buildings 120,000
Plant and machinery (130-35) 95,000
240,000
Summary of loss
allocated:
Specific | General | Total
Goodwill 25,000 | 25,000
Plant and machinery | 35,000 | 21,771 | 56,771
Intangible assets 20,000 5,729 | 25,729
land and buildings 27,500 | 27,500
Total 55,000 | 80,000

Carrying amounts of
the CGU assets after
review:
Amount before | Impairment Amount
impairment loss after review
Goodwill 25,000 (25,000) -
Intangible assets 45,000 (25,729) 19,271
Plant and machinery | 130,000 (56,771) 73,229
Land and buildings | 120,000 (27,500) 92,500
Inventory 20,000 20,000
Other current assets | 15,000 15,000
Total 355,000 (135,000) 220,000
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(b) (i) Preference shares

Amortisation schedule

2025

(i) Bond

Initial
Amount

K 000

(12000-500)= 11,500

Effectiv
Interest
14%

K 000
1,610

Present Value (liability component) 1

Redemption at Par

Interest repayments

Total

Discount Factors @ 12%

Present Values

Net Present value (sum)

Proceeds of the Bond
Less: Liability component

Equity Component

Amortisation schedule

2025

K

1,200
1,200
x 0.877
1,052.4

10,885.2

12,000

10,885.2
1,114.8

Initial
Amount

K 000
10,885.2

Effectiv
Interest
14%

K 000
1,523.928

Annual
Repayment
10%

K 000
(1,200)

Annual
Repayment
10%

K 000
(1,200)

Financial statement extracts for the y/e 31.12.2025

SPL

Finance costs

SFP
Equity

Share options reserve

Issue of
preference
shares

(1,610)
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Closing
Amount

K 000
11,910

12,000
1,200
13,200
x 0.675
8,910

Closing
Amount

K 000
11,209.1

Issue of convertible

notes

(1,524)

1,115



Non-current liabilities

10% Redeemable preference shares 11,910

10% Convertible loan notes 11,209

(c)

(i) Events that occur between the end of the financial year and the date when financial
statements are presented for public publication are referred to as events after the
reporting period (IAS10). These are the events that are classified into adjusting events
and non-adjusting events.

Adjusting events are those events that provide additional information about what existed
at the reporting date. They may be favourable or unfavourable, their financial impact
results in adjusting the account balances of assets and liabilities at the end of the period.
On the other hand, non-adjusting events are those that do not provide additional
information about what existed at the reporting date. They are therefore simply disclosed
in the financial statements.

(i) In the case of Troy Investments, the cyclone occurred during the year, and so it
does not qualify to be an even after the reporting period. The financial statement balances
already take into account the financial impact of the even, save the additional exercise of
determining the recoverability of the assets after the impairment. Arranging for the bond
or the issue of preference shares qualify to be events after the reporting period but are
non-adjusting. Accordingly, they would just be disclosed in the notes because the
amounts involved are material.

(iii)  The Functional currency is the local currency of the primary economic
environment in which the entity operates. In exceptional cases, it can be another currency
different from the local currency. Performance in terms of profitability and position in
terms of assets and liabilities of the entity must be measured in the functional currency.

On the other hand presentation currency is the currency in which the financial statements
are presented. If the presentational currency is different from the functional currency,
then the financial statements must be translated into the presentation currency.

(iv)  The transactions to secure finance in the first year will be translated at the spot
rate because the transactions involve monetary items. At the year end the rate applicable
on the reporting date will be used to re-translate the amounts outstanding. The difference
between the spot rate and the exchange rate at the reporting date constitutes either an
exchange gain or loss on the transaction. The gains or losses are reported in the profit
or loss of each year.
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SOLUTION FOUR

(a)

(b)

Limitation of inter-company ratio analysis

Diverse Accounting Policies
Businesses may adopt varying accounting policies, which can lead to inconsistencies in
financial reporting.

Differences in Ratio Calculation
Ratios may be calculated using different formulas, such as varying definitions of gearing
and return on capital employed (ROCE), affecting comparability.

Economies of Scale

Larger organizations can leverage economies of scale, such as negotiating extended
credit terms or discounts for bulk purchasing, which may not be accessible to smaller
businesses.

Market and Product Differences

Companies within the same industry may target different markets, leading to variations
in sales mix and product range. These factors can impact profitability and key ratios,
such as profit margin and expenses to sales.

Comments on investor ratios

Earnings per Share (EPS)

Luyando Stars Plc has a higher EPS of K4.50 compared to Zambezi Miracle Plc's K3.11.
This suggests that Luyando Stars Plc is more profitable per share, which may appeal to
investors seeking higher earnings from their investments.

Dividend per Share (DPS)

Luyando Stars Plc also offers a higher dividend per share (K3.1) than Zambezi Miracle
Plc (K2.3). This shows that Luyando Stars PIc is distributing more earnings to
shareholders, potentially making it more attractive to investors seeking a higher return
from dividends.

Dividend Yield

Luyando Stars Plc has a higher dividend yield (4.5%) compared to Zambezi Miracle PIc’s
2.5%. This indicates that, relative to their stock prices, Luyando Stars Plc provides a
better return on investment through dividends, which could attract income-focused
investors.

Price-Earnings (P/E) Ratio

Zambezi Miracle Plc has a higher P/E ratio (4) compared to Luyando Stars Plc (3). A
higher P/E ratio typically suggests that Zambezi Miracle Plc may be priced at a premium
relative to its earnings, potentially indicating higher growth expectations. In contrast,
Luyando Stars Plc may be seen as undervalued relative to its earnings, which could
attract value investors.

Dividend Cover
Luyando Stars Plc has a slightly higher dividend cover (1.45) compared to Zambezi
Miracle Plc (1.35). This suggests that Luyando Stars Plc is generating more earnings
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(©

relative to its dividend payouts, offering a slightly more secure and sustainable dividend
in the long run.

Conclusion:

Luyando Stars Plc appears more attractive in terms of profitability (higher EPS), dividend
yield, and dividend cover, making it a more appealing choice for income-focused investors
and those seeking better returns from dividends. Zambezi Miracle Plc has a higher P/E
ratio, which could indicate higher growth expectations, but its dividend yield and cover
are relatively lower, suggesting it may be a better option for investors willing to accept
lower dividend returns in exchange for potential growth.

Comments on the summarized cash flow
Net Cash from Operating Activities:

Zambezi Miracle Plc has negative cash flow from operations of K200,000, indicating
difficulties in generating cash from its core business activities. Luyando Stars Plc has
positive cash flow from operations K50,000, suggesting better operational efficiency and
profitability.

Cash Used in Investing Activities:

Zambezi Miracle Plc did not report any cash used in investing activities, implying it did
not make significant investments during the period. Luyando Stars Plc used K350,000 in
investing activities, showing it invested significantly in assets or acquisitions, which could
potentially lead to future growth.

Cash from Financing Activities:

Zambezi Miracle Plc raised K100,000 from financing activities, indicating it relied on
external funding to cover its operating shortfall. Luyando Stars Plc raised K550,000 from
financing activities, indicating stronger external financing, which may support its growth
and liquidity.

Net Increase/Decrease in Cash and Cash Equivalents:

Zambezi Miracle Plc had a net decrease in cash (K-100,000), reflecting a reduction in
liquidity due to negative operating cash flow. Luyando Stars Plc had a net increase in
cash (K250,000), indicating improved liquidity and cash management, supported by
positive operating cash flow and financing activities.

Opening Balance:

Zambezi Miracle Plc had an opening cash balance of K300,000, which was reduced due
to negative cash flow, but still remains positive. Luyando Stars Plc had a negative opening
cash balance of K(150,000), but this improved significantly during the period, reflecting
better cash flow management.

Effects of Foreign Exchange Translation:

Zambezi Miracle Plc had a small positive adjustment (K8,000) from foreign exchange,
indicating minor impacts from currency fluctuations. Luyando Stars Plc had a slightly
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higher positive adjustment (K12,000) from foreign exchange, reflecting minor changes in
cash due to currency translation.

Closing Balance:

Zambezi Miracle Plc closed with K208,000 in cash, a decrease from its opening balance,
reflecting a reduction in liquidity. Luyando Stars Plc closed with K112,000 in cash, a
significant improvement from its negative opening balance, indicating stronger cash
position and recovery.

Conclusion

Investors might prefer Luyando Stars Plc for its stability, liquidity, and growth potential,

while Zambezi Miracle Plc requires closer monitoring due to its operational cash shortfall
and reliance on external financing.
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SOLUTION FIVE

(@)

Major factors that should be considered for a successful adoption and implementation of
accrual based IPSAS

(1) Stakeholder engagement.
Education and engagement of key stakeholders, including political office holders,
auditor generals, accountants general, ministries, government, public accounts
committee (PAC), the audit and finance functions of state-owned enterprises (SOES).
The implementation/adoption will not succeed if it is imposed.

(2) Structural and legal transformation.
Legal changes are required, as well as new regulations and governance practices;
these may be complex and time-consuming. A government standards body and a
finance committee will also be required. Implementation plans need to reflect the
constitutional, national, provincial, state and local circumstances.

(3) Transformation and change management.
IPSAS programme adoption requires effective project management, supported by
change management capability and relevant experience — effective communication is
also essential. The cultural change that IPSAS necessitates is a significant challenge
and cannot be underestimated.

(4) Skills capacity.
Governments and public sector entities may not have the skills, competence and
staffing levels needed, adopting IPSAS has been a challenge in many countries. Skills
to translate standards and guidance materials, technical skills, up-skilling may be
needed. This may lead to staff leaving the organisation.

(5) Cost.
Costs will be incurred for training, the use of specialised external consultants, IT
upgrades and the development of appropriate guidance and translation tools.
Adequate financial resources should also be devoted to targeted stakeholder
engagement and for other engagement and awareness activities.

(6) Technology and infrastructure.
Existing technology will not necessarily support implementation. This can be costly
and will require expert advice and consultancy to support configuration, training of
users and transfer to business as usual. Replacement of some existing IT systems,
data structures and charts of accounts and reporting systems.

(7) Implementation approach.
Most countries favour a phased approach, as opposed to a ‘big bang’ implementation.
It is necessary to learn from others who have already undertaken the process and
identify best and repeatable practices. Implementation risks must be managed.

(8) External support.
Governments and public sector entities can benefit from external support.
Professional accountancy organisations can help by providing training on accounting
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standards. Donors can support the professionalisation of public sector financial
management, while audit firms can help with training, expertise and capacity building.

(b) Qualitative characteristics and an asset and a liability

(i)

(if)

Qualitative characteristics

Relevance.

Financial information is relevant if it is capable of making a difference in the
decisions made by users of that information. It should have predictive value
or confirmatory value, or both.

Faithful representation.
Information should represent what it purports to represent. It should be
Complete, neutral (unbiased), and free from error.

Comparability.
Information is more useful if it can be compared from one accounting period
to the next (within the same entity or with other entities).

Verifiability.
Information is verifiable, if different knowledgeable and independent
parties/observers could reach consensus or agreement.

Timeliness.
Information is more useful when it is provided timely. Information provided
too late is irrelevant.

Understandability.

Information should be easy to understand by knowledgeable users.
Classifying, characterising, and presenting information clearly and concisely
makes it understandable.

An asset and a liability

An asset

A present economic resource controlled by the entity as a result of past
events.

A liability

A present obligation of the entity to transfer an economic resource as a
result of past events.

(©) Statement of cash flows of Pilato as at 31 December 2024 extracts

Extracts of cash flows from investing activities K’ 000

Purchase of property, plant and equipment (w (i)) (1,440)
Sale of property, plant and equipment (240 — 90) 150
Investment income received (60 — 20 gain on investment property) 40
Net cash used in investing activities (1,250)
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Workings: K’ 000

W1: Property, plant and equipment:
Carrying amount O/balance 1,860
Revaluation 100
Depreciation for period (280)
Disposal (240)
Difference is cash paid for acquisitions 1,440
Carrying amount C/balance 2,880

END OF SUGGESTED SOLUTIONS
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SECTION A
There are TWO (2) COMPULSORY questions in this section.
Attempt BOTH questions.

QUESTION ONE

(a)

Build Beta Construction Limited (BBC Ltd) is a construction company specialized in building
commercial warehouses for industrial customers. BBC Ltd has been asked to prepare a
quotation for XYZ. BBC Ltd has engaged a team of experts to come up with a report on
the resource specification requirements whose summarized details are presented below:

1.

Materials.

(i)

(if)

20,000 building blocks will be required but the supplier has a minimum order
size of 25,000 building blocks. BBC Ltd does not see any other use for the
building blocks but will hold the surplus in inventory. The current purchase price
of the building blocks is K10 per block. BBC Ltd’s inventory policy is to review
slow moving items regularly.

The project will require 10,000 square metres of steel. There are 7,000 square
metres of steel in inventory as a result of previous over buying and have a
restricted use. No other use could be found for the steel. The current
replacement cost of steel is K10 per square metre and its net realizable value
is K6 per square metre.

Labour.

0

(it)

The contract will require 1,000 hours in department 1, where the workforce is
paid K200 per hour for a fixed 40-hour week. There is currently spare labour
capacity in department 1 as there are no plans to reduce the size of the
workforce in this department.

The contract will require 500 hours of work in department 2 where the
workforce is paid K240 per hour. This department is currently working at full
capacity. The company could ask the workforce to do overtime work, paid for
at the normal rate per hour plus 50% overtime premium. Alternatively, the
workforce could be diverted from other work that earns a contribution of K80
per hour.

Machinery user costs: A machine to mix the quarry and the stones will have to be
hired for three months for the work (the length of the contract). Hire charges for this
machine are K40,000 per month, with a minimum hire charge of K130,000.

Supervision costs: An existing supervisor will take responsibility for the building in
addition to his existing duties. He is currently not fully occupied and receives a salary
of K30,000 per month.
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(b)

5.  Fixed overhead costs: BBC Ltd uses a traditional absorption costing system to
attribute fixed overhead costs to its work. The absorption rate is K200 per direct
labour hour.

6.  BBC Ltd applies a 30% mark-up to its cost to determine its selling price.

Required:

Prepare a schedule which shows the relevant costs for the construction of the warehouse
building, clearly stating reasons for inclusion or exclusion of each cost provided in the above
scenario. (14 marks)

PG Solar Investments Limited (PGSI Ltd) manufactures and sells solar products (solar
panels and inverters) to both corporate and domestic customers in Southern Africa. The
demand for solar products has more than tripled as a result of unfavorable weather
conditions which affected hydropower stations in the region.

The annual demand for solar panels is 279,000 units. New orders are placed every month
and each order costs K1,500 to place, regardless of the quantity ordered. The cost of
holding solar panels in inventory is K1 per unit per year. The company maintains safety
(buffer inventory) inventory equal to 12% of one month’s sales.

The board of directors is also concerned about how PGSI Ltd is managing its trade
receivables and cash. This is because the company’s profitability prospects and cash flow
position have been negatively affected.

Required:

(i) Explain the meaning of the term ‘cash operating cycle’ and describe the relationship
between the cash operating cycle and the level of investment in working capital.

(3 marks)
(i) Calculate the total cost of an ordering and holding policy using the economic order

quantity model. (6 marks)

(iii) Discuss how invoice discounting can aid the management of trade receivables.
(2 marks)
[Total: 25 Marks]
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UESTION TWO

(a) KK Ltd is a manufacturing company. It is experiencing a decrease in profits because of
competition on the market. Currently the company is using the full cost plus pricing
method to determine the selling price of its products and it is considering changing the
pricing strategy to profit maximization pricing. However, before the change, one of the
marketing managers wants to have a full understanding of the current pricing method.
Required:

(i) Explain the full cost plus pricing method. (3 marks)
(i) Explain any three (3) advantages and any three (3) disadvantages of using the

full cost plus pricing method. (6 marks)
(iii)  State any four (4) factors that influence pricing. (4 marks)

(b) Explain how the following modern management accounting techniques could be of benefit
to KK Ltd.

(i) Throughput accounting (4 marks)
(ii) Back flush accounting (4 marks)
(iii)  Kaizen costing (4 marks)
[Total: 25 Marks]
SECTION B

There are THREE (3) questions in this section.

