
 

 

        STRICTLY CONFIDENTIAL 

 

THE PUBLIC ACCOUNTANTS EXAMINATION 

   COUNCIL OF MALAWI 

 

         2011 EXAMINATIONS FOUNDATION STAGE 

 

PAPER 4: ORGANISATIONAL FRAMEWORK 

 
THURSDAY 8 DECEMBER 2011                   TIME ALLOWED : 3 HOURS 

             9.00 AM     -     12.00 NOON 

    
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SUGGESTED  SOLUTIONS  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

1 

SECTION A 

 

1.  (a)     (ii)  
  

        (b)    (iv) 
 

(c)    (ii) 

 
        (d)    (iii) 

 
       (e)    (ii) 

 

 (f)     (iii) 
 

 (g)     (ii) 
 

 (h)    (iii) 

 
 (i)    (iii) 

 
 (j)    (iv) 

 

 (k)     (i) 
 

 (l)    (iv) 
 

 (m)     (i) 

 
 (n)     (ii) 

 
 (o)     (ii) 

 

 (p)     (i) 
 

 (q)     (ii) 
 

 (r )    (iv) 

 
 (s)    (iv) 

 
 (t)    (iii)  
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SECTION B 

 

Answer ONE question ONLY from this Section 

 

2. (a) (i) Total Utility 

Utility is the measure of the degree of satisfaction which a consumer 

obtains from consuming a product.           
 

If satisfaction were measured in units (utils) on a scale of 0 – 10, zero 
would represent no satisfaction, with ten representing maximum 
satisfaction as follows: 

 
 TOTAL UTILITY 

                      10  
 Utility                   Total utility  
 

 
 

 
 
                                                           

0                               No of units of a product    
 

The total utility curve slopes upwards to the right indicating that a 
consumer derives more and more satisfaction as he/she consumes more 
and more of a product.           

 
The curve, however reaches a maximum and begins to slope 

downwards indicating that further consumption of a commodity brings 
less and less satisfaction as time goes by.           

(ii) Marginal Utility 

The concept of declining satisfaction can be demonstrated through 
marginal utility.  A person derives greatest satisfaction from consuming 

the first unit of a product as follows:           
 

  Diminishing marginal utility 
 10 
    Utils 

 
 

                                       MU = Marginal utility 
 
               0 

                                          Units                              
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The marginal utility curve slopes downwards to the right even crossing 
the x-axis when a product brings negative satisfaction (disutility).  Each 

additional unit brings lesser and lesser satisfaction as more and more of 
a product is consumed.           

   

(b) Maximizing Utility 

 A consumer seeks to maximize satisfaction from various desirable products by 
balancing the ratios of marginal utility and price of each product they seek to 

consume.               
 
 A consumer will be willing to pay more for a product or a unit from which 

he/she derives more satisfaction than one which gives lesser satisfaction.  
 

 A consumer achieves utility equilibrium by equating the values of satisfaction 
derived from each product as follows: 

 

  Marginal  Marginal  Marginal  
  Utility (A) = Utility (B) = Utility (C) 

 Price (A)  Price (B)  Price (C)    
 

 (c) The level of demand for a product may change if: 
 

1. There is change in disposable income.  Disposable income is income 
available to consumers after deducting taxes and receiving various 
benefits.  In general, demand for most goods rises when real income 

rises or falls when real income falls.           
 

2. Changes in population size and population age structure.  Demand for 
goods increases as the number of people increases.          

 

3. Changes in tastes and fashion.  Demand for certain goods is influenced 
by taste and changes in fashion e.g. food, clothing.         

 
4. Changes in prices of related goods.  Demand for goods which can be 

used as substitutes for other goods will increase or decrease if the price 

or availability of those goods changes.         
 

5. Weather 
 Production of most goods depends on weather conditions such as heat, 

rain etc for production of natural raw materials.         

 
6. Advertising. 
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3.         (a) UNITS 
 

0 
1 

2 
3 
4 

5 

TOTAL 
COSTS 

     10 
     18 

     24 
     27 
     32 

     40 

FIXED 
COSTS 

     10 
     10 

     10 
     10 
     10 

     10 

VARIABLE 
COSTS (TC-FC) 

      0 
      8 

    14 
    17 
    22 

    30 

AVERAGE 

COSTS (TCUNITS 

      0 
    18 

    12 
      9 

      8 
      8 

MARGINAL 
COST 

     0 
     8 

     6 
     3 
     5 

     8 

           

(b) (i) Fixed costs are costs which do not change over a period of time.  They 
represent production capacity e.g. rent might be K10,000 at all levels of 

production for a number of months.                      
 

