INSIGHT


EXAMINERS GENERAL COMMENTS

BREACH OF EXAMINATION INSTRUCTIONS

IN SPITE OF THE EXAMINERS’ GENERAL COMMENT IN PREVIOUS EDITIONS OF THE “INSIGHT”, IT WAS OBSERVED THAT A NUMBER OF CANDIDATES HAVE CONTINUED TO BREACH EXAMINATION INSTRUCTIONS AS STATED BELOW:

A) BY ATTEMPTING MORE QUESTIONS THAN ALLOWED IN EACH PAPER; AND

B) BY ATTEMPTING MORE QUESTIONS THAN ALLOWED IN EACH SECTION. 

INADEQUATE COVERAGE OF THE SYLLABUS

IT HAS BECOME MANIFEST THAT MANY CANDIDATES DO NOT COVER THE SYLLABUS IN DEPTH BEFORE PRESENTING THEMSELVES FOR THE EXAMINATION.  CANDIDATES ARE THEREFORE ADVISED TO BE ADEQUATELY CONVERSANT WITH ALL ASPECTS OF THE SYLLABUS.
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                                            I

FOREWORD

This issue of INSIGHT is published principally, in response to a growing demand, as an aid to:


(i) Candidates preparing to write future examinations of the Institute of Chartered Accountants of Nigeria (ICAN) at an equivalent level;

(ii) Unsuccessful candidates in the identification of those areas in which they lost marks and need to improve their knowledge and presentation;

(iii) Lecturers and students interested in acquisition of knowledge in the relevant subjects contained therein; and

(iv) The profession in improving pre-examination and screening processes, and so the professional performance.

The answers provided in this book do not exhaust all possible alternative approaches to solving the questions.  Efforts have been made to use methods, which will save much of the scarce examination time.

It is hoped that the suggested answers will prove to be of tremendous assistance to students and those who assist them in their preparations for the Institute’s Examinations.
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EXAMINATION NO:………………………
ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA

ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – SEPTEMBER 2010

PREPARATION AND AUDIT OF FINANCIAL STATEMENTS

Time allowed: 3 hours

Insert your Examination number in the space provided above


SECTION A

(Attempt all Questions)

PART I 
        

MULTIPLE-CHOICE QUESTIONS   

1.
Which of the following is used to determine the viability of an Insurance Company?

A. Turnover Ratio

B. Learning Ratio

C. Dividend Yield

D. Asset Ratio

E. Solvency Margin

2.
The External Auditor and Internal Auditor have the following common interest EXCEPT ONE
A. Effective System of Internal Control

B. Asset Safeguarding

C. Adequate Accounting System

D. Responsibility

E. Compliance with Statutory/Regularly Requirements.

3.
Contents of Management letter will include all BUT ONE of the following.

A. Internal Control weakness

B. Letter of Engagement

C. Implication of weakness

D. Recommendation for improvement

E. Limitation of the report


4.
Contents of Auditor’s Report will include the understated EXCEPT

A.
The heading


B.
Work done


C.
Period Covered


D.
Details of fees charged


E.
Name of the auditor and the date the report was signed

5.
Which of the circumstances listed below will NOT lead to disagreement that would make an auditor qualify his report?
A.
Amount or facts included in the Financial Statement are not acceptable.


B.
Discovering of major fraud.


C.
Non-Compliance with Statutory regulations.


D.
The Managing Director is not a qualified Accountant.


E.
Clear departure from generally accepted Accounting principles.

6.
A Company may remove the Auditor before the expiration of his term of office notwithstanding anything in any agreement between the Company and the Auditor. 

A. Applying arrest by police

B. Ordinary letter signed by the Managing Director

C. Locking him out of office

D. Ordinary resolution 

E. Withdrawing the letter of appointment.

7.
ONE of the following can assist the Auditor in obtaining an understanding of the Internal Control System by way of computer documentation.

A. System Narrative

B. Record Count

C. Program Listing

D. System Control

E. System Flow Charts

8.
With reference to IAS 1 “Presentation of Financial Statements” ONE of the items stated below is NOT included in a set of Financial Statement.

A. Statement of financial position (Balance Sheet)

B. Cash Flow Statement

C. Income Statements (P & L Account)

D. Chairman Statement

E. Statement of Accounting Policies

9.
Procedure for ensuring that physical stock or work-in-Progress at a given period is in agreement with the relevant Accounting is..........................

A. Cut-off procedure

B. End of year stock taking

C. Substantive test procedure

D. Analytical review procedure

E. None of the above.

10.
Which of the following, does NOT affect the audit of Financial Statements?

A. Accounting Standard

B. Auditing Guidelines
C. Professional Accounting Body
D. Auditing Guidelines

E. Auditing Exposure Drafts.

PART II 
 SHORT-ANSWER QUESTIONS (30 MARKS)

1.
Those assets with relatively short life or that are constantly changing their constitution and are necessarily used for day-to-day business activities are called...........................

2.
State TWO uses of the Journal.

3.
Expenses which relate to the current accounting period, but have not been paid are....................................

4.
The ratio which expresses the relative amount of cash and other assets that can be easily converted to cash to meet current liabilities is.............................

5.
The Audit Committee functions include the review of the ................... and.................. of the External Auditor in order to ascertain the adequacy or otherwise of the scope and planning of the Audit.

6.
Cash Flow Statement enables users of Financial Statement to assess the company’s.................. and Short-term................................

7.
Madam Ojo Enterprises Limited bought a Generator for N320,000.  It is to be depreciated at the rate of 25% per annum using the reducing balance method.  What would be the carrying value after two years?