Attempt any TWO (2) questions.
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QUESTION THREE

Twangale Leisure Resort (TLR) operates in the leisure and entertainment industry and one of its
activities is to promote concerts at various locations throughout the country. The company is
examining the viability of a concert in Livingstone. Estimated fixed costs are K1, 620,000. These
include the fees paid to performers, the hire of the venue and advertising costs. Variable costs
consist of the cost of a pre-packed buffet that will be provided by a firm of caterers at a price of
K270 per ticket sold. The proposed price for the sale of a ticket is K540. TLR has started arranging
for promotional activities with various media houses in order to boost the upcoming event in the
tourist capital. Social media adverts have been designed by the company’s business development
department and the department has placed theses adverts on various media platforms. The
business development department has indicated to management of TLR that a target profit of
K810, 000 from the concert is possible. The company expects to sell about 8,000 tickets for this
prestigious concert due to the fact that participants will also be keen to view the many tourist
attractions in the city.

Required:

(a) Calculate the breakeven point in terms of number of tickets and in sales value.
(4 marks)

(b) Calculate the number of tickets to be sold in order to achieve a target profit of 810,000.
(3 marks)

(©) Determine the selling price that would have to be charged to give a profit of K810,000
when sales are 8,000 tickets, fixed costs are K1,620,000 and variable costs are K270
per ticket. (4 marks)

(d) Calculate the margin of safety in relation to the concert in percentage terms. (3 marks)

(e) State five (5) assumptions on which breakeven analysis is based. (5 marks)

(f) Explain the following terms:

(i) Variable Costs. (2 marks)
(ii) Fixed Costs. (2 marks)
(iii)  Contribution. (2 marks)

[Total: 25 Marks]
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QUESTION FOUR

Makwaza Construction Ltd (MC Ltd) operates a standard costing system. One of the products it
produces is Product D and the standard output of this product is 25 units per hour. MC Ltd
employs 100 workers. In a 40-hour week, the company produced 960 units in spite of 5% of the

time paid being lost due to power outage.

The actual hourly wage rates and the groups of workers were as follows:

Group | Number of workers in the group Actual hourly
rate

A 10 K6.20

B 30 K6.00

C 60 K5.70

(a) The standard wage rate per labour hour is the same for all the workers. The labour

efficiency variance was K240 (F).

Required:

Calculate the following variances:

(i) Total labour cost variance.
(i) Total labour rate variance.
(iii)  Total labour yield variance.

(iv)  Total labour idle time variance.

(4 marks)
(2 marks)
(2 marks)
(2 marks)

(b) Chibuta Ltd manufactures and sells a single product and estimated the following related
information for the period November, 2024 to March, 2025.

November December January February March

2024 2024 2025 2025 2025

Opening inventory 7,500 3,000 9,000 8,000 6,000

of finished goods units units units units units

Sales units 30,000 35,000 38,000 25,000 40,000

units units units units units

Selling price per 10 12 15 15 20
unit.
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Additional information:

(1) Closing inventory of finished goods at the end of March, 2025 is expected to be
10,000 units.

(2) Each unit of finished output requires 2 kg of raw material ‘A’ and 3 kg of raw
material ‘B’.

Required:

Prepare the following budgets for the period November, 2024 to March, 2025 on monthly
basis:

) Sales budget in value (i.e. in Kwacha). (5 marks)
(i) Production budget in units. (5 marks)
(iii)  Raw material usage budget for material ‘A’ (in units). (2 marks)
(iv)  Raw material usage budget for material ‘B’ (in units). (3 marks)

[Total: 25 Marks]

QUESTION FIVE

(a)

Bakers Limited (B Ltd) is specialized in making different types of cakes for different
occasions. B Ltd is currently working on an order for supplying graduation, birthday and
wedding cakes. Each cake goes through two (2) processes, mixing and baking. B Ltd
operates in a very competitive environment.

B Ltd’s factory has 10 production lines which cover the two processes. The processing
capacities vary for each process and the production manager has provided the following
details:

Process Processing time per cake in minutes
Graduation Birthday Wedding

Mixing 24 48 90

Baking 60 90 96

B Ltd’s cake factory is open for 15 hours a day and for 7 days in a week. The factory is
operational only for 50 weeks in a year. Labour is paid at K80 per hour. Raw materials cost
K250 for the graduation cake, K210 for the birthday cake and K400 for the wedding cake.
Other factory costs (excluding labour and materials) are K1,890,000 per year. Selling prices
are K400 for the graduation cake, K310 for the birthday cake and K650 for the wedding
cake.
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(b)

(c)

B Ltd operates under the Just in Time (JIT) environment and, therefore, carries no or very
little inventory.

Required:

(i) Identify the bottleneck process and explain why this process is described as a
bottleneck. (3 marks)

(i) Calculate the throughput accounting ratio (TPAR) for each product (assuming the
bottleneck is fully utilized). (6 marks)

(iii) Explain how B Ltd could improve the TPAR. (4 marks)

Zed Automobile Limited (ZA Ltd) manufactures and sells a unique brand of vehicles. The
Production Director is concerned about rising unit production costs and recently attended
a meeting on modern management accounting techniques and was interested in a
presentation on Kaizen costing in which the presenter illustrated how the use of Kaizen
Costing had enabled his company reduce its unit production costs by 12%. ZA Ltd currently
uses a standard costing system to monitor its performance since its products are
standardized. Monthly variance reports are discussed at each monthly board meeting.

Required:
(i)  Explain the principles of Kaizen Costing. (3 marks)

(i)  Discuss how Kaizen Costing contrasts with ZA Ltd’s current performance reporting
system. (5 marks)

Explain the importance of management accounting for decision making. (4 marks)

[Total: 25 Marks]

END OF PAPER
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DA9 MANAGEMENT ACCOUNTING

SUGGESTED SOLUTIONS
SOLUTION ONE
(a) Calculation of relevant costs and reasons
ITEM RELEVANT COST REASON
Material:
Blocks 25,000 blocks @ K10 per | Cost of entire order of 25,000 blocks is
block = K250,000 relevant as the surplus blocks (5,000) are
unlikely to be used for another job.
Steel 3,000 x K10 = K30,000 10,000 square metres of steel are needed and
7,000 x K6 = K42,000 | 7,000 are already in inventory. If used for the
= K72,000 | contract, a further 3,000 square metres must
be bought at K10 each. The existing
inventories of 7,000 will not be replaced. If
they are used for the contract, they could not
be sold at K6 each. The realizable value of
these 7,000 units is an opportunity cost of
sales revenue forgone.
Labour:

Department 1

KO

There is spare capacity in department 1 and
no additional cash expenditure would be
incurred on labour if the contract is
undertaken.

Department 2

500 hours x K320 per
hour = K160,000.

There is restricted labour capacity. If the
contract is undertaken, there would be a
choice between:
= Qvertime work at a cost of K360 per
hour (K240 plus overtime premium of
50%) — this would be an additional
cash expense, or
= Diverting the labour from other work,
and losing contribution of K80 per hour
cost per hour = K240 basic pay +
contribution forgone K80 = K320 per
hour.
It would be better to divert the workforce
from other work.

costs

Machinery user | K130,000 The mixing machine will incur an incremental

costs cost of K130,000, the minimum hire charge.

Supervision KO This cost will be incurred irrespective of the
decision on the project.

Fixed overhead | KO This is not specific to the project and will be

costs incurred irrespective of the decision.

Profit mark-up KO Profit mark-up is not a relevant cost of the
project because it is not a cash flow.

Total relevant K612,000
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(i)

(it)

(iii)

(b)

The cash operating cycle is the average length of time between paying trade payables and
receiving cash from trade receivables. It is calculated as the average inventory holding
period plus the average production period plus the average trade receivables credit period,
less the average trade payables credit period. Using working capital ratios, the cash
operating cycle is the sum of the inventory turnover period and the accounts receivable
days, less the accounts payable days.

The relationship between the cash operating cycle and the level of investment in working
capital is that an increase in the length of the cash operating cycle will increase the level
of investment in working capital. The length of the cash operating cycle depends on
working capital policy in relation to the level of investment in working capital, and on the
nature of the business operations of a company.

Cost of ordering policy using economic order quantity (EOQ)

EOQ =V [(2 x 1,500 x 279,000)/1.0] = 28,931 units per order
Number of orders per year = 279,000/28,931 = 9.64 orders per year
Order cost = 9.64 x K1,500 = K14,460

Monthly order = 279,000/12 = 23,250 units
Buffer inventory = 23,250 x 0.12 = 2,790 units

Average inventory excluding buffer inventory = 28,931/2 = 14,466 units
Average inventory including buffer inventory = 14,466 + 2,790 = 17,256 units

Holding cost = 17,256 x K1.0 = K17,256 per year
Total cost = K14,460 + K17,256 = K31, 716 per year

How invoice discounting can aid management of trade receivables

Invoice discounting refers to the purchase of selected invoices by a financial company at a
discount to their face value. Invoice discounting can provide immediate cash to a company
rather than waiting for the invoices to be settled. It tends to be used as an occasional
source of short-term finance, rather than a regular source of cash.

Invoice discounting can therefore aid in the management of trade receivables by
accelerating cash inflow from trade receivables when short-term cash flow problems arise.
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SOLUTION TWO

(a)

Full cost-plus pricing

(i)

Full cost-plus pricing is a pricing technique based on determining the total cost
of a product or service and adding a profit percentage to that total cost to
determine the selling price.

In a competitive environment any cost inefficiencies or the use of too great a
profit percentage will mean that the company is no longer able to compete and
will start to lose its market share. As this happens and output volumes fall, then
the total unit cost will rise due to the sharing of fixed costs among a smaller
number of units.

Advantages and disadvantages of full cost-plus pricing

(it)

(iii)

Advantages of full cost-plus pricing

- Itis easy to calculate

- Itis a cheap and quick method of pricing

- It accounts for all costs, i.e. fixed and variable costs.
- Itis easy to delegate to junior managers

Disadvantages of full cost-plus pricing

- Itignores demand

- It ignores the existence of a profit maximizing price

- It causes problems of finding a suitable overhead absorption basis

- Budgeted output volume needs to be established as it is a key factor in the
deriving of overhead absorption rate.

Factors that influence pricing

= Costs of product that have to be covered.

= Market in which organization operates

= Price sensitivity- how responsive customers are to changes in price

= Demand of commodity generally

= Price perception by consumers, if associated with high or low quality.

= Competitors

= Suppliers influence through their perception

= Quality- when associated with price, consumers view high price as
quality associated product.
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(b)

Modern Management Techniques

) Throughput Accounting

Throughput Accounting (TA) is an extreme version of variable costing as, like Theory of
Constraints, it treats only direct material as variable and all labour and overhead costs as
fixed. It operates through a series of ratios and differs from all other management
accounting systems because it emphasizes throughput, inventory minimization and cost
control.

Throughput accounting’s primary concern is the rate at which a business can generate
profits. In order to monitor this it focuses on the return on the throughput through the
bottleneck resource. Traditional efficiency measures such as standard costing variances
and labour ratios can no longer be used with TA because traditional efficiency cannot be
encouraged. Furthermore, the labour force must not be encouraged to work to produce
for inventory.

A process efficiency ratio of throughput/cost can still be used. Effectiveness is, however,
the more important measure. TA’s aim, like JIT, must always be to minimise production
time taken and so all non-value added elements in the production lead time need to be
eliminated or minimized so that process time approaches the lead time. With reduced
costs, KK can charge lower and more competitive prices.

(ii) Backflush Accounting

Backflush accounting delays the recording of costs until after the events have taken place,
then standard costs are used to work backwards to * flush * out the manufacturing costs.
There are two events that trigger the records kept in most backflush accounting systems:

(1). The first trigger point is the purchase of raw materials. In a true JIT system where
absolutely no raw material inventory is held, even this trigger is not relevant and raw
materials are ‘flushed” when the second trigger is activated.

(2). The second trigger is either the transfer of goods to finished goods inventory or, in
a true JIT system, the sale of goods. Traditional cost accounting systems track the
sequence of raw materials and components moving through the production systems, and
as a consequence are called ‘sequential tracking systems’.

As JIT is an entirely different system it requires its own cost accounting system. The
absence of inventories makes choices about inventory valuation systems unnecessary
and the rapid conversion of direct material into cost of goods sold simplifies the cost
accounting system. The backflush accounting model cannot be used by all organisations.
It can only be used where a JIT-type system is in operation. KK should review its costing
systems and whether benefits would be derived from using backflush accounting.

(i)  Kaizen Costing
Kaizen is the Japanese term for making improvements to a process through small
incremental amounts, rather than through large innovations.

Kaizen costing is applied during the manufacturing stage of the products life cycle. Kaizen
costing therefore focuses on achieving cost reductions through the increased efficiency
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of the production process. Improvement is the aim and responsibility of every worker in
every activity, at all times. Through continual efforts significant reductions in cost can be
achieved over time.

In order to encourage continual cost reductions an annual (or monthly) Kaizen cost goal
is established. Actual results are then compared with the Kaizen goal and then the current
actual cost becomes the base line for setting the new Kaizen goal the following year.

It should be noted, however, that as the products is already at the production stage the
cost savings under Kaizen Costing are smaller.
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SOLUTION THREE

(a) Breakeven point in number of tickets and sales value

Break-even point in units = Fixed costs
Contribution per unit
= K1, 620,000
K270

= 6,000 Tickets

Break-even point in value = 6,000@K540
= K3, 240,000

(b) Number of tickets to be sold in order to achieve a target profit of K810,000

Units sold for the target =_Fixed costs +Target profit
Contribution per unit
=K1,620,000 + K810,000
K270

= K2, 430,000
K270

= 9,000 Tickets

(c) Determination of the selling price

Number of tickets to be sold = Fixed costs + Target profit
Contribution per unit

8,000 = K1,620,00 + K810,000
(x-270)
8,000(x-270) = 1,620,000 + 810,000
8,000x — 2,160,000 = 2,430,000
8,000x = 4,590,000
x = K673.75

Therefore, selling price is K573.75 per ticket

(d) Margin of safety related to the concert

Budgeted sales — breakeven sales x 100
Budgeted sales

8,000 - 6,000 x 100
8,000
= 25%
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(e) Five (5) assumptions of breakeven analysis:

)

) The selling price per unit is assumed to remain constant at all levels of activity.
(i) The variable cost per unit is assumed to remain constant at all levels of activity.
(iii)  Itis assumed that the total fixed costs do not change across all levels of production.

(iv)  Itis assumed that the production volume is equal to sales volume in the period (i.e.
there are no changes in the levels of inventory)

(v) It requires the budgeted product mix proportions to be known in advance and
remain unchanged.

Explanation of terms:-

(i) Variable Costs
These are costs where the total will vary with the volume. In the case of production costs,
the total will vary with the level of production, whereas in the case of selling costs the total
will vary with the level of sales. Normally, the variable cost per unit will be constant,
although this is not always the case.

(if) Fixed Costs

These are costs where the total will not vary with volume. An example perhaps is factory
rent, where the same total rent is payable whether we produce 1 unit or 1,000 units.

