
STRICTLY CONFIDENTIAL 

 
THE INSTITUTE OF CHARTERED ACCOUNTANTS IN MALAWI 

 
DECEMBER 2014 EXAMINATIONS 

 

KNOWLEDGE LEVEL 
 

PAPER P4: ORGANISATIONAL FRAMEWORK 

 
EXAMINER’S REPORT  

 

 

COMMENTS ON INDIVIDUAL QUESTIONS 

 
QUESTION 1  
 
This was a mult iple choice compulsory quest ion. The items that were answered 

wrongly by candidates included the following: 

 
(g) Demand refers to: 

(iv) The quantity of goods demanded at various price levels during a 

period.  Most students answered (ii) the need people have for goods 
and services. 

 
(j) When a firm produces one extra unit of output, what is the marginal cost of 

the unit? 

 (iv) 1 and 2 
- An increase in the total cost of production 

- An increase in the variable cost of production. 

 
(k) When the law of diminishing returns begins to operate, the total variable 

cost curve (iv)  rises at an increasing rate. 
 

(n) The term “market failure” refers to (i)  the fact that the market has failed to 

produce a sat isfactory allocation of resources. 
 

(r) A bank’s liquidity rat io is (iv)  The rat io of liquid assets to total liabilit ies. 
 

QUESTION 2 

 
Explain why economics is said to be the study of scarcity. 
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(a) (i) The explanation should have included the definit ion of economics.  It  is the 

study of how mankind allocates limited (scarce) resources to unlimited wants.  
Economics attempts to answer the three quest ions of what, how and for whom 

to produce. 
 

Most of the candidates answered the quest ion with the definit ion only.  

 
    (ii) The PPC curve was most ly correctly drawn and labeled.  I llustrat ion of the 

 various choices made was also well done. 

 
(b) The two types of changes that may occur on the production possibility 

 curve are 
 

 Shift ing of the curve  either upwards to the right, or downwards to the 

left indicating the expansion or contraction of the economy 
respectively. 

 
 Movements along the curve either upwards to the left or downwards to 

the right indicating an increase in one product and a decrease in 

another respectively.  This was not well done. 
 

QUESTION 3 
 
(a) Almost all the candidates showed an understanding of the meaning of 

price elast icity of demand. 
 

(b) (i)  The majority were not able to calculate the coefficient of price  

  elast icity of demand. 

 
(ii) The three other types of elast icity that influence demand for a  

  product are: 
 

 Income elast icity 
 Cross elast icity 

 Elast icity of supply 

 
 Some students gave answers as: 

 
 Inelast ic 

 Perfect elast ic 

 Unitary elast ic 
 

 These were accepted as correct answers relat ive to the quest ion. 
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QUESTION 4 

 

Explaining the meaning of equilibrium of demand and supply under  
 

(a) the microeconomic theory 

(b) under the macroeconomic theory 
 

The answer should have started with the definit ion of micro and macro 
economics. 

 

Define supply and demand and market posit ion (equilibrium) under 

microeconomics (diagram).  The key point is that micro refers to individual 
firms in an industry.  Micro helps to explain how: 

 

- prices of goods and services  are determined in society 
- how society allocates scarce resources to unlimited wants  

 

Macroeconomic theory refers to the total supply and demand otherwise 

referred to as aggregate supply and aggregate demand. 
 

The aggregate supply curve starts by sloping upwards to the right like the 
micro supply curve in the short run.  But in the long run it will reach a point 

where it  turns vert ical.  This is said to be at full employment where production 

resources are fully employed. 
 

Aggregate demand on the other hand is the total planned spending on 
goods and services at a given price in an economy.  Aggregate demand 

comprises of: 

C  =  Consumption    I  = investment 
G  =  Government spending and (E – X) net exports 

 

The point at which aggregate demand crosses aggregate supply at full 

employment represents national income equilibrium as follows: 
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The concept of aggregate supply and aggregate demand (long-run) can be 
used to explain the national income equilibrium.  By manipulat ing any one of 

the components of aggregate demand (C, I , G or E-X) a new national 
income equilibrium can be achieved. 

 

This quest ion was avoided by most of the students.   
 

QUESTION 5 
 
International Trade 

 
(a) & (b) were main parts of the quest ion.  Most students came up with 

different but plausible answers to the quest ion on causes and advantages of 

international t rade.  This perhaps indicat es the many different sources of 
information used by the students. 