8.
The principle that connotes independence of judgement on the part of the Accountant preparing the Financial Statement is.................................

9.
An Auditor of a Limited Liability Company is usually appointed by....................... to make him independent of Management.

10.
An Audit which involves a systematic review of an Organisation’s activities, or a part of them in relation to the efficient and effective use of resources is called...............................

11.
Forensic Auditors are trained in........................., ............................and deterring fraud and white collar crimes.

12.
Ethical behaviour and.........................on the part of an Auditor are vital to the Audit function.

13.
The THREE Types of audit risk are..............., ................... and.....................
14.
Proper Audit plan is important to ensure that an Audit is conducted in a ....................and....................manner.

15.
The Audit report adds value to the Financial Statements because of the Auditor’s ...............and .....................opinion on the fairness of the Financial Statements.

16.
Auditor’s opinion is qualified for either a scope limitation or................... from generally accepted Auditing practices with...................... consequences on the overall Financial Statements.

17.
Errors are unintentional misstatements or an omission of amounts or disclosure while...................involves intentional misstatements.

18.
The letter written by client management to the auditor to certify the value of and give explanation for material transactions and balances in the financial statement is called.....................................

19.
State TWO types of Audit Evidence.

20.
Permanent files contain............................data and current files contain................... data about the Client.

21.
The Auditor’s responsibility is to plan and perform the Audit to obtain reasonable assurance that the Financial Statements are free from......................

22.
The auditor’s record of the work performed and the conclusion reached on the Audit is contained in the........................

23.
Substantive Test is carried out with a view to certify the validity, ....................and..................of the figures in the Financial Statements.

24.
A pre-listed schedule of work to be carried out by the Auditor which guides him in the Audit exercise is................... 

25.
In a(n)...........................opinion, the Auditor states that in his opinion, the accounts do not give a true and fair view.

26.
A situation whereby visible evidence is not available to support some transaction is called................................

27.
The resident programs that keep the Computer system to function and to run applications are called........................

28.
A program that converts Statements written in one language to another is called.........................

29.
Data Classification involves collation,.....................and.................of data in order to reduce errors and get the data ready for processing.

30.
A technique of updating files with transactions data immediately the event to which it related occurs is called...................................

 SECTION B – Attempt Four Questions in All (60 Marks)

PART I:   FINANCIAL ACCOUNTING
  ATTEMPT ANY TWO QUESTIONS
QUESTION 1

“The amount at which stocks and work-in-progress (other than long-term contract work-in-progress) is stated in periodic Financial Statements should be the total of the lower of cost and net realisable value of the separate items of stock and work-in-progress or of groups of similar items” SAS 4, IAS2.

You are required in the context of the above standard to:

(a)
Explain the phrase: 

i.
“net realisable value”


ii.
“Cost of conversion”




                (6 Marks)

(b)
Indicate whether ‘replacement’ cost is acceptable as an alternative basis of valuation and, if so, on what circumstances.
                           (3 Marks)



(c)
Explain briefly the following methods of valuing stock and work-in-progress

(i)
First in, First out

(ii)
Weighted Average Price Method



      (6 Marks)










      (Total 15 Marks)


QUESTION 2


Fortunate Ventures Limited has made provision for Corporation Tax Liability of ¢500,000.00 for the year ended 31 December 2005.  This was based on the taxable profit of ¢2,000,000.00.  The applicable tax rate is 25%.

Stated below are the extracts from the Company’s Trial Balance as at December 2005.
	
	       ¢’000
	¢’000

	Sales
	
	 6,000

	Costs of Sales
	3,000
	

	Marketing Expenses
	   400
	

	Administration Expenses
	   600
	

	Taxation
	
	     100


The Tax provision for 2004 final account was ¢400,000.00. This was finally settled with the tax authorities at ¢300,000.00 and paid in April 2005.

Required:







(a)
Show the relevant Income Statement
                                   (11 Marks) 

(b)
An extract of the Balance Sheet treatment in respect of taxation.(4 Marks)

      (Total 15 Marks)

QUESTION 3

The following balances were extracted from the books of Dayo Chukwu Plc as at 31 December 2008
	
	 N’000

	Gross Profit
	12,000

	Depreciation
	     300

	Debenture Interest (Net)
	     150

	Other Administration Cost
	     450

	Auditor’s fee
	     240

	Extraordinary Income ( Sales of Machine)
	     105

	Director’s fee
	     900

	Dividend received (Net)
	       90


The information below is relevant:

(i)
The tax rates are as below

(a)
Withholding tax:


-  Interest
10%


-  Dividends
10%


-  Capital Gains Tax
10%

(b)
Company Income Tax
30%

(ii)
The Director’s of the Company have decided to transfer to general reserve (capital surplus) the sum of N750,000.
(iii)
The Shareholders of the Company will be paid the following dividend:

· Ordinary Share Capital:  15k per share

· Preference Share
7%
 (iv)
The capital structure of the Company includes:

· Ordinary Share
  45,000.000 of N3 each.

· Preference Share  12,000.000 of N3 each.


The Company has remitted to the appropriate tax authority the balance outstanding on withholding tax account.

You are required to prepare:

(a)
Profit and Loss Appropriation Account for the year ended 31 December 2008.

(b)
Dividend Payable Account.

(c)
Dividend Receivable Account.

(d)
Interest Payable Account.

(e)
Withholding Tax Account.

(f)
Capital Gain Tax Account.

(g)
Company Income Tax Account.