(iii) Contribution
The contribution per unit is the difference between the selling price and all variable costs per

unit. Contribution is of fundamental importance in decision making, because it is this element
of profit that will vary with volume — the fixed costs, by definition, staying fixed.
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SOLUTION FOUR

(@)

Working Notes:

1. Calculation of standard man hours
When 100 workers work for 1 hour, the standard output is 25 units.
Standard man hours per unit = 100 hours / 25 units = 4 hours per unit

2. Calculation of standard man hours for actual output:
= 960 units x 4 hours = 3,840 hours.

3. Calculation of actual cost

Type of No of Actual | Rate Amount Idle Actual
workers workers hours (K) (K) hours hours
paid (5% of worked
hours
paid)
Group'A” | 10x40 hrs | 400 6.2 2,480 20 380
Group'B’ |30x40hrs [1,200 |6 7,200 60 1,140
Group'C’ | 60x40hrs |2400 |5.7 13,680 120 2,280
100 4,000 23,360 200 3,800
4. Calculation of standard wages rate:
Labour efficiency variance = K240( F)
(Standard hours for actual production — Actual hours) x SR =240 F
(3,840 — 3,800) X SR = 240
Standard rate = K6 per hour

(i)

(if)

(iii)

(iv)

Total labour cost variance

= (standard hours x standard rate) — (Actual hours x actual rate)
= (3,840 x K6) — K23,360
= K320 A

Total labour rate variance

= (standard hours x actual rate) x Actual hours
K
Group'A’=(6-6.2) x400 =80A
Group'B'=(6-6)X1,200 =0
Group'C'=(6-5.7)x 2,400 = 720 F
640 F

Total labour yield variance
= K6 x (3,840 — 3,800) = K240(F)

Total labour idle time variance
= Total idle hours x standard rate per hour
= 200 hours x K6

=_K1,200( A)
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(b) Q) Sales Budget
Nov'2024 | Dec’2024 | Jan'2025 | Feb2'025 | Mar2025 | Total
Sales (in | 30,000 35,000 38,000 25,000 40,000 168,000
units)
Selling 10 12 15 15 20 -
price per
unit (K)
Total 300,000 | 420,000 | 570,000 | 375,000 | 800,000 | 2,465,000
sales (K)
(ii) Production budget
Nov'2024 Dec2024 Jan’2025 Feb2'025 Mar2025 Total
Sales 30,000 35,000 38,000 25,000 40,000 168,000
Add: Closing 3,000 9,000 8,000 6,000 10,000 36,000
inventory
Total quantity 33,000 44,000 46,000 31,000 50,000 204,000
required 7,500 3,000 9,000 8,000 6,000 33,500
Less: Opening
inventory
Units to be 25,500 41,000 37,000 23,000 44,000 170,500
produced
(iii) Raw material ‘A’
Nov'2024 | Dec’2024 | Jan'2025 | Feb2'025 | Mar2025 | Total
Units to be produced: (a) | 25,500 41,000 37,000 | 23,000 44,000 170,500
Raw material usage per 2 2 2 2 2 -
(Kg):
Total raw material usage | 51,000 [82,000 [74,000 | 46,000 [88,000 [341,000]
(iv) Raw material ‘B’
Nov'2024 | Dec’2024 | Jan'2025 | Feb2'025 | Mar2025 | Total
Units to be produced: (a) | 25,500 41,000 37,000 23,000 44,000 170,500
Raw material usage per | 3 3 3 3 3 -
(Kg)
Total raw material usage | 76,500 | 123,000 | 111,000 | 69.000 | 132,000 | 511,500
Kg
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SOLUTION FIVE
(a)

(i) Total processing time available at the factory

15 hours per day x 7 days per week x 50 weeks of the year x 10 production lines =
52,500 hours
Maximum production capacities for each product for each process:

Graduation Birthday Wedding Total
Mixing 131,250 65,625 35,000 231,875
(52,500/0.4) (52,500/0.8) (52,500/1.5)
Baking 52,500 35,000 32,813 120,313
(52,500/1.0 (52,500/1.5) (52,500/1.6)

The bottleneck is baking as it has a lower capacity than mixing.

Baking process is described as a bottleneck because this is where production is the
slowest. The mixing process will build up WIP as the baking process cannot process as
many cakes per hour as the mixing department can.

(ii) TPAR for each product
Throughput = sales revenue — variable costs (only materials are variable)

Return per factory hour = throughput per unit/Hours available on bottleneck

TPAR = Return per bottleneck hour/Factory cost per hour

Graduation cake Birthday cake Wedding cake
Throughpu | = 400 — 250 =310 - 210 = 650 — 400
t =K150 = K100 =K250
Return per | = K150+1hr = K100+ 1.5hrs = K250/+1.6hrs
factory
hour

= K150 = K66.67 = K156.25
TPAR = K150/K36W.4+K80( | K66.67/[K36+K120(W | K156.25+[(K36+KK128(
Return per | W.1) .2)] W.3)]
bottleneck
hour/Facto | = 1.29 = 0.64 =1.52
ry cost per
hour

Workings:

W.1 Labour cost per unit for GC = 1 hr x K80 = K80

W.2 Labour cost per unit for BC = 1.5 hr x K80 = K120

W.3 Labour cost per unit for WC = 1.6hr x K80 = K128

W.4 Other Factory costs per available hour = K1,890,000/52,500 hours = K36 per
hour
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(b)

(if)

(iii) How to improve the TPAR

o Increasing sales revenue. This is likely to be difficult for B Ltd as they are in a
highly competitive market. Any unsold cakes would be wasted due to their
perishable nature.

. Decreasing raw material costs. This would help improve the throughput. B Ltd
cakes should look at their suppliers and either re-negotiate contracts or look into
other suppliers. The company needs to ensure they maintain the same quality in
their ingredients.

o Increasing the number of hours available on the bottleneck. This could be done
through purchasing new non-current assets.
. Increasing efficiency on the bottleneck. Processes should be re-examined to

ensure they are as efficient as possible for the baking process. Automation can
sometimes help make the process more efficient.

o Decreasing factory costs. Factory costs should be examined and new targets set
for employees to cut costs. Again, contracts with suppliers should be re-examined
and potentially renegotiated, switched to another supplier or even outsourced if
more economically efficient.

(i) Principles of Kaizen Costing

Kaizen is an integral part of the just-in-time management philosophy. ‘Kaizen’ is a
Japanese term meaning to improve processes via small, incremental amounts rather than
through large innovations.

Kaizen Costing is a planning method used during the manufacturing cycle that emphasizes
reducing variable costs of a period below the cost level in the base period. The target
reduction rate is the ratio of the target reduction amount to the cost base.

The organization should always seek perfection. Perfection is never achieved, so there
must always be some scope for improving on current methods and procedures.
Improvements should be sought all the time.

Improvements will be small and numerous rather than occasional and far-reaching.

Cost reduction targets are set and applied on a more frequent basis than standard costs.
Typically, these targets are set on a monthly basis whereas standards within a traditional
standard costing system are set annually or perhaps semi-annually.

In the Kaizen system, the employees often work in teams and are empowered to make
changes to production that would have to be cleared through a management hierarchy
in @ more static standard costing system.

Standard Costing Concepts Kaizen Costing Concepts

Cost control system concepts. Cost reduction system concepts.

Assumes current manufacturing conditions. | Assume  continuous  improvement  in

manufacturing.

Meet cost performance standards. Achieve cost reduction targets.

Standards are set annually or semi-annually | Cost reduction targets are set and applied
monthly

Cost variance analysis involving standard | Cost variance analysis involving target Kaizen

costs and actual costs costs and actual costs reduction amounts.

Investigate and respond when standards | Investigate and respond when target Kaizen

are not met. amounts are not attained.
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(c) Management accounting plays a crucial role in decision making by providing relevant, timely
and accurate information to managers. This information enables managers to:

(1) Make informed decisions — Management accounting provides detailed financial data
which helps managers make informed decisions about investments, funding and
resource allocation.

(2) Evaluate performance — Management accounting helps managers evaluate the
performance of different departments, products or projects thus enabling them identify
areas for improvement.

(3) Plan and budget — Management accounting facilitates planning and budgeting by
providing financial projections which help managers allocate resources effectively.

(4) Monitor and controls — Management accounting enables managers to monitor and
control financial performance by tracking key performance indicators and adjusting
strategies accordingly.

(5) Optimize resource allocation — Management accounting helps managers optimize
resource allocation by identifying areas where resources can be redirected to maximize
returns.
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Taxation Table
Income Tax

Standard personal income tax rates

Income band

K1 to K61,200
K61,201 to K85,200
K85,201 to K110,400
Over K110,400

Taxable amount
first K61,200
next K24,000
next K25,200

Income from farming for individuals

K1 to K61,200
Over K61,200

Company Income Tax rates

first K61,200

On income from manufacturing and other

On income from farming and agro-processing
On income from mineral processing

On income from mining operations

Capital allowances

Implements, plant and machinery and commercial vehicles:

Wear and tear allowance —

Non-commercial vehicles
Wear and tear allowance
Industrial buildings:
Wear and tear allowance
Initial allowance

Investment allowance

Low cost housing
Wear and tear allowance
Initial allowance

Commercial buildings:
Wear and tear allowance

Farming allowances
Development allowance

Farm works allowance

Farm improvement allowance

Turnover Tax
Annual turnover
First K12,000

K12,001 to K5,000,000

Standard wear and tear allowance

Wear and tear allowance if used in
manufacturing and leasing

Wear and tear allowance if used in
farming and agro-processing

Wear and tear allowance if used in Mining
and Mineral processing

(Cost up to K100,000)

Presumptive Taxes
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Rate

0%
20%
30%
37%

0%
10%

30%
10%
30%
30%

25%
50%
100%
20%
20%
5%

10%
10%

10%
10%

2%

10%
100%
100%

0%
5%



Tax on rental income

Annual Rental income band Taxable amount

K1 to K12,000 First K12,000 0%

K12,001 to K800,000 Next K788,000 4%

Above K800,000 16%

Presumptive Tax for transporters

Seating capacity Tax per Tax per
annum quarter

K K

Less than 12 passengers and taxis 1,296 324

From 12 to 17 passengers 2,592 648

From 18 to 21 passengers 5,184 1,296

From 22 to 35 passengers 7,776 1,944

From 36 to 49 passengers 10,368 2,592

From 50 to 63 passengers 12,960 3,240

From 64 passengers and over 15,552 3,888

Property Transfer Tax

On the realised value of land (including buildings, structures or 8%

improvements thereon)

On the realised value of shares 8%

On the realised value of intellectual property 8%

On the realised value of a mining right for an exploration license 8%

On the realised value of a mining right for a mining licence 10%

On the realised value tax on realised value of a mineral processing licence 10%

Value Added Tax
Registration threshold K800,000
Standard Value Added Tax Rate (on VAT exclusive turnover) 16%

Customs and Excise duties on used motor vehicles

Aged 2 to 5 years
Motor vehicles for the transport of Customs Excise

ten or more persons, including the duty duty
driver

K K
Sitting capacity of 10 but not exceeding
14 persons including the driver 20,090 25,112
Sitting capacity exceeding 14 but not
exceeding 32 persons 43,984 0
Sitting capacity of 33 but not exceeding
44 persons 97,742 0

Sitting capacity exceeding 44 persons 122,177 0

Motor cars and other motor vehicles Aged 2 to 5 years
principally designed for the Customs Excise
transport of persons including duty duty
station wagons and racing cars
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Aged over 5 years
Customs Excise
duty duty

K K

10,045 12,556

15,639 0
21,992 0
48,871 0

Aged over 5 years
Customs Excise
duty duty



Sedans

Cylinder capacity not exceeding 1000 cc
Cylinder capacity exceeding 1000 cc but
not exceeding 1500 cc

Cylinder capacity exceeding 1500 cc but
not exceeding 2500 cc

Cylinder capacity exceeding 2500 cc but
not exceeding 3000 cc

Cylinder capacity exceeding 3000 cc
Hatchbacks

Cylinder capacity not exceeding 1000 cc
Cylinder capacity exceeding 1000 cc but
not exceeding 1500 cc

Cylinder capacity exceeding 1500 cc but
not exceeding 2500 cc

Cylinder capacity exceeding 2500 cc but
not exceeding 3000 cc

Cylinder capacity exceeding 3000 cc

Station wagons

Cylinder capacity not exceeding 1000 cc
Cylinder capacity exceeding 1000 cc but
not exceeding 1500 cc

Cylinder capacity exceeding 1500 cc but
not exceeding 2500 cc

Cylinder capacity exceeding 2500 cc but
not exceeding 3000 cc

Cylinder capacity exceeding 3000 cc
SUVs

Cylinder capacity not exceeding 1000 cc
Cylinder capacity exceeding 1000 cc but
not exceeding 1500 cc

Cylinder capacity exceeding 1500 cc but
not exceeding 2500 cc

Cylinder capacity exceeding 2500 cc but
not exceeding 3000 cc

Cylinder capacity exceeding 3000 cc

Motor vehicles for the transport of
goods

Single cab
GVW exceeding 1.0 tonne but not
exceeding 1.5 tonnes

14,113 12,231
18,145 15,726
18,695 24,304
20,395 26,514
25,494 33,142
12,097 10,484
16,129 13,979
16,996 22,095
18,695 24,304
22,095 28,723
14,113 12,231
18,144 15,725
18,695 24,304
20,395 26,514
25,494 33,142
17,598 15,252
20,463 17,735
23,794 30,933
27,193 35,351
32,292 41,980

Aged 2 to 5 years

Customs Excise
duty duty

K K
24,777 10,737
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K K
8,065 6,989
9,678 8,387
9,518 12,373
11,897 15,466
13,597 17,676
8,065 6,989
9,678 8,387
9,518 12,373
11,897 15,466
13,597 17,676
8,065 6,989
9,678 8,387
10,198 13,256
11,897 15,466
13,597 17,676
10,559 9,151
12,278 10,641
14,277 18,560
17,540 22,802
20,395 26,514

Aged over 5 years

Customs Excise
duty duty

K K
9,911 4,295



GVW exceeding 1.5 tonnes but not 29,732 12,884 17,344 7,516
exceeding 3.0 tonnes

GVW exceeding 3.0 tonnes but not 34,687 15,031 19,821 8,589
exceeding 5.0 tonnes

Double cabs

GVW not exceeding 3 tonnes 34,687 15,031 27,254 11,810
GVW exceeding 3.0 tonnes but not

exceeding 5.0 tonnes 38,156 16,534 29,980 12,991
Panel vans

GVW not exceeding 1.0 tonne 15,089 6,539 8,622 3,736
GVW exceeding 1.0 tonne but not

exceeding 1.5 tonnes 17,344 7,516 9,911 4,295
GVW exceeding 1.5 tonnes but not

exceeding 3.0 tonnes 19,821 8,589 17,344 7,516
GVW exceeding 3.0 tonnes but not

exceeding 5.0 tonnes 24,777 10,737 19,821 8,589
Trucks

GVW up to 2 tonnes 15,715 12,048 7,246 5,556
GVW exceeding 2.0 tonnes but not 17,461 13,387 8,731 6,694
exceeding 5.0 tonnes

GVW exceeding 5.0 tonnes but not 27,938 21,419 10,477 8,032
exceeding 10.0 tonnes

GVW exceeding 10.0 tonnes but not 34,923 26,774 13,271 10,174
exceeding 20.0 tonnes

GVW exceeding 20 tonnes 58,645 0 21,992 0

NB: Import VAT is added to the sum of VDP, customs duty and excise duty. It is determined at
the standard rate of 16%

Surtax

On all motor vehicles aged more than five years from year of manufacture K2,000

Customs and Excise on New Motor vehicles
Duty rates on:

1. Motor cars and other motor vehicles (including station wagons)
principally designed for the transport of less than ten persons,
including the driver:

Customs Duty:

Percentage of Value for Duty Purposes 30%
Minimum Specific Customs Duty K6,000
Excise Duty:

Percentage of Value for Duty Purposes for Excise Duty Purposes

Cylinder capacity of 1500 cc and less 20%
Cylinder Capacity of more than 1500 cc 30%

2. Pick-ups and trucks/lorries with gross weight not exceeding 20
tones:

171



Customs Duty

Percentage of Value for Duty Purposes

Minimum specific Customs Duty

Excise Duty:

Percentage of Value for Duty Purposes for Excise Duty Purposes

Buses/coaches for the transport of more than ten persons

Customs Duty:
Percentage of Value for Duty Purposes
Minimum Specific Customs Duty

Excise Duty:

Percentage of Value for Duty Purposes for Excise Duty Purposes
Seating Capacity of 16 persons and less

Seating Capacity of 16 persons and more

Trucks/lorries with gross weight exceeding 20 tonnes
Customs Duty:

Percentage of Value for Duty Purposes

Excise Duty:

Percentage of Value for Duty Purposes for Excise Duty Purposes
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SECTION A

There are TWO (2) Compulsory questions in this section.
Attempt BOTH questions.

QUESTION ONE

Vambiri Plc is a Zambian resident company that is listed on the Lusaka Securities Exchange
(LUSE). The company is engaged in manufacturing and prepares its financial statements annually
to 31 December.

The company’s statement of profit or loss showed a net profit of K32,400,000 for the year ended
31 December 2025. This profit figure was arrived at after dealing with the following items of
income and expenditure:

Income

(1) Dividends received from a Zambian mining company amounting to K38,500. This is the
gross figure.

(2) A profit on disposal of machinery of K65,000. The profit on disposal was the difference
between the disposal proceeds of K140,000 and carrying amount of K75,000. The income
tax value for capital allowances purposes at 1 January 2025 was K64,500. The machinery
had an original cost of K129,000.

3) Bank interest received of K76,500 (net). The bank interest was received from another
Zambian company in the banking sector.