 

(c) There is also a large number of different means of control e.g. international 
trade which came up in the answers. 

 

QUESTION 6 
 

Case study – compulsory 
 

There are many ways of case studying.  Most important, however is for the 
student to keep in mind that 

 

 The case represents a situation that may have happened or could happen 
 That there is or are principles that can be taken to resolve the situation 

 That there is a problem or an opportunity represented in the case that can be 

identified 
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 That there are no specific answers to cases but that marks are awarded 

according to ability to identify a problem or opportunity and apply a known 
management theory, principle or concept convincingly. 

 
The case:  Car Servicing Limited points to note 

 

 Is small family business 
 Founded by two friends; Timothy and Craig 

 By and by Craig has brought into the business his wife Mary and brother Sam. 

 Eventually Craig goes to college leaving his friend Timothy to ran the business 
with his family 

 Eventually Tim becomes disgrunt led by the behaviour of Mary and Sam;  
Craig’s relat ives.  He threatens to leave unless Craig does something. 

 

PROBLEM: Lack of organizat ion and organizat ional design 
 

Define      : Organizing and organizat ional design (as management principles) 
       :    List  the objectives of organizing 

 

Define the term organizing 

A process of grouping activit ies and resources to be performed and used in 

achieving an organizat ion’s objectives. 
 

Objectives of organizing 

 To identify that which is to be done, by who, where and when (people, place 

and t ime allocation). 

 To show report ing lines 
 To direct the necessary resources to appropriate tasks 

 To provide basis for coordinating, controlling and rewarding performance 

 
Process of designing 

1. Determine overall organizat ional st ructure 
2. Determine the level of knowledge and specializat ion required  

3. Delegate authority 
4. Assign resources  

 

Application of principles and concepts to situation at Car Servicing Ltd. 
 

Most students spent t ime discussing the arguments between Timothy and Craig 
or the complaints between Timothy and Craig’s relat ives.  As a manager you are 

requested to take action not take sides.     
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QUESTION 7 
 
This quest ion was basically factual asking for definit ion, theories and facts that 

are generally agreeable by many writers. 
Definit ion of leadership 

Should include ability to influence people.  That leadership skills can be learnt or 

acquired. 
Leadership skills (types)  

 Technical 

 Conceptual 
 Human skills 

 
Commonly known theories of leadership 

 

 Macgregor’s Theory X and Theory Y  
 Blake and Mouton Managerial grid 

 Tannenbaum and Schmdt continuum of leadership behavior 
 

Definit ion of motivation   

 
–  Desire or drive within a person to achieve a certain goal 

–  The role of a leader is to provide an environment that will encourage people to     

    take certain desired course of action . 
 

Writers on motivation theories Maslow’s Hierarchy of needs, Hertzberg’s Two 
Factor Theory, Vroom’s Expectancy model. 

 

Most student avoided this quest ion.  Those who answered, performed well in part 
(b)(iv) only i.e. factors that can be used as motivators. 

 

QUESTION 8 
 

(a) Definit ion of Human Resource should include the fact that it  is a productive 
 factor consist ing of human effort  in the form of 

 

 Physical make-up 
 Abilit ies 

 Skills 
 Knowledge 

 Attitude 
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(b) Qualit ies of human resources explain the nature of each of the following 

 attributes e.g. physical : what age, which gender, race or t ribe, height etc. 
 

 Knowledge – how capable 
 Skills           – how practical and creative 

 Experience – how efficient or effective 

Many people answered the quest ion in terms of the Human Resource 
department of a firm and dwelt much on the functions of a Human 

Resource department. 
 

(c) Staff development can be achieved through  

 Training 

Career development 

Motivation 
Delegation 

 

QUESTION 9 

Business Function 

Financial management 

Deals with the management of a company’s financial resources such as cash 
capital, non-current assets, current  assets and liabilit ies. 

 

Types of financial decisions 
Deciding on 

 Types and sources of capital 
 Deciding on the optimum mixture of financing an organizat ion i.e. the capital 

structure of a firm 

 Working capital management i.e. managing the liquidity and credit  risk of a 
firm  

 Investment decision 
Where to put a firm’s excess funds for profit 

 Distribut ion of profits 

 
Tools and models for making financial decisions: 

 The cost of capital model 
 Gearing rat io 

 Working capital rat io 
 Discounting cashflows 

 Earnings per share (dividend yield). 