     (Total 15 Marks)

PART II:
AUDITING

ATTEMPT ANY TWO QUESTIONS 

QUESTION 4

“Audit firms should establish quality control policies and procedures designed to ensure that all audits are conducted in accordance with the appropriate auditing standards.  These policies and procedures should be communicated to their personnel in a manner designed to ensure that the policies and procedures are understood and implemented.”

Required: 

List and briefly explain FIVE quality control policies to be adopted by Auditors.

              







(TOTAL 15 Marks)






    

QUESTION 5

(a)
In accepting a new audit, there are a number of reasons for non-acceptance that have to be considered.

State THREE reasons under each of the following categories that have to be considered: 
i. Legal

ii. Ethical

iii. Practical







     (9 Marks)

(b)
Who appoints the first Auditors of a Company and how is he appointed?                                                                                                          








     
      (6 Marks)
                                                                           (Total 15 Marks)

QUESTION 6

(a)
DISCUSS the concept of true and fair view?                               (10 Marks)

(b)
List FIVE items contained in the Memorandum and Articles of Association (the Regulations).         

                                                (5 Marks)





            



      (Total 15 Marks)
SECTION A
PART I

MULTIPLE CHOICE QUESTIONS

1.
E

2.
D

3.
B

4.
D

5.
D

6.
D

7.
E

8.
D

9.
A

10.
E
EXAMINER’S COMMENT

Most of the candidates passed this section of the paper and few candidates that failed this section of the paper had insufficient preparations for the examination.

PART II  
SHORT ANSWER QUESTIONS

1.
Current Assets

2.
i.
Opening entries for a new set of books


ii.
Closing entries for an existing business


iii.
Purchases and sales of fixed assets on credit


iv.
Transfer between accounts  


v.
Correction of errors and omissions


vi.
Any other transactions which cannot be recorded in any other 



subsidiary books.

3.
Accrued expenses or expenses in arrears

4.
Quick Asset (or Acid Test) Ratio

5.
Work and report

6.
Liquidity, liability

7.
N180,000

8.
Objectivity

9.
Shareholders

10.
Operational Audit

11.
Investigating, detecting

12.
Independence

13.
a.
Inherent risk


b.
Control risk


c.
Detection risk

14.
Effective and efficient 

15.
Objective and independent

16.
Departure and Material

17.
Fraud

18.
Letter of representation

19.
Internally and externally generated audit evidences

20.
Historical data, current year’s data
21.
Material misstatements

22.
Audit working papers or current audit file

23.
Completeness and accuracy
24.
Audit programme

25.
An adverse opinion

26.
Loss of audit trail

27.
System software or operating systems

28.
A translator (compiler, assembler and interpreter)

29.
Verification and sorting

30.
Real time processing
EXAMINER’S COMMENT

Few candidates scored average marks while most candidates did not do well in the short answer questions.  Reasons for massive failure of this section include inadequate preparation for the Examinations, non coverage of the relevant topics as contained in the examinations syllabus etc.

SECTION B
SOLUTION 1


PART I
 - FINANCIAL ACCOUNTING
(a)(i)
As per the SAS4; “net realizable value” is the actual or estimated selling (net of trade but before settlement discounts) less

· all further costs to completion and

· all costs to be incurred in marketing, selling and distributing

“This is the estimated proceeds from sale less all additional costs incurred to the point of completion, marketing, selling and distribution of an item of stock”











(ii)
Cost of conversion comprises direct labour and attributable production overhead costs incurred in bringing an item of stock to its present condition and location. 


    



(b)
The SAS does not regard replacement cost as a correct basis for valuing stock.  However, where the value of the raw material content forms a high proportion of the total value of stock in process of production and the price of the new material is liable to considerable fluctuation, it is common practice to make rapid changes in selling prices to accord with the changes in the price of the raw material.  In cases of this kind, the replacement cost basis may be extended to cover stock in process of production and finished stock as well as the stocks of raw material. 

  “Replacement cost is the amount at which an identical stock could be bought or manufactured having regard to normal purchasing or production quantities and conditions. 



  

        









(c)
(i)
First in first out (FIFO)
The FIFO method of stock valuation is that in which the oldest purchase price is used first, until the quantity bought at that price has been fully issued.  The method assumes that the goods are used in the order in which they are purchased, with the goods purchased earlier being issued first.              

(ii)
Weighted Average Price Method

A method of pricing material issue using a price which is calculated by dividing the total cost of materials in stock by the total quantity in stock. 
EXAMINER’S COMMENT                            

Most candidates attempted this question which tested definitions of “net realisable value” and ‘Cost of Conversion”, concept of “replacement cost” as a method of stock valuation and circumstances for its usage in valuing stock.  First In First out and Weighted Average Price Methods of valuation of Stocks were equally tested.  Majority of the candidates that attempted the question had average marks.

SOLUTION 2
(a)



FORTUNATE VENTURES LTD
INCOME STATEMENT FOR THE YEAR ENDED

31ST DECEMBER 2005









¢

  ¢

Sales 






   
6,000


Cost of Sales


  
  



3,000

Gross Profit






   
3,000

Marketing Expenses




400



Administrative Expenses



600


Total Operating Expenses:





(1,000)

Profit on Ordinary Activities before tax
  


 2,000


Taxation:  Provision for the year


500




                 Overprovision for prior year

(100)

Net Provision for the year






    400
Profit on ordinary activities after tax




  1,600
(b)



FORTUNATE VENTURES LTD

EXTRACT BALANCE SHEET AS AT 31ST DECEMBER 2005









¢
Current liabilities

Taxation (25% N2000)




  500

Less adjustment for overprovision


(100)
Provision for Corporate Tax 



  400
i)
Sales 







Cost of Sales






Gross Profit






Marketing Expenses:




Administrative Expenses





Total Operating Expenses





Profit on Ordinary activities before tax:



Taxation Provision for the year




Overprovision for prior year





Net provision for the year





Profit on Ordinary activities after tax


(ii)
Correct Balance Sheet Extract

EXAMINER’S COMMENT                            

This question requested the candidates to prepare Simple Income Statement and an extract Balance Sheet which served as marks’ booster for well prepared candidates.  Candidates did fairly well in Section (a) of the question while part (b) was poorly attempted.