Expenditure

(4) Legal and professional fees comprised the following items:

K
Legal fees for recovery of loan from former employee 225,000
Costs associated with issuing new share capital 195,000
Drafting employee’s service contracts 80,500
Legal fees in connection with acquisition of new lease of building 258,000
Legal fees in connection with defending title to non-current assets 162,000
Accountancy and audit fees 360,000
1,280,500
(5 Gifts and entertaining expenses which included the following:
K
Gifts of 400 calendars bearing company name costing K190 each 76,000
Entertaining foreign suppliers 110,000
Staff Christmas party 90,000
Entertaining local customers 52,000
328,000
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(6) Bad debts consisted of the following:

K
Trade debts written off 237,000
Increase in specific provision for bad debts 112,000
Decrease in general provision for bad debts (90,700)
Loan for former employee written off now recovered (74,000)
184,300
(7) Staff costs were made up of the following items:
K
Employee’s salaries 1,320,000
Annual salary for the Managing Director 540,000
Staff medical allowances 43,000
Staff professional subscriptions 40,000
Ex-gratia payment 36,000
1,979,000

The Managing Director is accommodated in a company owned house for which he pays
no rent. If the house was rented to anyone else, the company would have charged
gross rentals of K12,500 per month.

(8) Miscellaneous expenses included the following:

K
Depreciation of non-current assets 520,000
Rates and insurance for business 20,900
Cash stolen by accounts clerk written off 60,000
Unrealised foreign exchange losses 29,000
Sundry allowable expenses 44,500
674,400

Other information

() Buildings
The company constructed a building at a total cost of K2,200,000 which was put to use
in the previous tax year on 1 June 2024 for business purposes. This figure includes

K400,000 for the land, K900,000 for the factory, K600,000 for the administrative offices
and K300,000 for engineering drawing office.

(i) Implements, plant and machinery

The following transactions occurred during the year ended 31 December 2025:

Date Transaction Cost (K)
15 July 2025 Purchased computer software 15,000
31 August 2025 Purchased a Mitsubishi Truck 210,000
31 October 2025 Purchased a Nissan Navarra Double cab van 370,000
1 November 2025  Purchase of manufacturing equipment 225,000
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The Nissan Navarra Double cab van which has a cylinder capacity of 3,200cc was used
by the Finance Director as a personal to holder vehicle. It has been agreed with the
Commissioner General that the private use of the car is 30%.

(iii) Provisional income tax
The company paid provisional income tax amounting to K7,680,000 during the year ended
31 December 2025.

Required:

(a) Calculate the amount of capital allowances claimable by the company for the tax year 2025
on:
(i) Buildings (42 marks)
(ii) Implements, plant and machinery (5 marks)
(b) Calculate the tax adjusted business profit for the year ended 31 December 2025.
(11 marks)
(c) Calculate the company income tax payable by Vambiri Plc for the tax year 2025.
(4%2 marks)

[Total: 25 Marks]

UESTION TWO

(a) Provisional income tax is a quarterly advance payment of tax based on the estimated
taxable profit of a business:

(i) State the types of persons who are required to pay provisional income tax.
(3 marks)

(ii) Explain the consequences of paying provisional income tax late. (2 marks)

(iii)  State the due date for submission of the return of provisional income tax for the
tax year 2025 and the consequences of submitting the return late. (3 marks)

(b) Dickson Jombo had been employed by Umodzi Limited, a Zambian manufacturing
company, as a Mechanical Engineer. He has three (3) school going children.

He was entitled to an annual salary of K306,000, payable to him on the last day of each
month. He was also entitled to the following allowances:

e Monthly housing allowance of 25% of his annual salary.

e Transport allowance of 20% of his annual salary.

e School children allowance of K2,500 per term per child payable at the beginning of
each term.

e Annual uniform allowance of K32,400 payable monthly.
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On 31 July 2025, Dickson Jombo was declared redundant due to his health challenges.
On being declared redundant, he received the following payments:

K
Redundancy package 1,200,000
Severance pay 38,000
Accrued leave pay 22,500
Repatriation pay 30,000

During the tax year 2025, the following payments and deductions were made from his
gross emoluments:

K
Medical expenses 15,000
Income tax paid under PAYE 71,937
Donation to approved public benefit organisation 16,800
Professional subscriptions to EAZ 9,600
Donation to political party 20,000

He had been contributing 5% of his gross salary to NAPSA and the employer also paid
5% of his basic salary on his behalf. During the year to 31 December 2025, he paid
K3,060 per month to National Health Insurance Management Authority (NHIMA).

He also received the following investment income during the year ended 31 December
2025:

K
Treasury bills interest 10,200
Royalties 29,750
Dividends from CDG Limited a private company 7,500
Consultancy fees 25,500

Required:

Calculate the amount of income tax payable by Dickson Jombo for the tax year 2025.
You should indicate using zero (0) all employment benefits that are not taxable.

(17 marks)
[Total: 25 Marks]
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SECTION B

There are THREE (3) questions in this section.
Attempt any TWO (2) questions.

QUESTION THREE

You are employed in a firm of Chartered Accountants and your supervisor has provided you with
the information relating to Makolo, a client of your firm for the year ended 31 December 2025.

The following information relates the business activities and transactions undertaken by Makolo
during the year ended 31 December 2025:

Retail business

On 1 January 2025 Makolo commenced in business running a retail trade selling assorted items.
His annual turnover for the year ended 31 December 2025 amounted to K2,400,000 and he
made a net profit, from this turnover, amounting to K820,000. The amounts deducted from this
turnover are cost of sales amounting to K620,000 and operating expenses amounting to
K960,000.

Included in operating expenses are depreciation charges of K60,000, Makolo’s salary of
K100,000, donations to approved public benefit organisations of K21,000, trade debts written off
amounting to K26,000, and fines for over speeding offences of K12,400. The balance is made up
of revenue expenses which are all allowable for tax purposes.

The only asset held by the business is a delivery truck which was acquired on 25 April 2025 at a
cost of K200,000.

Disposal of assets

Makolo sold some personal assets in order to raise additional capital for his business during the
year ended 31 December 2025. The following are the assets he sold during the year:

(1) Sold a piece of land for cash consideration amounting to K240,000. The piece of land was
acquired in 2021 at a cost of K130,000. The open market value of the land was
determined to be K230,000 by the Government Valuations Department.

(2) Sold a three (3) bedroomed house for cash consideration amounting to K1,800,000. The
house was acquired at a cost of K400,000 in 2011. The open market value was
determined to be K1,900,000 by the Government Valuations Department.

3) Sold a Toyota Allion car for cash consideration amounting to K180,000. The open market
value of the motor car was K150,000. He bought the motor vehicle in 2023 at a cost of
K130,000.

4 Sold 15,000 equity shares he held in ADB Limited, a Zambian private company, for a cash
consideration of K20 per share. The nominal value of these shares is K1 each and they
were acquired at a cost of K10 each in 2018. The market value of these shares was K21
each as determined using approved share valuations methods.

(5) Sold 18,000 equity shares held in CPL Plc, a Zambian resident company listed on the
LUSE, for cash consideration of K8.20 per share. The nominal value of these shares is
K0.50 each and were acquired at a cost of K2.80 each in 2014. The open market value
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of these shares on the date of sale was K8.50 per shares as quoted by the Lusaka
Securities Exchange (LusE).

(6) Sold patents for a cash consideration of K100,000. He acquired these patents in 2020 at
a cost of K60,000. The open market value of these patents on the date of transfer
amounted to K105,000.

Letting of property

Makolo has two (2) properties which he has let out on commercial basis. The following are the
properties which were let out throughout the year ended 31 December 2025:

(1) Residential property
This property comprises seven (7) flats each earning a monthly gross rental income of
K3,800. Property running expenses amounted to K600 per flat per month.

(2) Boarding house
This property comprises forty (40) bed spaces which has been let out to a nearby university.
The rental income from this property is K1,800 per month per bed space. Property expenses
amounted to K800 per month.

Makolo wants advice on the taxation implications of the above transactions for the year ended
31 December 2025.

Required:

(a) Explain the type of tax Makolo will be required to pay in relation to his retail business,
computing the amount of tax arising for the tax year 2025. Your answer should include
an explanation of the tax treatment of the expenses incurred for the year ended 31
December 2025. (5 marks)

(b) Explain how the realised value of the following properties is determined for the purposes
of property transfer tax.

(i) Land & buildings (2 marks)
(i) Shares in a company that is not listed on the Lusaka Securities Exchange.
(2 marks)

(©) Explain the taxation implications arising from sale of Makolo’s assets during the year
ended 31 December 2025. Your answer should include a computation of the amount of
tax payable on each transaction where applicable. (10 marks)

(d) Calculate the amount of tax payable on his income from letting of properties for the year
ended 31 December 2025. (6 marks)

[Total: 25 Marks]
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QUESTION FOUR

(a)

(b)

Juliet Kamwengo imported a brand-new Toyota Mark-X car from a motor car dealer in
Japan with a cylinder capacity of 2400 cc. The purchase cost was $10,000 while insurance
cost and freight costs amounted to $3,000 and $2,200 respectively. Other incidental costs
incurred by Juliet amounted to $1,100 up to the point of entry into Zambia. Motor vehicle
registration, including road tax, amounted to K5,000 which were incurred in Nakonde. At
the date of importation, the exchange rate quoted by the local bureau de change was
K28.20 per $1. The exchange rate quoted by the Bank of Zambia and approved the
Commissioner General on the same date was K27.90 per $1. The Toyota Mark-X car was
manufactured in 2024 and is classified as a sedan.

Required:

Calculate the total amount of import taxes paid by Juliet on the importation of the Toyota
Mark-X car. (6 marks)

Henry Kamwengo, Juliet’s husband, is a sole trader engaged in farming. His annual
turnover has always exceeded K5,000,000. During the year ended 31 December 2025,
he made a net profit as per statement of profit or loss amounting to K1,320,000. This
profit figure was arrived at after taking into account the following:

(D) Other income amounting to K155,000. This figure is made up of dividends of
K25,840 (net), royalties amounting to K113,900 (net) and bank interest
amounting to K15,260 (gross). Withholding tax had been deducted at source
where applicable.

(2) Salaries and wages amounting to K690,000. This figure includes Kamwengo's
nominal salary of K210,000. The balance consists of salaries and wages paid to
farm employees.

3 Other operating expenses amounting to K2,400,000. This figure is made up of the

following:
K

Farm chemicals and pesticides 280,000
Depreciation expenses 133,000
Fines for breach of labour laws 42,000
Penalties for late submission of tax returns 52,000
Donations to approved public organisations 49,000
Loans to former employees written off 56,000
Trade debts written off 18,900
Decrease in general provision for irrecoverable debts (29,000)
Entertaining customers & suppliers 60,300
Loss on disposal of assets 46,000
Other revenue allowable expenses 1,691,800

2,400,000
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Additional information

Q) Non-current assets
At 1 January 2025, there were no assets qualifying for capital allowances. During
the year ended 31 December 2025, he entered into the following capital
transactions:
Disposals
He sold an old tractor for a cash consideration amounting to K120,000. The tractor
was acquired in 2023 at a cost of K150,000. In addition, he sold an old irrigation
equipment for K200,000. He acquired this equipment in 2022 at a cost of
K400,000.
Purchases
He acquired a new tractor at a cost of K460,000 and a new irrigation equipment
amounting to K510,000 on 1 April 2025.

(i) Other farm expenditure
Other farm expenditure incurred during the year ended 31 December 2025 include
expenditure on the construction of two (2) farm dwellings at a cost of K150,000
each, expenditure on the prevention of soil erosion at a cost of K80,000 and
expenditure on developing a banana plantation at a cost of K260,000.

(iii) Provisional income tax
Kamwengo paid provisional income tax amounting to K58,213 during the year
ended 31 December 2025.

Required:

(i) Calculate the amount of capital allowances claimable by Henry Kamwengo for the
year ended 31 December 2025. (7 marks)

(iii)  Calculate the adjusted farming profits for the year ended 31 December 2025 and

the amount of income tax payable by Henry Kamwengo for the tax year 2025.
(12 marks)

[Total: 25 Marks]
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QUESTION FIVE

You are employed in a firm of Chartered Accountants as a Tax Consultant. Your supervisor has
asked you to prepare notes for presentation in a training workshop for newly recruited tax
consultants. The notes should cover the following items:

(1) The fundamental ethical principles of objectivity and confidentiality as they apply in the
provision of taxation services.

(2) Tax evasion and the means of reducing tax which may constitute tax evasion.

Your supervisor has additionally asked you to deal with the Value Added Tax issues of Olivin Ltd,
a VAT registered Zambian resident company.

The following information was extracted from the books of Olivin for the month of November
2025:

(1) The company made sales revenue amounting to K2,000,000. This figure is made up of
exempt supplies amounting to K400,000 and standard rated sales amounting to
K1,600,000. 40% of the standard rated sales were made to customers who are not
registered for value added tax. Customers returned standard-rated goods amounting to
K21,000.

(2) Purchases amounted to K700,000. This figure includes exempt purchases amounting to
K280,000 and standard rated purchases amounting to K420,000. Standard rated
purchases returned to suppliers amounted to K40,000. 50% of the standard rated
purchases were received from suppliers who are not registered for value added tax.

3 Standard rated operating expenses amounted to K1,392,000 (VAT inclusive) and are
made up of the following:

K

Internet expenses 47,560
Telephone expenses 37,236
Entertainment expenses for employees 90,480
Entertainment expenses for customers 128,760
Cleaning expenses 162,400
Other general expenses 925,564

1,392,000

All of the above expenses were incurred in making both taxable and exempt supplies.

4) During the month of November 2025, the company acquired office furniture at a cost of
K118,320 (VAT inclusive), delivery truck at a cost of K464,000 (VAT inclusive) and motor
car, for use by the Managing Director, at a cost of K262,160 (VAT inclusive). These assets
are used to make both taxable and exempt supplies.

(5) Unless stated otherwise all the figures above are exclusive of value added tax.

(6) Directors of Olivin are considering applying for the cash accounting scheme of accounting
for value added tax (VAT).
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Required:

(@)

(b)

(c)

(d)

Explain the meaning of the ethical principles of objectivity and confidentiality as they
apply in the provision of taxation services.
(4 marks)

Explain the meaning of tax evasion, stating any three (3) practices which may constitute
tax evasion. (4 marks)

Calculate the amount of Value Added Tax payable by Olivin Ltd for the month of
November 2025. You should indicate using a zero (0) any items on which VAT is neither
chargeable nor claimable. (13 marks)

State any two (2) advantages and two (2) disadvantages of accounting for value added
tax under the cash accounting scheme (receipt basis). (4 marks)

[Total: 25 Marks]

END OF PAPER
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DA 10 TAXATION

SUGGESTED SOLUTIONS

SOLUTION ONE

(a) (i) COMPUTATION OF CAPITAL ALLOWANCES FOR THE TAX YEAR 2025

Buildings
K
Total cost 2,200,000
Less cost of land (400,000)
Construction cost 1,800,000
10% X K1,800,000 180,000

The cost of administrative offices is more than 10% of the qualifying expenditure.
Therefore, it will not qualify for industrial buildings capital allowances.

K

Factory
Wear and tear (K900,000 X 5%) 45,000
Administration office
Wear and tear (K600,000 X 2%) 12,000
Engineering drawing office
Wear and tear (K300,000 X 5%) 15,000

72,000

(i) Implements, plant and
machinery
K

Computer software
Wear and tear (K15,000 X 25%) 3,750
Mitsubishi truck
Wear and tear (K210,000 X 25%) 52,500
Machinery
Balancing charge (K129,000 — K64,500) (64,500)
Nissan Navara
Wear and tear (K370,000 X 20%) 74,000
Manufacturing equipment
Wear and tear (K225,000 X 50%) 112,500
Total 178,250

183



(b)  VAMBIRI
COMPUTATION OF TAX ADJUSTED BUSINESS PROFIT FOR THE TAX YEAR 2025

K K

Net profit 32,400,000
Add:
Legal fees — recovery of loan 225,000
Issue of share capital 195,000
Acquisition of new lease 258,000
Gifts of calendars (K76,000/K190 x K90) 36,000
Entertaining foreign suppliers 110,000
Entertaining local customers 52,000
Free accommodation (K540,000 x 37%) 199,800
Depreciation 520,000
Unrealised foreign losses 29,000
Personal to holder car 57,600

1,682,400

34,082,400

Less:
Dividends 38,500
Profit on disposal of machinery 65,000
Bank interest 76,500
Decrease in general provision 90,700
Loans for former employee recovered 74,000
Capital allowances:
Buildings 72,000
Plant and machinery 178,250

(594,950)
Tax adjusted business profit 33,487,450

() COMPUTATION OF COMPAANY INCOME TAX FOR THE TAX YEAR 2025

K
Tax adjusted business profit 33,487,450
Bank interest (K76,500 x 100/85) 90,000
Taxable income 33,577,450

Company income tax payable (K33,577,450 x 30%) 10,073,235
Less tax already paid:

WHT - Bank interest (K90,000 x 15%) (13,500)
Provisional income tax (7,680,000)
Final company income tax payable 2,379,735
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SOLUTION TWO

(a)

(b)

(i)

(it)

(iii)

Types of persons who are required to pay provisional income tax.
Provisional income Tax) applies in Zambia the following persons

(1) Individuals and companies running businesses whose annual turnover is
above K5,000,000

(2) Partnerships regardless of the annual turnover

(3) Any such person in receipt of income exceeding K61,200 other than
emoluments subject to PAYE, is required to pay provisional tax.