(ii) Variable costs are costs which increase or decrease with changes in the levels  

of output or production levels e.g. the cost of raw materials.  Variable costs 
represent costs of inputs.                                    

 
  (iii) Total costs are the sum of fixed and variable costs as shown below:  

          

          Costs K    TC   
               

      30                                          VC   
 
      20 

 
      15 

 
       10    FC ½ 
 

            ׀       ׀      ׀    ׀      ׀      ׀       5        
           Units             

 

  (iv)       

 
 It is the cost of producing one unit of a given quantity.            

 
(v) Marginal cost is the increase in the total cost arising from the production of one 

extra unit at each level of production.                   
  

 

(c) Relationship between average cost and marginal cost 

The Average Cost curve is  shaped representing decreasing costs, (a) optimum output 

and increasing costs (c).                          
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The marginal curve is skewed v shape representing increasing return(f) to scale (g) and 
diminishing returns (h).                       

 

The average cost starts higher than MC indicating that fewer units are having to bear 

the cost of inputs as well as the fixed cost.  The AC subsequently declines as production 
increases reaching a minimum level where fixed costs approach zero (b). After that 
point, the curve begins to rise reflecting an increase in the variable costs related to 

increased production.            
 

 The marginal cost curve starts relatively lower than the AC.  It declines for a while but 
begins to rise and rises higher than the AC.  When MC is lower than AC i.e. (MC<AC) 
the firm will be encouraged to expand output.  But when MC>AC i.e. MC is higher 

than AC it means that the cost of production is beginning to increase relative to output.  
          COST      

                                                        MC 
                                    25 
                                    20                                             AC 

                                    15           a                (h)        c                                                  
                                    10                                                    

                           5        (f)             b                                                
                                     (g) 
                                                                    

                   
                           UNITS 

   

 

SECTION C 

 

Answer ONE question ONLY from this Section 

 
4. Economies are dynamic. They change according to various activities taking place in 

the environment during a given period.  Changes in economic performance can be 

assessed through: 
 

(1) Changes in the level of employment.                     

The level of unemployment is relative to the size of the population of a 

country.  The determination of the labour force of a country is done through 
the people of working age who are working, those who are out of work or are 
seeking employment.                                   

 

The rate of unemployment is calculated as: 

 

 x 100                                   

A low rate of unemployment is an indication of a healthy economy and vice-
versa.                                   
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(2) Economic growth                         

Economic growth is a measure of economic output referred to as Gross 
Domestic Product (GDP).                      
GDP per capita is a measure of how much an individual gets from the national 

output.  This translates into how well an economy has performed over time 
and relative to other economies.  This allows comparison of growth in relation 

to economies of other countries.                                  
Sustainable economic growth means increase in output which does not 
endanger the prospect of future rises in output by damaging the environment 

and using up non-renewable resources.                                                   
 

    
(3) Balance of Payments:  This is a record of a country’s trade and financial 

transactions with other countries.          

The balance of payments is a combination of the current account and the 
financial account. 

The current account is a record of movements of money in and out of a 
country from sales and earnings of different types.                              
 

Financial accounts show movements of direct investments in and out of a 
country. The country’s performance may be affected by a deficit or a surplus 

in the balance of payment with other countries.      
(4) Inflation               

Inflation is the measure of persistent increase in the general price level. 
Inflation may be expressed as the Retail Price Index (RPI) and other indices.  
High inflation rates reflect poor economic performance while low rates are an 

indication of good performance.          
 

 
 (5) Education 

The level of education in a society determines its ability to acquire knowledge 

and skills.  An educated population will more easily develop technology that 
may lead to economic development.        

 

 

5. (a) Least Developed Countries are characterized by: 

 
(1) High birth rates, high death rates and a low life expectancy.          

(2) High rural population and high dependency on agricultural production. 
(3) High rates of unemployment.            

(4) Low levels or lack of investment in human capital i.e. lack in education 
and technical skills.             

 

(5) Heavy dependence on a narrow range of export products.         



 

 

7 

(6) Dependence on social, religious and cultural patterns.        

(7) Lack of industrial and social infrastructure.          
 