SOLUTION 3
IN THE BOOKS OF DAYO CHUKWU PLC
PROFIT AND LOSS APPROPRIATION ACCOUNT FOR THE YEAR ENDED
31ST DECEMBER 2008
	
	N,000
	N,000

	Gross Profit
	
	     12,000.00

	Add Dividend Received
	
	          100.00                        

	
	
	      12,100.00

	Less: Expenses:
	
	

	      Administration Cost
	450.00
	

	      Audit fee
	240.00
	

	      Director’s fee
	900.00
	

	      Depreciation 
	300.00
	

	      Debenture
	167.00
	  2,057.00

	Profit before tax and extraordinary item
	
	10,043.00

	Taxation – 30% X 10,043.00
	
	  3,012.90

	Profit after tax before extraordinary item
	
	  7,030.10

	Extraordinary income
	105.00
	

	Less withholding tax
	(10.5)
	94.50

	Profit after extraordinary item
	
	

	Appropriation:
	
	7,124.60

	Transfer to General Reserve
	750.00
	

	Dividends Proposed
	
	

	 Ordinary Shares (15% x 45,000,000) 
	  6,750.00
	

	  Preference Shares (7% x 36,000,000)
	  2,520.00
	

	  Retained Loss for the year
	(2,895.40)
	10,020.00


DIVIDEND PAYABLE A/C





          N,000                                              N,000

Withholding Tax  -  Ord. shares                675
   31/12/2008 P & L app A/C 6750
 Withholding Tax  -
  Pref shares              252
   31/12/2008 P & L app A/C 2520

Balance c/d                                             8343





          9270                               
            9270








                                 Balance b/d 
8343

DIVIDEND RECEIVABLE A/C
	
	
	N,000
	
	
	N,000

	31/12/08
	P&L App A/C
	100.00
	31/12/08
	Bank
	  90.00

	
	
	
	
	Withholding tax
	  10.00

	
	
	100.00
	
	
	100.00

	Debenture Interest Payable A/c

	31/12/08
	Bank
	  150.00
	31/12/08
	P & C App A/c
	167.00

	
	Withholding tax
	    17.00
	
	
	

	
	
	  167.00
	
	
	167.00

	Withholding tax A/c

	31/12/08
	Dividend Receivable a/c
	     10.00
	31/12/08
	Divid. Payable A/c– ord.   Divid.  Preference  Dividend       
	675.00
252.00

	
	Balance c/d
	   934.00
	
	Deb. Int. A/c                     
	  17.00

	
	
	   944.00
	
	                                       
	944.00

	
	
	
	
	Balance b/d
	934.00

	
	
	
	
	
	

	Capital Gains Tax A/c

	
	
	
	31/12/08
	P& L App A/c
	10.50

	Company Income Tax Account

	
	
	
	31/12/08
	Profit and Loss Appr A/c
	3012.90


EXAMINER’S COMMENT            

About 40% of the candidates attempted the question which tested the principles of double entries as related to dividends and deductions at source.  Candidates exhibited lack of understanding of the basic principles of double entry.  Other pitfalls exhibited include non-grossing up of Net dividends, Interests, etc.  For candidates to get reasonable marks, they need to understand the basic principles of book keeping.

PART II:   AUDITING
SOLUTION 4
An individual practice firm should endeavour to install frequent review of its quality control procedures by addressing the followings:

1.
Acceptance of appointment and re-appointment

Efforts should be taken to ensure that the firm’s independence is not impaired when accepting appointments and reappointments.

      
2.
Professional Ethics

Steps should be taken to ensure the firm’s adherence to the principles of objectivity, integrity, confidentiality and independence.

3.
Consultation

It is advisable to consult practitioners within the practice on technical matters.  At times, it may be necessary to contact other practitioners outside the practice on highly technical matters including matters of judgment or opinion, and where this is done; the client’s confidentiality should be maintained.
4.
Skills and Competence
The following matters should be addressed in improving the skills and competence of employees:

(a) Recruitment

There should be established procedures for the engagement of audit staff with the requisite qualifications, experience and competence.

(b) On the job training

It is advised to expose audit staff to different audit assignments and to assign trainees to more experienced staff in the practice.  In addition, it is advisable to perform continuous assessment of the audit trainee’s performance at the end of every assignment.  The objective of this is to identify the trainee’s potentials and capabilities for higher responsibilities.

(c)
Technical Training and up-date

It is advisable to ensure the technical competence of audit staff.  This can be achieved by addressing the following matters:

(i) Setting up a technical library with current and up to date
materials;

(ii) Encouraging attendance at professional courses;

(iii) Organizing in-house training programmes;

(iv) Organizing induction programmes for new entrants;

(v) Circulating digests of recent developments in the 
           profession;

(vi)
Issuing circulars and memoranda on technical issues, and 

(vi) Encouraging attendance at workshops and seminars.
5.
Monitoring Procedures
It is not only advisable to institute quality control procedures within the practice, it is equally advisable to ensure adherence with the procedures 
by audit staff as well.  To achieve this, a professional practice may set up an audit review committee to ensure that the firm’s procedures are being 
strictly observed on audit assignments.  It is advisable to define the nature, timing and frequency of such audit review.