The consequences of paying provisional income tax late are that a penalty at the
rate of 5% of the outstanding tax is chargeable per month or part thereof. In
addition, interest is chargeable on over- due tax at the Bank of Zambia discount
rate plus 2%.

The due date for the submission of the return of provisional income tax for the
tax year 2025 is 31 March 2025.

If the return of provisional income is submitted late, the amount of penalty
charged depends on whether the taxpayer is an individual or a person other than
an individual:

(1) Where the taxpayer is an individual, the penalty is 1,000 penalty units
(K400) per month or part thereof.

(2) Where the taxpayer is a person other than an individual, for example a
company, the penalty is 2,000 penalty units (K800) per month or part
thereof.

DICKSON JOMBO
PERSONAL INCOME TAX COMPUTATION FOR THE TAX YEAR 2025

K K

Emoluments
Salary (K306,000 X 7/12) 178,500
Housing allowance (K178,500 X 25%) 44,625
Transport allowance (K178,500 X 20%) 35,700
School children allowance (K2,500 X 2 X3) 15,000
Uniform allowance (K32,400 X 7/12) 18,900
Redundancy package 0
Severance pay 0
Repatriation pay 0
Accrued leave pay 22,500

315,225
Investment income
Royalties (K29,750 X 100/85) 35,000
Consultancy fees (K25,500 X 100/85) 30,000

380,225
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Less allowable deductions

Donation to approved benefit organisation 16,800
Professional subscriptions 9,600

(26,400)
Taxable income 353,825
Income tax:
First K61,200 x 0% 0
Next K24,000 x 20% 4,800
Next K25,200 x 30% 7,560
Excess (K353,825 — K110,400) x 37% 90,067

102,427
Less tax already paid:
WHT-Royalties (K35,000 x 15%) (5,250)
WHT- Consultancy fees (K30,000 x 15%) (4,500)
PAYE (71,937)
Final income tax payable 20,740

SOLUTION THREE

(a) Makolo’s annual turnover is K2,400,000 which is less than K5,000,000; therefore, he will be
required to register for and pay turnover tax for the year ended 31 December 2025.

Turnover tax is charged on gross sales/turnover at a rate of 5% with the first K12,000 per
annum taxed at a rate of 0%. This means that for the purposes of turnover tax, all the
expenses incurred by Makolo wholly and exclusively for business purposes will not be

deductible as turnover tax is charged on gross sales/turnover.

The amount of turnover tax paid for the year ended 31 December 2025 is as calculated

below:

First K12,000 @ 0%
Excess (K2,400,000 — K12,000) x 5%
Total turnover tax

Monthly turnover: K119,400/12 =

(b) Property transfer tax is charged on the realised value of the property transferred. The realised

value is determined as follows:

(i) Land and buildings

For land and buildings, the realised value is determined as the higher of:
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(1) The actual consideration received from transfer of property and;
(2) The open market value of the property at the date of transfer.

(i) Shares

The realised value for shares is determined as the higher of:
(1) The nominal value of the shares transferred and;
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(2) The actual consideration received or open market value of the shares at the date
of transfer.

(c) The following are the Property Transfer Tax implications arising from transfer of assets:
(1) Transfer of land

Property transfer tax will have to be paid on the transfer of land as it qualifies as property.
Property transfer tax is charged at a rate of 8% of the realised value; and in this case,
the realised value is K240,000.

Property transfer tax payable is: K240,000 x 8% = K19,200.

(2) Transfer of three (3) bedroomed house

Property transfer tax will arise on the transfer of a three (3) bedroomed house as it
qualifies as property. Property transfer tax will be charged at a rate of 8% of the realised
value which is K1,900,000.

Property transfer tax payable is: K1,900,000 x 8% = K152,000.

(3) Transfer of Toyota Allion
Property transfer tax will not arise on the transfer of a Toyota Allion car because motor

vehicles do not qualify as property. Property transfer tax is only charged on immovable
assets and other assets that qualify under the PTT Act.

(4) Transfer of equity shares in ADB Limited
Property transfer tax will be charged on the transfer of equity shares that are not listed
on the Lusaka Securities Exchange. Property transfer tax is charged at a rate of 8% of
the realised value; and in this case the realised value is K21 per share which is the higher
of nominal value and actual consideration received.
Property transfer tax payable is: (K21 x 15,000 shares) = K315,000 x 8% = K25,200.

(5) Transfer of shares in CPL Plc

Property transfer tax will not arise on the transfer of equity shares that are listed on the
Lusaka Securities Exchange. This is so because the PTT Act exempt the transfer of shares
listed on LUSE from property transfer tax.

(6) Transfer of patents
Property transfer tax will arise on the transfer of patents. Patents are intellectual property

and therefore qualifies as property for the purposes of property transfer tax. PTT is
charged at a rate of 8% of the realised value which is K105,000 in this case.

187



Property transfer tax payable is: K105,000 x 8% = K8,400.

(d) Makolo will be required to pay rental income tax as income from letting of properties is
subjected to rental income tax. The amount of rental income tax for the tax year 2025 is:

Rental income received K

Residential property: (K3,800 x 7 x 12) 319,200
Boarding house: (K1,800 x 40 x 12) 864,000
Gross rental income 1,183,200

Computation of rental tax

First K12,000 @0% 0
Next (K800,000 — 12,000) x 4% 31,520
Excess (K1,183,200 — K800,000) x 16% 61,312
Rental income tax paid 92,832
Monthly rental income: K92,832/12 = 7,736
SOLUTION FOUR
(a) Import taxes paid on importation of Toyota Mark-X car
$
Purchase cost 10,000
Insurance cost 3,000
Freight costs 2,200
Incidental costs 1,100
Customs value in USD 16,300
Exchange rate K27.90
Customs value in ZMW 454,770
Value of the Import taxes
vehicle
K K
Customs value 454,770
Customs duty @30% 136,431 136,431
591,201
Excise duty @30% 177,360 177,360
768,561
Import VAT @16% 122,970 122,970
Total value of the vehicle 891,531
Total import taxes 436,761

(b) (i) COMPUTATION OF CAPITAL ALLOWANCES CLAIMABLE FOR THE TAX YEAR 2025

Old Tractor K K
Income tax value b/f Nil

Disposal proceeds (120,000)

Balancing charge (120,000)

Irrigation equipment
Income tax value b/f Nil
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Disposal proceeds

New Tractor
Wear & tear: (K460,000 x 100%)

New Irrigation equipment
Wear & tear: (K510,000 x 100%)

Farm dwellings
Farm improvement: (restricted: K100,000 x 2 X
100%)

Prevention of soil erosion
Farm works: (K80,000 x 100%)

Banana plantation
Development allowance: (K260,000 x 10%)
Total capital allowances

(ii) COMPUTATION OF ADJUSTED FARMING PROFITS AND INCOME TAX PAYABLE

Net profit as per accounts

Add:

Kamwengo's salary

Depreciation

Fines for breach of labour laws

Penalties for late submission of tax returns
Loans to former employees written off
Entertaining customers

Loss on disposal of assets

Less:

Dividends

Royalties

Bank interest

Decrease in general provision for irrecoverable
debts

Capital allowances

Taxable farming profits

Add:

Non-farming income

Royalties: (K113,900 x 100/85)
Total taxable income

Income Tax

Non-farming income

First K61,200 @0%

Next K24,000 @20%

Next K25,200 @30%

Excess (K134,000 — K110,400) x 37%
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(200,000)

(200,000)

460,000

510,000

200,000

80,000

26,000

956,000

K

1,320,000
210,000
133,000
42,000
52,000
56,000
60,300
46,000

599,300

1,919,300
25,840
113,900
15,260
29,000
956,000

(1,140,000)

779,300

134,000

913,300

0

4,800

7,560

8,732

21,092



Farming income: (K779,300 x 10%) 77,930

Income tax liability 99,022

Less:

Provisional income tax (58,213)

WHT — Royalties (K134,000 x 15%) (20,100)

Income tax payable 20,709
SOLUTION FIVE

(a) Meaning of objectivity and confidentiality
Objectivity

This ethical principle states that members shall not allow bias, conflict of interest or undue
influence of others to override professional judgement in relation to tax matters.

Where a member is required to act as an advocate for a client when representing or assisting
them before tribunals or courts of law, the member shall ensure that the client is aware that
the member has an obligation not to mislead the Court or Tribunal.

Confidentiality

This ethical principle requires members to respect the confidentiality of information acquired
as a result of professional and business relationships and, therefore, not disclose such
information to third parties without proper and specific authority.

However, a member can disclose any such information if there is a legal or professional right
or duty to disclose.

(b) Tax evasion refers to the use of illegal means to reduce tax liabilities. Practicing tax evasion
by taxpayers defrauds the government of the tax revenue, therefore, it is an offence and is
punishable by fines, imprisonment or both.

The following are the means of reducing taxation liabilities which may constitute tax evasion:

(1) Deliberate misrepresentation of facts, manipulation of financial statements, disclosure of
expenses that do not even exist and treating personal expenditure and business
expenses.

(2) Failure to report and pay taxes such as pay as you earn, value added tax and withholding
tax which are collected from others on behalf of the Zambia Revenue Authority (ZRA).

(3) Deliberate concealment of income or overstatement of tax credits or suppression of
profits by charging non-revenue expenses to the profit or loss or overstatement of tax
reliefs such as capital allowances.

(4) Failure to maintain appropriate financial statements for the purposes of income tax
assessment.

(5) Non-disclosure of relevant documentations as may be demanded by the Zambia Revenue
Authority.
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(c) Value Added Tax (VAT) payable for the month of November 2025

Output VAT K K
Exempt sales 0
Standard rated sales (K1,600,000 x 16%) 256,000
Sales returns (K21,000 x 16%) (3,360)
252,640

Input VAT
Exempt purchases 0
Standard rated purchases
(K420,000 x 50% x 16%) 33,600
Purchases returns (K40,000 x 50% x 16%) (3,200)

30,400
Internet expenses 0
Telephone expenses 0
Entertainment expenses for employees 0
Entertainment expenses for customers 0

Cleaning expenses (K162,400 x 4/29 x 80%) 17,920
General expenses (K925,564 x 4/29 x 80%) 102,131

Motor car 0
Office furniture (K118,320 x 4/29 x 80%) 13,056
Delivery truck (K464,000 x 4/29 x 80%) 51,200

(214,707)
VAT payable 37,933
Working

Proportion of taxable supplies made
Taxable supplies x 100
Total supplies

K1,600,000 x 100
K2,000,000
= 80%

(d) The following are the advantages and disadvantages of accounting for VAT under the cash

accounting scheme:

Advantages

(1) It is easy to prepare value added tax returns as the cash book is used to extract the
relevant information.

(2) Value added tax is only payable if the customers have made the payments.

(3) Irrecoverable debts relief occurs automatically as no VAT is payable if the customers have
not made the payments.

Disadvantages

(1) Input VAT is not available for reclaim until the payments are made to the suppliers hence
delaying the input VAT claims.

(2) The receipt basis of accounting for value added tax is not available to all kinds of traders
as the scheme is only available to small scale traders in the construction sector.

END OF SUGGESTED SOLUTIONS
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SECTION A

There are TWO (2) COMPULSORY questions in this section.
Attempt both questions.

QUESTION ONE

You are an Audit Supervisor at Mukuba Co, responsible for planning the first audit of a new client,
Shimbi Co, for the financial year ending 31 December 2024. Shimbi operates in the mining
equipment manufacturing industry, with forecasted revenue of K192 million and a profit before
tax of K69 million. During a planning meeting, the Audit Manager received key information from
Shimbi’s Finance Director regarding various aspects of the business and potential risks that could
impact the audit.

Shimbi Co. operates two (2) manufacturing factories on the Copperbelt. The company imports
its raw materials from overseas suppliers, and these materials typically remain in transit for up
to two (2) months before reaching the factories. Control over the goods is transferred to Shimbi
at the point of dispatch from the supplier.

Shimbi’s major customers include mining companies in the Copperbelt Province. Mapani Mine
(MM), a key customer, is experiencing financial difficulties, with shareholders unable to provide
recapitalization funds and financial lenders refusing support due to its poor liquidity position.
Despite this, the Finance Director asserts that no allowance for doubtful receivables is required,
as MM is the only customer facing financial challenges.

Shimbi offers a two (2) year warranty on all new equipment under its Total Quality Management
Assurance (TQMA) program. The Finance Director stated that the warranty provision for 2024
would remain unchanged from the previous year, as no significant business pattern changes
have been noted. However, in January 2024, Shimbi changed one (1) of its raw materials to
reduce production costs in line with its Low Cost and Low Pricing (LCLP) Strategy. This change
led to an increase in warranty claims and resulted in ten (10) customers switching to competitors
due to equipment faults.

In September 2024, it was discovered that sales ledger clerks committed fraud through staff
collusion. The Finance Director assured the audit team that the employees involved had been
dismissed and that additional controls had been implemented to prevent further fraud.

Shimbi is developing a new mining equipment model that complies with environmental
regulations. A total amount of K8 million in research and development costs incurred to date is
planned to be capitalized within intangible assets. The model is still under development and is
not expected to be available for commercial production until March 2025.To finance this
development, Shimbi secured a K5 million bank loan from an investment bank in January 2024,
repayable over five(5) years in monthly installments. In October 2024, Shimbi refurbished its
factories. In November 2024, the National Construction Council of Zambia (NCCZ) received a
complaint that the refurbishments did not comply with building laws and regulations. An
investigation is underway, and if violations are confirmed, Shimbi could face a significant financial

penalty.
In November 2024, a fire damaged equipment inventory costing K7 million. The company

believes the damaged equipment is still saleable, but at a reduced price of K6 million, as the
damage is considered minor.
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Required:

(a) Describe four (4) factors, other than the preconditions for an audit, that the auditors
should consider prior to accepting a new audit engagement. (4 marks)

(b) Describe six (6) audit risks and explain the auditor’s response to each risk in planning the
audit of Shimbi Co. (12 marks)

(©) Describe four (4) substantive procedures the auditor should perform on warranty
provisions. (4 marks)

(d) ) Explain the responsibility of Mukuba Co. with regards adherence with laws and
regulations by Shimbi Co. (1 mark)

(i) Explain two (2) objectives of your firm with regards the audit of compliance with
laws and regulations of a client company according to ISA 250 Consideration of
laws and regulations in an audit of financial statements. (4 marks)

[Total: 25 Marks]

QUESTION TWO

Build Construction Ltd is a small construction company in the construction industry. In order to
upgrade its construction equipment, the company acquired state of the art construction
equipment. In addition, it also acquired a computerized accounting information system. Kwitu
Chartered Accountants has been appointed Auditor and it is the first time that they will be
auditing a company in the construction industry.

The Payroll system:

Currently, Build Construction Ltd has five (5) construction sites with each site managed by a Site
Manager. There are ten (10) workers at each site, three (3) of them are permanent employees
and the rest as casual workers. The Site Managers are allowed to replace any casual workers
that resign without getting permission from Head Office. This is done quickly so that construction
work is completed on schedule.

Every end of the week, the Site Managers send lists of wages due to casual workers using short
messaging services (sms) to the Payroll Accountant at Head Office so that they can start
preparing the monthly wages. Every month end, the Site Manager goes to the Head Office to
collect cash pay packets for casual workers. Pay packets are handed over the workers by the
Site Managers and there is no evidence of receipt of the money by the casual workers. All wages
not collected are deposited into the Site Manager’s mobile money accounts and sent back to the
Payroll Accountant one (1) week later using mobile money transfer platforms. The Payroll
Accountant is in charge of preparing the payroll, withdrawing cash from the bank and transferring
cash into employee’s bank accounts. Currently, there is no independent verification of wages
paid to casual worker’s time sheets and there has been a noted increase in the wages bill.