(b) For a country to develop, the following conditions are necessary: 
 

(1) Availability of natural resources such as minerals, oil reserves, forests 

and fisheries.                
 

(2) Proper allocation of resources from low productive to high productive 
areas.              

 

(3) Human resource development through improved education and 
training.              

 
(4) Capital resource development to ensure technological development and 

growth.              

 
(5) Innovation – ability to develop new methods relative to the 

environment, better communications and advanced management. 
 
 

(c) Development Strategies include the following: 
 

1. Finding ways of increasing primary production.         

2. Promoting production of exports and value adding to primary products.  

 
3. Developing tourism to attract foreign exchange.        

4. Borrowing from abroad and encouraging foreign investment.      

5. Foreign aid.                                     

                    
6.     SECTION D 

Answer Question 6 and any other TWO questions 

CASE STUDY 

 
(a) Management is the process of accomplishing objectives, by, with, and through 

people and other resources.             

 
Leadership is the ability to influence people to act in a certain desired way 

willingly, with respect, loyalty and co-operation.          
Leadership is therefore a component of management.                  
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(b) Leadership styles explain the manner in which managers relate to their 
subordinates through the use of power and authority as follows: 

 
The Managerial Grid Model (Blake and Mouton) 

The Managerial Grid also known as the Nine Cell Model is a two-dimensional 
display of five leadership styles.            
 

This is a 9 x 9 cell grid divided into five sections as follows: 
   

                          People         
                                   9 

 

 
 

 
1                               9  Production                     

 

  Cells 
1.1 Impoverished management 

Represents leaders who do only enough to keep their jobs.  They are task 
oriented.               

 

1.9 The country club manager: 
Represents leaders who believe that attention to human needs in the 

workplace is primary and will lead to a friendly workplace.         
 

9.1 Authority-obedience leadership: 

Represents leadership which focuses on efficiency of operation.     
 

9.9 Team management: 
Represents leaders who are concerned for both people and production.

                

 
5.5 Organization man: 

This is where the leader tries to balance the concerns for people and for 
production.              

 

The ideal manager falls in the 9.9 cell where people are committed to the 
organization and feel part of it.  There is mutual trust between management 

and subordinates.                       
  

 

 

 

 
 

            

 

            

       

1.9 9.9 

  5.5 

 1.1 9.1 
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(c) Analysis of leadership styles of the three 
 

James Craig 

According to this model, James Craig, the founder of Bindiwane Plc falls in 

category 9.1; Authority – obedience leader. 
He was paternalistic, emphasizing the survival and growth of the organization.  

Although business prospered, people were unhappy at not being able to 
express themselves. 

 

Such leadership often causes organizations to miss out on innovation and 
creativity by staff.  The future of the organization is uncertain as it relies on the 

leader for guidance.                
 
  John Kachidu 

Craig’s successor, John Kachidu, fits in the 1.9 cell believing that good 
working conditions are paramount to an organisation’s success.  

 
The prime objective of any organisation is making profit.  Workers and 

working conditions are instrumental to profit making but are not an end to 
themselves.  John has missed the prime objective.                       
Mouton and Blake noted that cell 9.9 is the ideal leadership position.  

However, ideal situations are usually not attainable.  Paul Mthunzi, the third 
manager seems to want to attain a 9.9 leadership position but for the 

interference of the workers.  A choice has to be made between pleasing staff or 
achieving the organization’s profitability.   
 

Paul’s last statement seems to indicate that a trade-off of some kind is 
necessary.  He will have to ignore some of the employee’s demands, 

completely.  Ignore and increase his distance thereby moving into the 5.5 cell 
“organization-man management”.             

 

 
7. (a) Organizing is a process of grouping activities to be performed into  manageable  

  components known as tasks, assigning resources and authority in order to 
 achieve the organization’s objectives.                              

 
 (b) Organizing is important because: 
 

(i) It helps to identify what is to be done and who is to do it.        

(ii) It helps in determining the necessary resources ahead of time.    

(iii) It helps in establishing responsibility and line of communication. 
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(c) Of Henri Fayol’s Management Principles, the following relate to the function 
of organizing: 

 
(i) Division of work 

This involves grouping similar tasks or grouping related tasks.  Work 
may be divided according to function, customer type, process, product, 

time or geography.  This promotes specialization and ensures efficient 
use of resources.           