In addition, efforts should be made to settle disagreements between the audit review committee and audit teams.  It is advised to ensure that the members of the audit review committee are independent of the audit teams.
EXAMINER’S COMMENT  
The question centred on Audit Quality Control Policies of an Audit Firm.  Candidates did not understand the requirements of the question hence poor performance was recorded by few candidates that attempted the question.  This area of the syllabus was rarely tested hence the candidates were surprised and their readiness for the said examination was not thorough.

SOLUTION 5
Legal 
(i)
When the auditor has not been appointed by shareholders at a general meeting as provided in Companies and Allied Matters Acts, 2004.
(ii)
None of the following persons shall be qualified for appointment as auditor of a company – all officers, or servants, of the company or a body corporate or a person who is a partner or in the employment of an officer or servant of the company.

(iii)
Where the auditor is not a member of a body of accountants in 

Nigeria established from time to time.


(iv)
A person or a firm who or which offers to the company professional advice in a consultancy capacity in respect of secretariat, taxation or financial management
Ethical 
(i)
When the acceptance of the audit will give rise to conflict of interest 

between the company and the existing client.

(ii)
When the audit fees constitute a significant proportion of the total fee income. 
(iii)
Where the audit fees are payable subject to condition directed by the management.

(iv)
Where the outgoing auditors have not given professional clearance.

(v)
Where the incoming auditor is prevented from contacting the outgoing auditor.

(vi)
Where the auditor has personal relationship (blood & marriage) with the Directors or any officer of the company.

(vii)
Where the auditor has financial interest or other business relationship with the directors or the company

Practical
(i)
Where the auditor lacks those skills and experience necessary to carry out the audit.

(ii)
Where the client is not willing to pay the fee that the auditor would need to charge.

(iii)
Where time available to carry out the audit work is not enough for the requirement of a good audit work.

(iv)
Where the auditor is in doubt about the integrity of the officer of the company.

 (v)
Where the auditor is insane.

(b)
APPOINTMENT OF FIRST AUDITORS

i.
At each general meeting of a company, when accounts are presented, the company shall appoint an auditor to hold office from the conclusion of that meeting until the conclusion of the next general meeting when accounts are presented.

ii.
When no auditor is appointed, then the Registrar of the Companies must be notified within seven days, the registrar of companies may appoint an auditor.

iii.
Before the first general meeting is held, the Directors may appoint an auditor and he will hold office until the end of the general meeting of which accounts are presented.
iv.
The Directors may fill any casual vacancy in the office of the company auditor.
EXAMINER’S COMMENT  

Most candidates attempted this question which tested Legal, Ethical and Practical reasons for non-acceptance of a new audit.  The performance was fairly okay and those who failed this question had the following pitfalls:– swapping of the reasons for each other, appointment of first auditors and filling of auditors’ vacancy was not mastered by the candidates and the procedure for the appointment was mixed-up by the candidates.

SOLUTION 6
(a)
True and fair view concept in the accounting profession is important to the auditor.  Moreover, the provisions of Companies and Allied Matters Acts of 2004 requires the financial statements to show true and fair view but fails to define what is true and fair view.

True means capable of objective verification, that is, the information contained therein are factual without material errors.  Fair means that the presentation gives the right impression and is not misleading.  Thus, 
when a set of accounts is said to show a true and fair view, it implies the following:

(i)
The assets are truly and fairly stated i.e.   They exist and owned by the business and properly valued.

(ii)
All liabilities have been fully disclosed.

(iii)
All the relevant information have been fairly and fully disclosed.

(iv)
The result shown in the profit and loss account are truly and fairly stated.

(v)
There is no material misstatement in the account.

(vi)
The financial statements complied with the provisions of the Companies and Allied Matter Acts 2004 and other relevant statues.

(vii)
Fundamental accounting concepts have been followed in the preparation of account.
(viii)
The accounting policies adopted have been fully disclosed.
(ix)
The accounting policies adopted are appropriate to the client’s business and have been consistently applied. 
(b)
Memorandum and Article of Association.  Memorandum of Association usually contains the following:
(a) The name of the company

(b) The location of its registered office

(c) The objects of the company

(d) The fact that the liability of members is limited

(e) The amount of share capital with which the company is to be registered.

Articles of Association contain the following:

a. Allotment of shares

b. Transfer of shares

c. The voting rights of members

d. Distribution of dividend

e. Call of shares

f. Conduct of meetings

g. Powers of directors and
h. The use of company seal.

EXAMINER’S COMMENT  

True and fair view” concept was tested as well as items contained in the Memorandum and Articles of Association (the Regulations).  A good number of the candidates attempted the question and had mix-up definitions on the concept of “true and fair view” and failed to highlight reasons or factors that a set of accounts must exhibit in order to show “a true and fair view” concepts on such financial statements.
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       EXAMINATION NO:………………….……………
ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA

ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – SEPTEMBER 2010
COST ACCOUNTING AND BUDGETING

Time allowed: 3 hours

Insert your Examination number in the space provided above


SECTION A
(Attempt all questions)

PART I 
 MULTIPLE-CHOICE QUESTIONS   (10 Marks)

1.
Prime cost is:

A. All costs incurred in manufacturing a product

B. The total of direct costs.

C. The cost of operating a department 

D. Over head cost

E. The material cost of a product.

2.
Which of the following items would be treated as an indirect cost?

A. Flour used to make cake

B. Wood used to make chair 

C. Caustic Soda for manufacturing soap

D. Staple pins to fix fabric to the seat of a number of chairs 

E. Leather for making bags.

3.
Which of the following functions are fulfilled by goods received note?


i. Provides information to check the quantity on the suppliers invoice

ii. Provides information to check the price on the suppliers invoice

iii. Provides information to indicate the description of the material

iv. Provides information to update the stock records on receipt of goods.