Cash payment system

The Chief Cashier at Head Office is responsible for collecting cash from junior cashiers and then
deposits the cash into the bank. She is also responsible for making payments to suppliers and
other operational expenses such as fuel for the trucks that deliver materials to construction sites.
Bank and payables reconciliations are performed after two (2) months as she is too busy with
other duties assighed to her by the Senior Accountant. Most of the documents are not
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pre-numbered. This makes the work of external auditors difficult to trace supporting documents
for payments made.

Being the first time the firm is performing an audit for a construction company, the Engagement
Partner has requested that the Senior Auditor designs audit procedures that can be used to
obtain sufficient and appropriate audit evidence during the audit of Build Construction Ltd. Kwitu
Chartered Accountants would like to get an understanding of how the accounting information
system functions. They will then assess the credibility of financial reports that are prepared from
the computerized accounting system.

Despite the weaknesses in the cash and payroll systems, Build Construction Ltd has captured all
transactions and related events and disclosed all of them in the financial statements. One (1) of
the interns on the audit team is asking for clarifications as to what type of assertions should be
considered in order to describe the audit procedures on transactions and balances as well as
disclosures.

The following figures have been extracted from the draft financial statements of Build
Construction Ltd:

Km
Salaries 20
Electricity 5
Motor vehicles 315
Receivables 120

Required:

(a) Explain four (4) deficiencies in the payroll system of Build Construction Ltd and suggest
a suitable improvement to each deficiency. (8 marks)

(b) (i) Explain four (4) internal controls that should be implemented in the cash system
of Build Construction Ltd. (4 marks)

(i) Explain four (4) areas that will be important for external auditors to gain an
understanding of the computerized accounting information system of Build
Construction Ltd. (4 marks)

(©) Explain three (3) audit methods that can be used in order to obtain sufficient and
appropriate audit evidence when auditing a small company such as Build Construction

Ltd. (3 marks)

(d) (i) Explain three (3) financial statement assertions for any one (1) expense
extracted from the draft financial statements of Build Construction Ltd.

(3 marks)

(ii) Explain three (3) financial statement assertions for any one (1) asset extracted
from the draft financial statements of Build Construction Ltd. (3 marks)
[Total: 25 Marks]
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SECTION B

There are THREE (3) questions in this section.

Attempt any TWO (2) questions.
QUESTION THREE

(@)

(b)

You are an Audit Manager in Tandizo Chartered Accountants (TCA), and currently
planning the audit of an existing client, Nongo Ltd (NL) for the year ending 31 December
2024. NL is an established company specialized in manufacturing and distribution of
luxury Rolex watches.

The Chief Executive Officer (CEO) of NL is an old university friend of the Engagement
Partner who has been the Engagement Partner of NL for the past ten (10) years. As a
result of this friendship the partner has not yet engaged the client over the audit fee for
last year’s audit of which 25% is still outstanding.

The employees of TCA are entitled to purchase Rolex watches at a discount of 12%. This
gesture has been offered to the audit teams for the past five (5) years and this is the
same discount given to staff of Nongo Ltd. As part of the audit, TCA has been asked by
the client to confirm the sales tax figure that has been disputed by tax authorities and
also act as witness before a tax tribunal in the resolution of this tax matter. The amount
involved is material to the financial statements.

During the year, the Finance Manager of NL resigned and joined TCA as a partner. As a
result of the former Finance Manager’s familiarity with NL's operations, it has been
proposed that he should be appointed to provide an independent partner review for the
audit. The CEO of NL intimated that the company has had liquidity problems the last two
(2) years and has asked the Engagement Partner to go with him to a meeting at the bank
to help secure a new loan to ease cash flow problems being experienced.

Required:

Explain six (6) ethical threats which may affect the independence of Tandizo Chartered
Accountants audit of Nongo Ltd and for each threat suggest a suitable safeguard.
(12 marks)

Chilanga Airline is a state-owned airline operating in a country where domestic air travel
is subsidized by the government, allowing citizens to travel at reduced costs. Two (2)
years ago, management conducted a comprehensive review of the airline’s operations
and implemented several measures to improve efficiency, customer service, and financial
performance. As an Audit Manager, you will be required to test effectiveness of these
internal control measures.

Chilanga Airline operates a centralized procurement department, where all purchase
requisition forms for aircraft maintenance, spare parts, and in-flight services are
submitted. Upon receipt, the procurement team conducts market research to secure the
best prices before raising a purchase order, which is then authorized by the Procurement
Director. The small procurement team processes over two hundred (200) forms daily.
There have been challenges in recruiting skilled procurement staff.
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To address staff shortages, the airline introduced overtime incentives for permanent staff
to reduce reliance on costly temporary workers. This initiative has been successful,
leading to higher staff retention. Additionally, a biometric clock-in system has been
implemented to monitor staff hours, ensuring accurate payroll calculations.

Chilanga Airline has also invested heavily in new aircraft and upgraded aviation
technology, allowing it to increase the number of flights and enhance passenger comfort.
However, there is a shortage of experienced pilots and maintenance engineers, creating
a challenge in optimizing operations. To oversee major capital investments, the airline
has formed a capital expenditure committee comprising of senior executives, responsible
for evaluating and approving all significant capital expenditure.

You are Audit Senior on the audit of the financial statements of Chilanga Airline for the
year ended 31 March 2025. You are considering the approach that you will take in the
audit and in doing so, you intend to conduct tests of controls for the control activities
identified during the planning stage of the audit. Depending on the results of the tests of
controls, you will follow a combined approach or a substantive audit approach.

Required:
(i) Explain the term ‘control environment’'. (3 marks)

(ii) Explain four (4) strengths within Chilanga Airline’s operating environment.
(6 marks)

(iii)  Explain the audit team’s response to the results of the planned tests of controls

during the audit of the financial statements of Chilanga Airline. (4 marks)
[Total: 25 Marks]

QUESTION FOUR

Teka Mining Ltd is an artisanal mining company specializing in manganese extraction in Mukushi.
The company is governed by a Board of Directors consisting of four (4) experienced Mining
Engineers and one (1) former Director of Finance with a background in the mining sector.
Chandra & Mukuka Chartered Accountants (C & M) have been appointed as the external auditors
for Teka Mining Ltd. Due to the complexity of the mining operations, C & M engaged an expert
to assist in gathering audit evidence relevant to the audit process.

Teka Mining Ltd.’s accounting department has historically maintained its accounting records
manually. However, the Board of Directors recently recommended the acquisition of a modern,
integrated accounting system to enhance operational efficiency, optimize resource utilization,
and reduce costs. This move is aimed at ensuring that the company remains competitive in the
industry. Additionally, the company invested K1.2 billion in new mining equipment in the current
year.

To align with industry advancements, C & M also implemented audit software to facilitate the

audit process for clients like Teka Mining Ltd. The company maintains receivables and payables
ledgers, with regular reconciliations performed by the accounting staff.
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The mining industry has faced significant challenges over the past two (2) years, primarily due
to a slowdown in the global economy, which has led to reduced demand for minerals such as
manganese. Teka Mining Ltd has not been immune to these challenges, experiencing a decline
in operations, workforce reductions, and a sharp decrease in revenue. Management implemented
cost-cutting measures, including staff layoffs, to manage payroll and payables. However, the
company has fallen behind on payments, including employee wages and National Pension
Authority (NAPSA) remittances, for over a year. The company’s working capital ratios have
deteriorated, and its statement of financial position has reflected negative cash flows for the past
two (2) years.

The Engagement Partner at C & M requested that management at Teka Mining Ltd conducts a
going concern assessment to determine whether the company is a going concern. Management
of Teka Mining Ltd prepared a one (1) year cash flow forecast and conducted an assessment of
the ability of the company as a going concern. Management concluded that the company is a
going concern and prepared financial statements on that basis. After evaluating the
management’s going concern assessment, the audit team is of the view that there exists material
uncertainty with regards Teka Mining Ltd as a going concern. The financial and liquidity
challenges being faced by the company cast significant doubt on the ability of the company as a
going concern. The audit team is considering including this in the audit report and the
Engagement Partner has requested that this should be communicated to those charged with
governance together with the reporting implications.

Additionally, C & M is required to perform analytical procedures to evaluate plausible relationships
between key financial data, such as receivables and credit sales, as well as purchases and
payables.

Required:

(a) Explain four (4) audit procedures that will be performed on verifying the mining
equipment. (8 marks)

(b) (i) Explain two (2) pieces of information you expect to find in working papers on
analytical procedures. (4 marks)

(i) Explain the importance of Chandra & Mukuka Chartered Accountants engaging a
mining expert on the audit of financial statements of Teka Mining Ltd.
(2 marks)

(iii)  Explain here (3) areas in which audit software can be used during the audit of
Teka Mining Ltd. (3 marks)

(© (i) Explain four (4) audit procedures that will be performed to obtain audit evidence
about the existence of material uncertainty with regards the ability of Teka Ltd
as a going concern. (4 marks)

(ii) Explain two (2) matters that should be communicated to those charged with
governance regarding events and conditions that cast doubt on Teka Mining Ltd.’s
ability to continue as a going concern. (4 marks)

[Total: 25 Marks]
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QUESTION FIVE

Wanga Beauty Parlor Ltd (Wanga), a company operating nine (9) salons and barber shop centers
nationwide, has been under scrutiny by law enforcement agencies for an extended period due
to suspicions of utilizing illicit funds for its operations. This information was confidentially
disclosed to the authorities by Bax Chartered Accountants. As a result, Wanga’s primary bank
accounts were frozen. Subsequently, during court proceedings, the court mandated Bax
Chartered Accountants to submit bank statements as part of the evidence in the money
laundering case.

The Managing Director of Wanga is also the Board Chairman. The board has not yet appointed
important committees such as the Audit Committee and a Nominations Committee. The board is
contending that it is a good measure since it will save the company a lot of financial resources.
Members on the Board of Directors are all executive directors. The absence of an internal audit
function has impacted negatively on internal controls of Wanga as most internal control
weaknesses could have been addressed a long time ago.

The economic outlook of the nation has not been good. Most people have lost jobs due to power
shortages as most companies prefer having a lean staff. Consequently, most people do not have
meaningful disposable income to spend on extra things like hair. This has led to a decline in
customer patronage, resulting in reduced business volumes and a significant loss of revenue.
Therefore, management resorted to borrowing funds from banks in an attempt to revive the
once-thriving beauty parlor’s. Previous audit reports raised concerns regarding the company’s
going concern status, making it difficult to secure favorable loan terms.

During a planning meeting for the audit of Wanga Beauty Parlor Ltd, the Engagement Partner
clarified that an audit provides reasonable assurance, not absolute assurance. He also outlined
that interns would be assigned special tasks, such as Agreed-Upon Procedures and Review
Engagements, rather than a full audit. A newly recruited intern was left wondering what exactly
the Engagement Partner meant.

At the end of the audit, the audit team concluded that the uncorrected misstatements were
material and was considering modifying the opinion. Management was concerned about the
modification of the opinion explaining that the company has always had unmodified opinions
issued. Management would like to know the form of opinion that the audit team intends to issue.

Required:
(a) (i) Explain the meaning of the term “reasonable assurance’ (2 marks)

(i)  Distinguish between an agreed upon procedures and review engagements.
(4 marks)

(b) Explain why the auditor cannot be considered to have breached the fundamental principle
of confidentiality by disclosing the illegal activities of Wanga Beauty Parlor Ltd to the
authorities. (3 marks)

(© Explain five (5) weaknesses in the governance system of Wanga and suggest measures
to improve each weakness. (10 marks)
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(d) Explain the three (3) forms of modified opinions according to ISA 705 Modifications
to the opinion in the independent auditors report and explain the circumstances each
form of modification will be issued. (6 marks)

[Total: 25 Marks]

END OF PAPER
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DA 11 PRINCIPLES OF AUDITING
SUGGESTED SOLUTIONS
SOLUTION ONE

(@)

(b)

Factors to consider prior to accepting an audit engagement:

(1) Qualifications

The prospective auditors should be qualified to act as auditors legally and

professionally.
(2) Resources

The prospective auditors should have adequate resources (Staff, time, etc.) needed
to perform quality audit as required by ISAs.

(3) Prospective auditors

The auditors should communicate with the outgoing auditors to assess if there are
any ethical or professional reasons why they should not accept appointment.
if permission by the client to communicate is not given then the engagement should

be refused.
(4) Management integrity

The prospective auditors should consider management integrity of the prospective
client. If the directors are not known by the incoming auditors they should obtain

references.

Audit risks and auditor’s responses

S/N | Risk

Response

1 New audit client. There is a risk that
the auditors may lack an
understanding of the entity. E.g. its
accounting policies, transactions and
balances, so this will increase
detection risk.

More experienced and skilled/competent
auditors should be assigned to the audit,
and adequate time should be taken to
allow the auditors to obtain an
understanding of the entity and the audit
risks.

2 The opening balances may also be
materially misstated.

Increased audit procedures should be
performed over opening balances.

3 Raw materials from overseas
suppliers are in transit for up to 2
months.

At the year end, there is a risk that
cut-off may not be accurate, and
inventory, purchases and payables
may be understated as the company
may not correctly recognize the raw
materials from the point of dispatch.

The auditors should undertake detailed
cut-off testing of purchases of raw
materials at the year end. The sample of
shipping documentation immediately
before and after the year end relating to
goods from overseas suppliers should be
increased to ensure that cut-off is
complete and accurate.

4 A major customer is experiencing
financial difficulties, but the Finance
Director does not believe an
allowance for receivables is required
in the draft financial statements.
There is a risk that trade receivables
may be overvalued and the
allowance for receivables
understated if an allowance is not
recognised.

Review correspondence with this customer
and enquire from /or discuss with the
Finance Director the rationale (basis) for
not providing an allowance for receivables,
despite the financial difficulties
experienced by this major customer.

201




5 Warranty provision. The overall Discuss with management or Finance
number of customers claiming on the | Director the assumptions of estimating the
warranty has increased, so the warranty provision and specifically if they
warranty provision should possibly have identified the reason for the increase
be increased, but the Finance in claims and the effect of this on the
Director is anticipating that the estimate. Or review the level of claims
overall level of the provision will be received during the year and post year end
similar to the prior year. There is a and compare this to the provision made at
risk that the provision and expenses | the year end to assess the adequacy and
are understated and profit reasonableness of the provision.
overstated

6 Sales ledger employees were Enquire from the Finance Director what
dismissed as they committed frauds. | additional controls have been put in place
There is a risk that the employees to identify any similar frauds.
may have undertaken a significant Additional substantive testing should be
number of fraudulent transactions conducted over the affected areas of the
which have not yet been identified. accounting records, particularly credit
There is a risk that profit is sales and receivables, to establish if there
overstated if the loss as a result of have been any further fraudulent
the fraudulent transactions is not transactions.
expensed to the statement of profit | The audit team should follow a substantive
or loss. audit approach and not place reliance on

internal controls.

8 All of the expenditure (K8 million) Obtain a breakdown of the expenditure
has been included as an intangible capitalised and agree to supporting
asset. If research costs have been documentation to determine whether the
incorrectly classified as development | costs relate to the research or
expenditure, there is a risk that development stage. Discuss with the
intangible assets are overstated, and | Finance Director that research costs should
expenses understated leading to be expensed in the profit or loss account -
overstatement of profit. IAS 38.

9 K5 million interest-bearing bank loan | Obtain the loan interest from the loan
in January 2024. There is a risk that | documentation and recalculate the finance
interest or finance cost may be cost and agree to the finance cost
understated or not included at all in | recorded in the financial statements.
the financial statements, leading to
profit been overstated.

10 | Loan repayable in arrears over 5 Inspect the financial statements to verify
years in monthly instalments. There | the that the loan is split appropriately and
is a risk that the loan may not be review the financial statements disclosure
correctly /appropriately split into note to ensure that it is adequate as
current liability and non-current required by applicable IFRS.
liability or adequately disclosed as
required by applicable IFRS in the
financial statements.

11 | NCC is currently investigating non- Enquire from the Finance Director how the

compliance and, if found to be in
breach of the laws and regulations it
will be fined. There is a risk that no
provision has been provided for (or
understated) in the financial
statements regarding the breach of
the laws and regulations.

investigation has been treated and if it has
been accounted for in the financial
statements, discuss with the Finance
Director the assumptions used and how it
has been accounted for in the financial
statements.
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(c)

(d)

12 | Fire caused damage to inventories of | Inspect the inventory to assess if it isin a
equipment which had cost K7 saleable condition and discuss with the
million. The company believes that Finance Director the assumptions used to
the equipment can still be sold but at | determine the selling price of K6 million.
a reduced selling price of K6 million. | Confirm also that the inventory has been
There is a risk that inventory may be | written down to K6 million and K1 million
overstated, because the damaged has been expensed.

inventory may not be in saleable
condition, leading to overstated
profit.