 

(ii) Authority/Responsibility parity 

Authority is the power to make decisions without seeking permission 

from someone whereas responsibility is the obligation to carry out an 
assigned task.  A person who has been assigned a task must be allowed 

sufficient authority to make decisions that will enable him/her to carry 
out the task.            

 

(iii) Order 

All materials and people related to a specific task must be located in the 

same area and in a sequence that can easily be accessible.  
Coding and grading are some of the ways of ensuring that similar 

things are placed together.          
 

(iv) Unity of Command 

This principle states that each person should have one and only one 
supervisor to report to.  It aims at ensuring that directions and 

instructions are clearly transmitted and understood and feedback easily 
obtained.            

 
 

(v) Span of Control 

This defines the number of subordinates who must report to one 
supervisor. 

When several people report to one manager, the organization is said to 
be flat with many lines of communication.  

Where subordinates require little supervision because the tasks are 
similar and simple, the span of control will be wide. 
When, however, fewer people report to a manager there is need for 

more managers.  This creates levels of management resulting into a tall 
organisation with a narrow span of control.     

 

8. (a) (i) Research  is  a  persistent  and  systematic  search  for  information for 
   designated uses.               

 (ii) Research  leads  to  invention  i.e.  the  discovery  and development of 
 new products, or techniques. Innovation leads to invention i.e. 
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 practical application of the new techniques or to commercial 
 production of the product.            

 

(b) Research is classified according to the type of information required as follows: 

(i) Basic research or pure research  

Basic research is concerned with seeking and advancing knowledge in 

general.  It provides general information about the nature of certain 
things or how certain things behave or operate e.g. scientific research. 

(ii) Problem based research 

Seeking information that helps to solve problems which arise.  Medical 

research is mostly problem based.                 
 

(iii) Applied research 

This involves converting an idea into a marketable and useful product 
or service.  It may be concerned with improving an existing product or 

technique. 
Marketing research is mostly applied research.                 

(iv) Development 

All types of research involve some form of development of production 

methods.  This involves designing, developing models, testing or 
trying, evaluation and cost analysis.      

 

 

(c)         Generation of ideas 

Any form of research starts with a new idea.  Ideas may come from: 
 

(1) Individual members in society may “see” a solution to a need or “find” 
a better model of a given product.  Many product development ideas 

come from customers.                
(2) Suggestion boxes 

Organizations place suggestion boxes to invite ideas from members of 
the organization as well as from the public.  
Service organizations often seek ideas through suggestion box. 

    

(3) Brainstorming sessions 

These are communal efforts where people meet to give ideas.  Through 
general discussions, various ideas are brought together, examined and 

analyzed.        

 
(4) Poaching and reverse engineering 
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This is where an organization takes a product of another organization, 
dismantles it to see how it was made and then makes adjustments to 

come up with an improved product.        
  

        
9. (a) Stakeholder analysis is a process of identifying groups of individuals or  

  organizations who have an interest and interact with a given firm or 
 organization.              

 

(b) (i) Internal stakeholders are people whose actions affect the day-to-day 
 running of the business i.e employees and management.       

 
External stakeholders are people or organizations whose activities rely 
on the existence and activities of the firm i.e. customers, suppliers, 

shareholders and lenders.                     
 

  (ii) The following are the objectives of the various stakeholders: 

 Employees: to maximize reward i.e. get salaries and wages  

  which are as high as possible.           
 

 People in management position also wish to maximize their 
  benefits and period of service.          
 

 Customers seek to get high quality goods and services at prices 
  as low as possible.            

 

 Suppliers want to get paid as soon as possible for goods and 

services supplied on credit.                      
 

 Shareholders seek to maximize their wealth and receive 

 dividends.             
 

 Lenders of capital aim to maximize returns and get back their  
    investment.       

 

(c) Conflict in objectives 

The  prime  objective  of  any  business  organization  is  long-term  profit 
maximization and growth.  This objective is sometimes in conflict with some 
stakeholders’ objectives as follows:           

Employees 

The firm would like to get as much effort as possible from its employees for as 

little pay as possible in order to maximize profit whereas employees would 
want to maximize their rewards and minimize effort.    
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Customers 

Customers desire to get high quality goods efficiently increases the firm’s costs 
and reduces profits.             
 

Suppliers 

Suppliers affect an organization’s cashflow.  Delaying payment for supplies is 

good for the firm but not for the supplier.                                
 

Shareholders 
Shareholders would like to receive high dividends in the short-run whereas the 
firm might wish to re- invest earnings.    
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