A. i, ii and iii

B. i, ii and iv

C. i, iii and iv

D. ii, iii and iv

E. All of them.
4.  
The annual demand for a stock item is 2,000 units. The cost of placing an order is N100 and the cost of holding an item in stock for one year is N10.  What is the economic order quantity, to the nearest unit?

A. 20 units

B. 200 units

C. 141 units

D. 40,000 units

E. 2,000 units.

5.
The level of stock at which a further replenishment order should be placed is known as: 


A.


Minimum level

B
Maximum stock level

C.
Re-order level

D.
Safety stock 

E.
Buffer stock.

6.
Over-absorbed overheads takes place when?
A.
More overhead cost is absorbed into production than the actual overhead cost

B.
Actual overhead costs exceed budgeted overhead 

C.
Absorbed overheads exceed budgeted overheads

D.
Budgeted overheads exceed absorbed overheads

E.
Actual overhead costs is the same as budgeted overhead.

7.   
The costing method that a company which manufactures steel can use is

A.   Job costing
B.   Batch costing
C.   Contract costing
D.   Process costing
E.   Unit operation costing.

8. A factor which at anytime is an overriding planning limitation on the activities of the organisation is said to be.

A. Forecasting factor

B. Trend factor

C. Principal budget factor

D. Functional factor

E. Equilibrium factor.

9.
The cost which represents the loss of alternative income as a


consequence of actions adopted is known as.


A.

Fixed cost

B.
Interest cost


C.
Opportunity cost

D.
Sunk cost

E.
Historical cost.

10.
The use by several undertaking of the same basic costing methods, principles and techniques is known as.

A.      Process costing

B. Uniform costing

C.      Job costing

D.      Contract costing

E.     Batch costing.

PART II  
SHORT-ANSWER QUESTIONS (30 MARKS)

1.
The level of activity of which there is neither profit nor loss is……………

2.
State the THREE elements of cost.

3.
What is a cost centre?  

4.
Costs which are fixed for a given range of activity level but which change discretely for ranges of activity levels beyond the given ranges are called...............

5.
Cost of transforming raw materials into finished goods or cost of converting raw materials from one stage of production cycle to the next is………………………

6.
The method which uses the first batch of materials received for all issues until all units in the first batch have been issued after which the price of the next batch becomes the issue price is............................ 

7.
Costs which can be influenced by the action of a specified member of an undertaking are described as……………..

8.
(Actual hours worked –Standard Hours Allowed) Standard Rate =………..

9.
A technique of controlling stock items by maintaining store records in a manner readily available is…………………

10.
The allotment to two or more cost-centres of proportions of the common items of cost on the basis of estimated benefit received is termed as……..

11.
Standard hours produced      = 

Budgeted standards hours
12.
The basic costing method applicable where work consists of separate contracts, jobs or batches, each of which is authorized by a special order or contract is………………….

13.
Two or more products separated in the course of processing, each having a sufficiently high saleable value to be recognised as main product are………….  

14.
The cost unit for electricity generation is…………………

15.
When a limiting factor is in operation, maximum profits can be earned by manufacturing the product which makes the best………….of the limiting factor.

16.
The difference between the total sales and sales at the break-even point is……………….

17.
A cost which can be avoided if a particular unit was not produced or provided is termed………….. 

18.
If no limiting factor is in operation the decision to buy or to manufacture a product rests on whether the ………………is higher or lower than the marginal cost.

19.
Standards which can only be attained under the most favourable working conditions are ………………….

20.
The difference between a standard level of performance that ought to have been achieved and the actual activity achieved is………………….

21.
…………………..is a term used to describe material that has no value or that will have negative value if it has to be disposed at some cost?

22.
The period of time between ordering and replenishment of goods is………..

23.
An activity which generates cost is…………………..

24.
A cost accounting system which focuses on the output of an organization and then works backwards to attribute costs to stock and costs of sales is ……………..

25.
Establishment of budgets relating the responsibilities of executives to the requirements of a policy and the continuous comparison of actual with budgeted results is known as………………

26.
The formalised system of budgeting for the activities of an enterprise as if each activity were being performed for the first time is……………….

27.
A(n)…………….is a system of managing cost by controlling activities that drive costs activities that cause cost to be incurred.

28.
A summary of the operating costs of the whole or part of the activities of an undertaking for a given period is called……………………………

29.
The changes in the labour force during a specified period is referred to as …………………..

30.
The way in which costs per unit of output are affected by fluctuations in the level of activity is referred to as…………………

SECTION B

Attempt any Four Questions (60 Marks)

QUESTION 1

ZIMMER INDUSTRIES LIMITED manufactures a single product called zim. During the year 500,000 units of zim were produced but 470,000 units were sold at a unit price of ¢40 each and there was no stock at the beginning of the year.

Costs for the year are as follows:
	
	
[image: image1.wmf]¢

	Production costs: Variable
	7,500,000

	Production costs: Fixed
	3,200,000

	Administrative overheads: Fixed
	3,000,000

	Selling overheads: Fixed
	2,500,000


You are required to:

(a)
Prepare operating statements using absorption and marginal costing approaches.   
                                      


    (13 Marks)

(b)
Compute the value of closing stock under both approaches        (2 Marks)








               (Total 15 Marks)
QUESTION 2

The following data relate to period ending 31 December 2009.
	