Substantive procedures on the warranty provision:

(1) Enquire from management or Finance Director why the warranty provision has not
changed despite increase in warranty claims and the data on which it is based.

(2) Review the assumptions used and assess the reasonableness of assumptions made.

(3) Recalculate the warranty provision and compare it to the amount included in the
financial statement to verify accuracy.

(4) Review the judgments and decisions made by management in the making of warranty
provision to identify whether there are indicators of possible management bias.

(5) Compare the assumptions used by management with the assumptions used in this
industry and discuss with the finance director the differences.

(6) Evaluate overall whether the accounting estimates including warranty provision in the
financial statements are either reasonable or misstated.

(7) Review whether the disclosures in the financial statements related to warranty
provision and estimation uncertainty are reasonable.

(8) Obtain written representations from management and, where appropriate, those
charged with governance whether they believe significant assumptions used in
making warranty provision are reasonable.

(9) Review post year end payments for warranty claim and compare the payments to the
warranty provision to assess the adequacy of the provision made.

(i) The responsibility of Mukuba Co the auditors of Shimbi Co is to obtain evidence
that financial statements are not misstated due to non-compliance with laws and
regulations.

(i) Objectives of the firm regarding laws & regulations in an audit:

(1) To obtain sufficient and appropriate audit evidence that the financial
statements are not misstated due noncompliance with laws & regulations
of the client company that have an impact on the financial statements.

(2) The firm is required to perform audit procedures to identify any non-
compliance with laws that have an impact on the figures contained in the
financial statements.

(3) In the event that noncompliance is suspected or there is evidence of non-
compliance, the auditors should respond appropriately in dealing
with this.
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SOLUTION TWO

(a) Deficiencies and recommendations in the payroll system of Build Construction Ltd:

Weaknesses/deficiencies

Remedies/recommendation

1 Site Managers are in charge of recruiting
casual workers.

There is a possibility of recruiting
workers of his own or inflating the
number of workers recruited for his
personal financial gain.

Site Managers are not expected to
recruit workers. This is function of
the Human Resources Officers. They
can only request for new staff but
not getting involved in the actual
recruitment of workers.

2 The Site Managers are responsible for
providing details of hours worked by
casual workers and they collect and pay
out pay packets. There is no segregation
of duty in this aspect.

There should be segregation of
duties. The paying out of wages
should be done by someone other
than the Site Managers.

3 Unclaimed wages being collected and
returned by the Site Managers. There is
a possibility of cash being pocketed for
personal reasons by the Site Manager.

Unclaimed pay packets should be
banked immediately into a company
account and reconciliations of payroll
should be done regularly.

4 The Payroll Accountant is in charge of
preparing the payroll, withdrawing cash
from the bank and transferring pay
funds into the bank accounts of workers
even if the wages are not signed for by
senior members of staff in the accounts
department.

The payroll accountant should be the
one to prepare the payroll. However,
he should not be the one to withdraw
cash for paying workers and actually
effecting transfers to the employee’s
bank accounts. There should be
segregation of duties. Further, if this
allowed, funds meant for salaries can
be transferred the personal account
of payroll accountant.

5 Failure to reconcile payroll amounts
regularly with numbers of workers in the
organization.

Regular reconciliation of payroll
should be done so that any
discrepancies can be cleared in time.

(b) (i) The following internal controls are necessary for the cash payment system:
(1) Segregation of duties —the personnel that are requesting for payments should not

be the ones to execute the transaction.

(2) Bank and supplier reconciliations should be prepared by some else and not the
cashier who is also responsible for banking and paying suppliers.

(3) The bank and supplier reconciliations should be prepared on a monthly basis and
should be independently checked by a senior official.

(4) Documents used in the cash system should be made accountable documents and
be pre numbered to avoid them being used fraudulently.

(i) The areas that external auditors require to gain an understanding of with regards the

information system relevant to accounting are:

(1) Review categories of transactions in the company operations that are critical for

the preparation of financial reports.
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(2) Information Technology (IT) and manual systems through which the business
transactions are initiated, recorded, processed and posted to the nominal ledgers
and reflected in the financial statements.

(3) The financial reporting process used in the preparations of financial reports
including significant estimates and disclosures.

(4) The major internal controls relating to journal entries that can capture non-routine
and unusual transactions.

(c) The following audit procedures can be performed as a means of gain appropriate audit
evidence in a small entity such as Wanga Ltd:

(d) (i)

(i)

(1) Confirmations — confirmations form external parties will provide evidence that
transactions that were recorded in the financial statements actually existed.

(2) Observations of procedures such as the segregation of duties or observing the
inventory count.

(3) Recalculation of amounts such as the invoice amounts and totals.

(4) Analytical procedures on related figures and obtaining explanations for material
differences from expectation.

Financial statement assertions for expenses:

Salaries:

Accuracy- This is a claim that the figures for salaries have been computed

correctly.

Occurrence — The amounts related to salaries are for employees that work for
Build Construction Ltd and that they are due to the relevant employees.

Completeness- This is a claim that all the total salaries amount included in the

profit or loss account includes all salaries due for the period under consideration.

Cut off — This is the claim that salaries have been recorded in the correct

accounting period.

Electricity paid

Accuracy- That the amount in the profit or loss account has been correctly
determined.

Occurrence — That the electricity bill paid are for the electricity consumed by
the company in the period under review.

Completeness — That the electricity charge recognized includes the

power consumed to the period end including what has not been paid.

Cut off — The electricity charge in the profit or loss includes only that related to
the consumption in the current year and that no subsequent charge is included
in the current year.

Financial statement assertions for assets:

Motor vehicles:

Existence — That the motor vehicles represented by the figure in the statement
of financial statements existed at the period end.

Rights and obligations — That the motor vehicles in the statement of financial
position relates to those that belong to Build Construction Ltd.

Valuation — That the motor vehicles have been valued correctly in accordance
with applicable accounting standards.
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Presentation — That the motor vehicles are been presented in the financial
statements in accordance with the requirements of the relevant accounting

standards.
Receivables:

Existence — That the figure of accounts receivables represents those that existed

at the period end.

Rights and obligations — The amounts for receivables represents money due to

Build Construction Ltd.

Valuation — That the receivables have been appropriately valued
considering recoverability of the amounts. Allowances for doubtful
receivables have been considered and provided for.

Presentation — That the balances for receivables have been disclosed in the
financial statements in accordance with applicable accounting standards.

SOLUTION THREE

(a)

Ethical threats and how to manage them

Ethical threat

Safeguards

The Engagement Partner and the
CEO are old university friends.
Personal relationships between the
client and members of the audit team
can create a familiarity and self-
interest threat.

The IESBA code of Ethics does not
specifically ~ prohibit  friendships
between the audit client and the
team. However, due to the senior
positions held by both parties then
there is a risk that independence may

The personal relationship should be reviewed
in line with Tandizo Chartered Accountant’s
ethical policies.

Consideration should be given to rotating
the partner off this engagement and
replacing with an alternative partner.

be perceived to have been
threatened.
Last vyear's audit fee s still | Tandizo Chartered Accountants should chase

outstanding. This

amounts to 25% of the total fee and
is likely

to be a significant value. A self-
interest threat can arise if the fees
remain outstanding, as Tandizo
Chartered Accountants may feel
pressure to agree to certain
accounting adjustments in order to
have the previous year and the
current year fee paid.

In addition, outstanding fees could be
perceived as a loan to a client, this is
strictly prohibited.

the outstanding fees.

If they remain outstanding, the firm should
discuss with those charged with governance
the reasons for the continued non-payment,
and ideally agree a payment schedule which
will result in the fees being settled before
much more work is performed for the current
year audit.

The audit team has in previous years
been offered a staff discount of 12%
on purchasing luxury Rolex watches.

The audit firm should ascertain whether the
discount is to be offered to staff this year.
If it is then the discount should be reviewed
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This is a self-interest threat. It
would need to be confirmed if this
discount is to be offered to this year’s
team as well, as only goods of an
insignificant value are allowed to be
accepted.

for significance. If it is deemed to be of
significant value then the offer of discount
should be declined.

Tandizo Chartered Accountants has
been asked by the client to confirm
the sales tax figure that has been
disputed by tax authorities and also
act as an advocate before a tax
tribunal.  This  represents an
advocacy threat as the audit firm
may be perceived as promoting the
interest of the client to a third party
and this threatens objectivity. It also
represents a self-review threat as
the auditors will review their own
work.

The IESBA code states that where a taxation
service involves acting as an advocate for an
audit client before a public tribunal or court in
the resolution of a tax matter and the amount
involved is material to the financial
statements, the advocacy threats created
would be so significant that no safeguards
could reduce it to acceptable level. The
Engagement Partner should politely decline
this request

The former Finance Manager has
joined Tandizo Chartered
Accountants as a partner and has
been proposed as the review partner.
This represents a self-review
threat, as he was in a position to
influence the financial statements
whilst working at NL; if he is the
review partner there could be a risk
of him reviewing his own work.

This partner must not be involved in the
audit of NL for a period of at least two
years. An alternative review partner should
be appointed.

The CEO of NL has asked the
Engagement Partner of Tandizo
Chartered Accountants to go with him
to a meeting with the bank. This
represents an advocacy threat as
the audit firm may be perceived as
promoting the interest of the client to
a third party and this threatens
objectivity.

The Engagement Partner should politely
decline this request from NL, as it represents
too great a threat to independence.

(b) (i)

Meaning of control environment:

The control environment of a company refers to the environment created by the
company’s directors and executives, through their attitude, awareness and
actions, regarding the company’s internal controls and their importance in the

company.

(i)

Strengths in Chilanga Airline’s operating environment:

Strengths within Chilanga Airline’s operating environment

The procurement department researches the lowest price from suppliers
before raising a purchase order. This helps with economy of the process,
attaining resources at the lowest cost.
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(iii)

Overtime rates have been introduced for permanent staff and this has
incentivized staff to fill staffing gaps. As a result, the airline has saved money
by decreasing the level of expensive temporary staff. Additionally, the
permanent staff may be more effective as they are familiar with the airline
systems.

The airline has implemented a biometric clock-in system to ensure employees
are only paid for those hours worked. It also provides a means for recording
hours worked which is valuable management information. Before this there
would have been no definitive record of actual hours worked.

A capital expenditure committee of senior managers has been set up to
authorize significant capital expenditure items. This will help prevent cash out
flows for unnecessary assets, or assets not budgeted for.

The airline has an internal audit department monitoring the internal control
environment and advising on value for money.

Orders are authorized by a purchasing director to help ensure expenditure
incurred is necessary expenditure.

Audit team'’s response to results of tests of controls:

In the event that the results of the tests of controls conducted show that the
controls are operating as expected, the auditors will use a combined approach to
the audit. This means that reliance will be put on the effectiveness of the internal
controls and the auditors will reduce the extent of further audit procedures to be
conducted.

If on the other hand the results of the tests of controls show that the internal
controls are not operating as expected, a substantive audit approach will be taken
where no reliance on internal controls will be placed. The audit team will solely
rely on the results of substantive audit procedures to obtain evidence.
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SOLUTION FOUR

(a)

(b)

The following audit procedures can be performed on the mining equipment:

(i)

(1) Obtain a summary of mining equipment that indicates gross book value,
accumulate depreciation and net book value and then reconcile with the opening
balance

(2) Confirm details that the company regularly inspects all mining equipment in the
non-current asset register on a yearly basis

(3) Review the non-current asset register and confirm that the acquired assets have
been recorded.

(4) Inspect a sample of the acquired assets for physical verification of existence.

(5) For a sample of acquired mining equipment inspect the supporting documents
such as invoices and recalculate for accuracy.

(6) Review the non-current asset register to confirm that depreciation has been
charged to all mining equipment

(7) Recalculate the depreciation rates to confirm whether the amounts agree with
what is reflected in the financial statements.

(8) Review mining equipment disclosure in the financial statements to confirm if they
meet IAS 16 Property, Plant and Equipment.

(9) Review minutes of the board to confirm if there was any board approval for the
purchase of the mining equipment.

(10) For any valuations, confirm that the valuation surplus has been correctly reflected
in the financial statements.
The following information will be contained in the working papers after auditors

have performed analytical procedures:

(1) An outline of analytical audit procedures-the details of analytical procedures and
details of work performed using analytical procedures should be documented.

(2) Significant amount audited- external auditors will have to document significant
values that show the relationships for the year.

(3) The work documented will include a summary of comparisons that was made
using current budgets and the previous budgets.

(4) The working papers will also contain fluctuations or unsuspected relationships.

(5) Any conclusions that were made from information or evidence obtained suing
analytical procedures.

(if) An audit expert is one with special skills other than auditing or accounting. Expectant

auditors can use such an expert in order to collect audit evidence that will assist them
to form an opinion. A mining expert will help the auditor assess key areas that require
specialized knowledge beyond standard financial auditing such as mining assets and
valuation.

(iii) The following are areas in which the audit team can use audit software:

(1) They can be used to perform calculations, comparisons when external auditors
use analytical procedures.

(2) They can also be used by external auditors to select a sample for example, a
sample of payables for confirmation.

(3) Can help to confirm information held on master file with what is on the invoices.
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(c) (i)

(4) They can help external auditors to perform recalculations of amounts in the
financial statements.

Audit procedures for material uncertainty with regards going concern:

(1) External auditors need to discuss or review the cash flow, profit and other relevant
forecasts with those charged with governance at Teka Ltd

(2) External auditors need to analyse and have a discussion on the latest financial
statements (or management accounts)

(3) Ask management about their assessment of the entity’s ability to continue as a
going concern, including managements plans of mitigating any going concern risks

(4) Analyse financial ratios and trends, including liquidity, profitability and solvency
ratios

(5) Read or review board minutes of shareholders, the Board of Directors and other
important committees for referencing financial difficulties

(6) Conduct inquiries of management with company lawyers with regards to litigation
and claims against the entity

(7) Assess the financial ability of third party who provide finances to provide additional
funds.

(ii) The following are matters to be communicated with those charged with governance

with regards to going concern:

(1) Events or conditions that cast doubts on the uncertainties of the company

(2) They should also communicate matters to the effect that the going concern basis
of accounting is appropriate or not in the preparations and presentations of
financial statements.

(3) He adequacy of related disclosures with regards to going concern

(4) The implication of auditor’s opinion with regards to going concern

SOLUTION FIVE

(a)

(i) Meaning of reasonable assurance:
This is a high but not absolute level of assurance that is given by the auditor after
conducting an audit of the financial statements.

The reasonable form of assurance is given following a substantial amount of audit
work having been conducted and is issued in a positive form by the auditors
expressly stating whether or not the financial statements show a true and fair
view.

(i) Distinction between agreed upon procedures and review engagements:
An agreed upon procedure is one in which the external auditor has agreed to
obtain audit evidence which can be used by the client management to make a
decision. The result of the engagement is given to the client, who later decides to
take action. There is no assurance that is given arising from this form of
engagement.
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(d)

(b)

(c)

A review engagement is one that is performed by an external auditor as an
alternative to an audit or as requested by the client. It gives rise to a lower level
of assurance which is expressed in a negative form.

Disclosure of illegal activities of Wanga Beauty Parlor Ltd:

The client was suspected to be involved in illegal activity. This is a criminal act which
should not be hidden by external auditors. If an external auditor hides this information
that constitutes a breach of fundamental professional ethical principles.

The auditor was ordered to release information by the law enforcement officer and
did not breach the rules of professional conduct. When external auditors are called by
law enforcement agencies to release information in their custody as requested by
court of law, they should abide by the order.

Governance weaknesses and recommendations for improvement:

Governance weaknesses Recommendations

1. The Managing Director is the same | The roles of the person occupying the
person who chairs board meetings. | position of Chairman is expected to be
This can just make a meeting just to | different from the one running the
sport his personal interests. company on daily basis

2.Lack of an audit committee The presence of an audit committee will
This entails that there will be no | ensure the independence of both
credible  scrutiny of  financial | internal and external auditors and can

statements rendering them less | enhance confidence various
reliable. stakeholders have in the financial
statements

3. Lack of an appointment committee | The presence of an appointment
on the board. committee will enhance the calibre and
This will entail that appointments will | competences required to serve on the
not be based on merit and the | board.

performance will be affected as some
of them may not even be qualified.

4, Lack of Non-Executive | The composition of the Board of
Directors(NEDs) Directors should be reviewed and steps
NEDs can improve the quality of | taken to ensure a balance between
decisions making processes. The | executive and non-executive members.
absence of NEDs means, directors can
actually do what they want without
being questioned.

5. Lack of an internal audit function An internal audit function is needed in
This will mean there are no creditable | order to enhance and improve internal
checks and balances internally to | control.

ensure that the company is operating
effectively.

The possible forms of modification of the opinion:
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(1) Qualified opinion — This is a form of modification of the opinion where the auditors
have a matter of concern that prevents them from issuing an unmodified opinion. The
opinion takes the form of ‘except for ...” the matter of concern, the financial statements
show a true and fair view.

This form of opinion is issued under two circumstances as follows:

(i) The auditors have obtained sufficient appropriate audit evidence and the matter
of concern is material but not pervasive.
(if) When there is a limitation of scope and the auditor has not obtained all the
required evidence. In this case the matter is material and not pervasive as well.
(2) Adverse opinion:
This is a form of opinion where the auditors expressly state that the financial statements
do not show a true and fair view.

It is issued under the following circumstances:

(i) The auditors have obtained sufficient appropriate evidence and the matter of
concern is both material and pervasive.

(i) There is a limitation of scope and the matter of concern is both material and
pervasive.

(3) Disclaimer of opinion:
This is a form of modification where the auditor states that they are not in a position to
form an opinion on account of there being a limitation of scope.

This form of opinion is issued when there is a limitation of scope and the matter of
concern is both material and pervasive.

END OF SUGGESTED SOLUTIONS
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SECTION A

There are TWO (2) Compulsory questions in this section.

Attempt both questions.
QUESTION ONE

You have been invited for a job interview at Zambia Revenue Authority (ZRA) and you have been
informed through the invitation letter that most of the questions you will be asked will linger
around Corporate Governance.

Required:
(a) Distinguish the following principles of good Corporate Governance:
(i) Integrity and accountability (4 marks)
(ii) Fairness and responsibility (4 marks)
(b) Discuss the accuracy or inaccuracy of the statement that directors are agents of the
company and not individual shareholders’. (6 marks)
(©) Explain the characteristics of a floating charge? (6 marks)
(d) With reference to the position of a director, explain the concept of ‘/insider dealing’ and
its implications on directors. (5 marks)
[Total: 25 Marks]
QUESTION TWO
(a) Discuss in brief, the procedure for alteration of Articles of Association in company Law.
(10 marks)
(b) Explain at least two (2) grounds for lifting corporate veil of a company. (10 marks)
(©) Explain the Role of Chief Executive Officers. (5 marks)

[Total: 25 Marks]
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SECTION B
There are Three (3) Questions in this Section.

Attempt any Two (2) Questions.

QUESTION THREE

(a) In relation to company law, discuss the directors’ duty of care and skill. (10 marks)

(b) George, who is sixty-five (65) years old, has just retired from his employment with a
pension and a lump sum payment of K200,000,000. He is keen to invest his money, but
has absolutely no knowledge of business or investment. He does not wish any great risk
to be involved in his investment and also would like to have ready access to cash if need

arises.

Required:
Advise George on the type of company he should invest in. (15 marks)
[Total: 25 Marks]

QUESTION FOUR

You are a recently graduated accountant who has been approached by your inquisitive grade 12
sibling who wants you to explain the following to him:

(a) A prospectus. (5 marks)
(b) Preference shares. (5 marks)
(© A Director’s duty to avoid a conflict of interest. (5 marks)
(d) The duties of a liquidator. (6 marks)
(e) What is meant by a Liquidator. (4 marks)

[Total: 25 Marks]
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QUESTION FIVE

(a)

(b)

A company once incorporated operates freely and independently. The expectation is that
there will be perpetual succession, but as business circles have it, at times businesses
crumble and the best thing will be to wind up company operations.

Required:

Discuss compulsory and voluntary modes of winding up a company. (10 marks)

Kalisto is the new Director for Sahara Limited. He has discovered that the previous
Director his friend was embezzling funds of the company with the help of one Mr. Mbewe.
He informs management that he would want to protect the interest of the company as
that is his primary duty. He informs management that he is thinking of selling few shares
to the public with the help of two non-executive directors and is now in your office for
the same.

Required:

(i) Explain to him on the legality or non - legality of his intended move and
circumstances under which he can fulfill his wish. (10 marks)

(ii) Explain to Kalisto the functions of Executive Directors. (5 marks)

[Total: 25 Marks]

END OF PAPER
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DA 12 GOVERNANCE AND COMPANY LAW
SOLUTION ONE

(a) The distinction is:

(i) Integrity means straightforward dealing and completeness. It means being honest, of
high moral character and standing on one’s principles no matter the pressure to do
otherwise. Whilst Accountability means being answerable for the consequences of one’s
actions. For example, the directors/management of the company will be accountable to
shareholders and other stakeholders.

(i) Fairness means being balanced by taking into account everyone who has a legitimate
interest in the company, and respecting their rights and views e.g. the board must take
into account the interests all stakeholders. Whilst Responsibility means the
board/management must accept the credit or blame for governance decisions. They must
act responsively to, and with responsibility towards all stakeholders of the company.

(b) The directors are agents of the company (all shareholders) and not individual shareholders.
This is so because there is a separation between the company and its owners, making directors
answerable to the company and not individual shareholders. Thus, the owners (company as a
whole) are the principal whilst the directors are the agents employed to carry out the instructions
of the company. Therefore, to this extent, the above statement is correct.

(c) A floating charge floats over a class of assets. This means that a creditor would take a class
of , or all, of the company’s assets, both present and future assets, as security. A floating charge
does not attch to any particular item of property until it cystallises because it is recognized that
the class of assets charged will change from time in the ordinary course of the company’s
business. A floating charge does not prevent the company from selling the assets over which it
is granted.

(d) Insider trading is the use of inside information (i.e specific information that has not yet been
made public, and if made public would have a significant effect on the shares/stock as it is price
sensitive information) by the directors to take advantage and buy or sell shares of the company
the market. This is prohibited of directors.

The implications of insider trading on the directors would be being liable to the company and
must pay back any secret profit to the company, can be fired, or criminally liable/prosecuted as
this undermines the integrity of the capital market.
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SOLUTION TWO

(a) Alteration of articles of association (AOA) is the process of changing a company's AOA. This
can be done to comply with legal requirements, adapt to new circumstances, or realign with the

company's strategies.
How to alter AOA

1. Call a general meeting where the directors approve a statement informing shareholders
that the AOA need to be changed

2. Hold a meeting with shareholders to pass a special resolution
What can be amended in AOA

e A company can amend its AOA to take into account a change in the law

e A company can amend its AOA if a regulating authority has ordered them to do so

What are the restrictions on amending AOA

e Amendments must not conflict with the Companies Act
e Amendments must not be illegal
e Amendments must not deprive members of statutory protection

¢ Amendments must not force members to take or subscribe for more shares or increase

liability to contribute without written consent

e Amendments must not be an abuse of majority power

(b) The corporate veil can be lifted when a court finds that it's necessary to disregard a
company's separate legal status. This can happen in cases of fraud, tax evasion, or serious

misconduct.
Reasons for lifting the corporate veil

o Fraud

If a company is used to evade legal obligations, the court can lift the corporate veil to reveal

the true identity of those responsible.
o Tax evasion

Courts can disregard a company's separate legal status if they find evidence of tax evasion

or tax avoidance.
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Serious misconduct

If a company is used for serious misconduct, such as abusing its corporate form, the court

can lift the corporate veil.

Public interest
If a company has been set up against the public interest, the court can lift the corporate

veil.

What is lifting the corporate veil?

Lifting the corporate veil is a legal decision that treats a company's rights and duties as if they

were the rights and liabilities of its shareholders.

(c) A Chief Executive Officer (CEO) is the highest-ranking executive within a company,

responsible for overseeing all aspects of the business, including setting strategic direction,

managing operations, allocating resources, making key decisions, and acting as the primary point

of communication between the board of directors and the company staff; essentially, they are

accountable for the overall performance and success of the organization.

Key responsibilities of a CEO include:

Strategic planning:
Developing and implementing the company's long-term vision, goals, and strategies.
Leadership:

Inspiring and motivating employees, building a strong company culture, and fostering

collaboration across departments.
Financial performance:

Monitoring financial health, making necessary adjustments to budgets and operations to

ensure profitability.
Decision-making:

Analyzing data and making critical decisions regarding operations, investments,
partnerships, and market expansions.

Resource allocation:

Determining how to best allocate company resources (people, budget, technology) to
achieve strategic objectives.

Stakeholder management:
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Communicating with and managing relationships with investors, customers, partners, and

regulatory bodies.

o External representation:

Serving as the public face of the company in media interactions and industry events.

SOLUTION THREE

(a) This question deals with directors’ duty of care and skill. This duty is a reflection of the
directors’ position as agents. It is not very burdensome and the standard of care is not very
high. The propositions governing directors’ duties were laid down in Re City Equitable Fire
Insurance Co Ltd (1925) as follows:

(i) A director need not exhibit in the performance of his duties a greater degree of skill than may
reasonably be expected from a person of his knowledge and expertise. This is the standard of
skill expected of directors. The test is partly objective (the standard of the reasonable man), and
partly subjective (the reasonable man is deemed to have the knowledge of the particular
director). A greater degree of skill than indicated by the court in Re City Equitable must be shown
by executive directors. It should also be pointed out that the duties vary according to the nature
of the company and its business: the responsibilities of directors of small private companies
consisting of only two members differ from the responsibilities of directors of a large public

company.

(ii) A director is not bound to give continuous attention to the affairs of his company. His duties
are of intermittent nature to be performed at periodical board meetings. He is not, however,
bound to attend all such meetings though he ought to attend whenever in the circumstances, he
is reasonably able to do so. It must be pointed out; however, that greater diligence is required
for example from an executive director such as the managing director whose contract of service

requires him to work full-time for the company.

(iii) In respect of all duties which may be properly left to some other official, a director is, in the
absence of grounds of suspicion, justified in trusting that official to perform such duties honestly.
In Doveyv Cory (1901), the defendant was one of the directors of the plaintiff banking company.
The company paid out dividends out of capital. The defendant assented to these payments. He
also assented to advances on improper security. In all of this he relied on the information and
advice of the chairman and general manager of the company. The case against the defendant

was that he did not pay enough attention to the affairs of the company and was therefore
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negligent. It was held that the reliance was reasonable. The defendant was not negligent. He
was not expected to turn himself into an auditor, managing director, and chairman all at the

same time.

(b) His element of the question relates to George’s wish to have ready access to cash should he
need it.

A company in an incorporated business which provides separate legal identity to its members
from itself. Companies can either be private limited companies or public limited companies.

(i) The private company offers the least liquidity in that there is no ready market for such shares
and indeed the articles of many private companies limit the extent to which shares can be
transferred, usually restricting their transfer to other members. Consequently, George should be
advised against investing in shares in a private company.

(ii) Public limited companies provide a greater opportunity for liquidity, in that they will permit
transfer to outsiders. However, by no means are all plcs listed on securities markets, so George

might still have some difficulty in realising his investment.

(iii) A listing on the stock exchange will provide George with the utmost liquidity in his investment,
the value of which he can realise by offering them on that market. However, he may lose his
majority shareholding as members of the public will be free to buy shares in the company, he
will be required to be more transparent as books of accounts will be published in the public

media, etc.

SOLUTION FOUR

(a) Prospectus:- A prospectus is an invitation by a company to the public, offering them the
opportunity to subscribe or purchase shares or debentures of the company. A company that is
inviting about 15 or fewer people, or made to 50 or fewer persons or shareholders, debenture

holders or employees does not need to issue a prospectus.

(b) Preference shares:- This is a type of shares which have preference rights/treatment over the
other types of shares in a company. They have the right to payment of a fixed dividend and
receive their dividend before any other type of shareholder receives theirs. They have no right
to share in the remainder of the profits once they receive their fixed payment of dividend, and

do not have voting rights at annual general meetings
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(c) Directors must ensure that their personal interests do not conflict with their official
responsibilities. This duty, which is provided for in s. 107 CA2017 states that directors should not
involve the company in transactions in which they stand to benefit personally. For example, if a
director of a company awards a contract to himself, his wife, his father or son etc, this might be
a conflict of interest. In any of these situations, the director’s interest in looking after his close

family members might undermine his responsibility to look after the interests of the family.

(d) A liquidator is a person appointed to bring the life of a company to an end. He or she is
appointed under the Companies Act to oversee the process of winding up a company. The main
objective of the liquidator is to gather all the assets of the company and use them to pay creditors
owed by the company before finally winding up the company. This could be after the company
has decided to wind up or after it has been forced to wind up by the court or creditors. The
duties of the liquidator include to manage the affairs of a company in liquidation, collect all its
assets, pay off all liabilities, distribute the remainder of the assets to shareholders if any, etc. He

acts as administrator during the winding up process of the company.

SOLUTION FIVE

(a) Winding up is where the shareholders choose to dissolve the company, and "compulsory
winding up" where a court order is required to liquidate the company due to factors like
insolvency or creditor petitions; both processes involve appointing a liquidator to manage the
company's assets, settle debts, and distribute remaining funds to shareholders.

Key points about winding up a company:
e Voluntary winding up:
o Initiated by the company's shareholders through a resolution.
e May occur when the company is solvent and wants to cease operations voluntarily.

e Can be further categorized as a "members' voluntary liquidation" (shareholders
decide) or a ‘"creditors' voluntary liquidation" (creditors have significant
involvement).

o Compulsory winding up:
o Initiated by a petition filed with the court by a creditor, shareholder, or the company

itself.
e Usually occurs when a company is insolvent and unable to pay its debts.

o Court appoints an "official liquidator" to manage the winding up process.
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Key steps in the winding up process:

o Resolution to wind up: A formal decision by the shareholders or a court order to initiate
the winding up process.

o Appointment of liquidator: Choosing a person to manage the company's assets and
liabilities during liquidation.

o Realization of assets: Selling the company's property and converting it to cash.
o Settlement of liabilities: Paying off creditors according to their priority.

o Distribution of surplus funds: Distributing any remaining funds to shareholders after
all debts are paid.

(b) (i) The explanation to my client is that when selling shares to the public, companies must
comply with regulations that typically include: registering their securities with the relevant
regulatory body (like the Securities and Exchange Commission), issuing a prospectus with
detailed financial information, adhering to disclosure requirements about the company's
operations and risks, and meeting minimum listing standards on the stock exchange where they

intend to sell shares; all aimed at protecting investors and ensuring transparency in the market.
Key aspects of selling shares to the public:
e Public Company Status:

The company must be legally structured as a public company to allow for public share sales.
o Stock Exchange Listing:

To sell shares to the public, the company must apply to be listed on a recognized stock
exchange, like the Lusaka Stock Exchange (LUSE) in Zambia.

« Prospectus Requirement:

A detailed prospectus must be prepared and distributed to potential investors, outlining the

company's financial position, business operations, risks, and the terms of the share offering.
o Disclosure and Transparency:

Companies are obligated to disclose material information to the public promptly, including

any significant developments that could impact share price.

e Underwriting:
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Sometimes, an investment bank acts as an underwriter, guaranteeing the sale of a certain

number of shares to ensure the offering is successful.
o Shareholder Approval:

Depending on the jurisdiction, existing shareholders may need to approve the issuance of

new shares to the public.

o Compliance with Securities Laws:
All activities related to selling shares must comply with relevant securities laws and
regulations. Specific rules on the Lusaka Stock Exchange (LuUSE):

o Listing Requirements:

To be listed on the LuSE, companies must meet specific financial criteria, including a

satisfactory profit history and minimum capital requirements.
o Pre-Listing Statements:

Companies might need to submit pre-listing statements outlining their intention to list on

the exchange.

o Corporate Governance Standards:
Companies must adhere to good corporate governance practices to maintain their listing on
the LuSE.

(ii)The following are the roles of executive directors.

Executive directors are responsible for the day-to-day management of an organization. They

work with a board of directors to ensure that the organization's mission is carried out.
Responsibilities

e Operations: Oversee the day-to-day operations of the organization

e Goals: Establish and carry out goals, policies, and procedures

e Budgeting: Manage the organization's financial and budgetary activities
e Staffing: Hire staff and maintain relationships with them

¢ Fundraising: Implement fundraising goals

e Strategy: Develop and implement strategies

e Projects: Assess project performance, risks, and resource requirements
e Reporting: Create, monitor, and report on departmental business plans

e Alliances: Build and maintain effective alliances with public and private partners
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