	Production Cost Centre
	Services Cost Centre
	Total

	
	M
	A
	S
	X
	Y
	

	No of employees
	90
	225
	75
	18
	42
	450

	Material requisitions
	4,200
	900
	750
	
	1,650
	7,500

	Labour hours
	4,530
	9,960
	2,850
	756
	1,785
	19,881

	Plants machines values
	675,000
	225,000
	135,000
	51,000
	255,000
	1,341,000

	Area (m2)
	22,500
	30,000
	10,500
	1,500
	3,000
	67,500

	Maintenance hours (minor work)
	225
	90
	135
	
	
	450

	Kwh (000)
	900
	210
	150
	30
	510
	1,800

	Machine hours
	25,200
	3,300
	900
	
	
	

	
	       N
	          N
	       N
	            N
	        N
	       N

	Indirect materials
	7,500
	3,300
	4,500
	900
	5,100
	21,300

	Indirect labour
	15,750
	7,500
	6,750
	12,750
	35,250
	78,000

	Major maintenance work
	55,500
	22,500
	13,500
	
	
	91,500


The following details were obtained from the accounts to period ending 31 December 2009.

	
	               N

	Fire Insurance 
	3,750

	Power
	13,500

	Heating and Lighting
	6,000

	Rates
	5,400

	Machine depreciation
	25,200

	Machine insurance
	2,550

	Canteen deficit
	12,750

	Balance of maintenance costs (excluding major works)
	52,500


Required:

Calculate suitable overhead absorption rates for M, A and S department.




     





               (15 Marks)
QUESTION 3

The manufacture of product “SAGAR” involves two processes A and B. The following information are relevant.

	
	Process A
	Process B

	Materials Introduced :
	
	

	Material SP: Le50 per litre
	20 litres
	10 litres

	Material QR: Le25 per litre
	12 litres
	15 litres

	Labour:
	
	

	Mixer: Le20 per hr
	5 hrs
	3 hrs

	Packer: Le12 per hr
	3 hrs
	3 hrs

	Expenses:
	Le 600
	Le 400

	Normal loss
	15%
	10%

	Actual output
	25 litres
	47 litres


You are required to prepare the Process accounts and Abnormal Gain/Loss accounts. 





                                        (15 Marks)

QUESTION 4

(a)
More often than not, cost control and cost reduction are used inter-changeably.   However a school of thought is of the opinion that there is a major difference between these two terms.

You are required to:

(i) Explain each of the Two terms



      (4 Marks)

(ii) State at least THREE differences between the terms
      (6 Marks)

(iii) State THREE steps involved in designing a process of cost control system






                               (3 Marks)

(b)
What is value Analysis?





      (2 Marks)

      (Total 15 Marks)

QUESTION 5

MR. JOE BECKWORD intends to embark on capital expenditure by investing in soap production or table water business. The estimated cash flows from the two investments are as follows:

	YEAR
	CASH FLOWS

	
	SOAP PRODUCTION
	TABLE WATER BUSINESS 

	
	         L$
	             L$

	Initial Investment
	1,800,000
	6,500,000

	Year 1
	460,000
	1,870,000

	Year 2
	780,000
	2,740,000

	Year 3
	950,000
	3,890,000

	Year 4
	640,000
	2,500,000

	Cost of capital
	12%
	15%


Required

(a)
Advise Mr. Beckword on the investment to embark upon. State your reasons for the advice.
               
                                   (11 Marks)

(b)
List FOUR benefits of Capital Expenditure Budget.                      (4 Marks)










      (Total 15 Marks)

QUESTION 6


(a)
What are notional charges?


     

      (2 Marks)


(b)
State TWO notional charges and briefly explain each

      (5 Marks)


(c)
List FOUR types of income and FOUR types of expenses which normally feature in financial accounts but not reflected in cost accounts.                          (8 Marks)



     







      (Total 15 Marks)

MULTIPLE CHOICE QUESTIONS 
1.
B

2.
D

3.
C

4.
B






EOQ =         2COD               =               2 ×N 100 ×  2,,000         
                               Cc                                          N10



= 200units

Where Co =Ordering Costs


Cc = Holding Cost


D= Annual Demand
5.
C
6.
A
7.
D
8.
C
9.
C
10.
B
SHORT ANSWER QUESTIONS  
1.
Break –even point.

2.
Materials, labour and expenses
3.
A person, an item of equipment or a group of these in relation to which costs are ascertained and further related to cost units
4.
Stepped fixed costs
5.
Conversion cost
6.
First in First out (FIFO)

7.
Controllable Costs
8.
Direct labour efficiency variance
9.
Perpetual inventory system.

10.
Apportionment
11.
Production volume ratio 
12.
Specific order costing
13.
Joint products
14.
Kilowatt - hours. 

15.
Utilisation (use)
16.
Margin of safety.

17.
Marginal Cost
18.
Bought out price
19.
Ideal
20.
A variance
21.
Waste
22.
Lead time or procurement time.

23.
Cost driver
24.
Backflush accounting
25.
Budgetary control
26.
Zero-Base Budgeting System
27.
Activity Based costing system
28.
Operating statement
29.
Labour turnover

30.
Cost behavior

EXAMINER’S COMMENT

These questions touch almost all parts of the syllabus thus satisfying the interests of both the Institute and its students.

SECTION B
SOLUTION 1

	ZIMMER INDUSTRIES LIMITED
OPERATING STATEMENT USING ABSORPTION COSTING

	

	
	        ¢

	              ¢


	Sales 470,000units @ C40
	
	18,800,000

	Less: Production cost
	10,700,000
	

	Minus closing stock 30,000 x 21.40
	     642,000
	10,058,000

	Gross profit
	
	  8,742,000

	Less: Admin overheads
	3,000,000
	

	Selling overheads
	2,500,000
	5,500,000

	Net profit
	
	3,242,000


b)
CLOSING STOCK VALUATIONS
	

	Absorption costing approach
	
	

	Total production cost

Qty produced
	10,700,000

500,000
	¢21.40/unit

	
	
	

	Marginal costing approach
	
	

	Marginal production cost 

           Qty produced 
	= 7,500,000
      500,000
	= ¢15/unit


Operating Statements on Absorption Costing and Marginal Costing bases.  
	Sales 470,000 units @C40
	
	18,800,000

	Less: Marginal cost
	7,500,000
	

	closing stock 30,000 × 15
	(450,000)
	7,050,000

	Contribution
	
	11,750,000

	Less: Fixed Costs: Production
	3,200,000
	

	Admin
	3,000,000
	

	Selling 
	2,500,000
	8,700,000

	Net profit 
	
	3,050,000


EXAMINER’S COMMENT

Over 90% of candidates attempted the question which is usually popular among students, but only about 60% of them scored above average.  Some of the candidates, however scored, maximum marks.

SOLUTION 2
	Overhead Item
	Apportionment basis
	Totals
	Production cost centre
	Service Cost Centre

	
	
	
	M
	A
	S
	X
	Y

	
	
	      N
	N
	N
	N
	N
	N

	Allocated items
	
	
	
	
	
	
	

	Indirect Material
	
	21,000
	7,500
	3,300
	4,500
	900
	5,100

	Indirect labour
	
	78,000
	15,750
	7,500
	6,750
	12,750
	35,250

	Major Maintenance
	
	91, 500
	55,500
	22,500
	13,500
	¯
	¯

	Apportioned Items
	
	
	
	
	
	
	

	Fire & Machine Insurance
	Plant values
	6,300
	3,171
	1,057
	634
	240
	1,198

	Power
	Kwh
	13,500
	6,750
	1,575
	1,125
	225
	3,825

	Heating and lighting
	Floor area
	6,000
	2,000
	2,667
	933
	133
	267

	Rates
	Floor area
	5,400
	1,800
	2,400
	840
	120
	240

	Machine Depreciation
	Plant values
	25,200
	12,685
	4,228
	2,537
	95.8
	4,792

	Canteen Deficit
	No of employers
	12,750
	2,550
	6,375
	2,125
	510
	1,190

	Maintenance
	Plant values
	52,500
	26,426
	8,809
	5,285
	1,997
	9,983

	
	
	312,450
	134,132
	60,411
	38,229
	16,970.8
	61,845

	Secondary Apportionment
	
	
	
	
	
	
	

	X
	Material
	
	9,986
	2,140
	1,783
	(17,833)
	3,924

	
	Requisitions
	
	
	
	
	
	

	Y
	Plant value(2)
	
	42,893
	14,298
	8,578
	
	(65769)

	Total production dept overheads
	187,011
	76,849
	48,590
	
	


Total production overheads = N312,150

The secondary apportionment is carried out using a net plant value of N1,035,000 i.e less the value in X and Y

Overhead absorption for M = Production overhead
        



      Machine Hours


= N187,011
                                           25,200 hrs
 
=N7.42 per machine hour

Overhead Absorption Rate for A


=Production Overhead

           Labour Hours

=N76,849
       
   9,960hrs


=N7.72 per labour hour

Overhead absorption rate for S


= Production overhead


    Labour Hours


= N48,590
                                 
   2850 hours


= N17.05 per labour hour

Workings:  Apportionment of plant value (2)

For M =675,000 ×65,769

               1,035,000
=42,893

For A
=225,000 ×65769
  1,035,000

=14,298

For S

135,000 × 65,769

1,035,000

= 8,578

EXAMINER’S COMMENT

Computation of Overhead Absorption Rates.  Only about 50% of the candidates attempted the question.  General performance was above average.

SOLUTION 3

	PROCESS A

	Description
	Qty
	Unit cost
	Value
	Description
	Qty
	Unit cost
	Value

	Material SP
	20
	50.0
	1,000
	Normal loss
	4.8
	-
	-

	Material QR
	12
	25.0
	300
	Abnormal loss
	2.2
	74.85
	164.67

	Labour: Mixer
	
	
	100
	Output transfer to process B
	
	
	

	Packer
	
	
	36
	
	25.0
	74.85
	1,871.33

	Expenses
	
	
	600
	
	
	
	

	
	32
	
	2,036
	
	32
	
	2,036

	
	
	
	
	
	
	
	

	PROCESS B

	Description
	Qty
	Unit cost
	Value
	Description
	Qty
	Unit cost
	Value

	Transferred from process A
	25
	74.85
	1,871.33
	Normal loss 
	5
	-
	-

	Material SP
	10
	50.0
	500
	output transferred to finished goods
	47
	72.05
	3,386.43

	Material QR
	15
	25.0
	375
	
	
	
	

	Labour : Mixer
	
	
	60
	
	
	
	

	Packer
	
	
	36
	
	
	
	

	Expenses
	
	
	400
	
	
	
	

	Abnormal gain                
	2
	72.05
	144.1
	
	
	
	

	
	52
	
	3,386.43
	
	52
	
	3,386.43


	ABNORMAL GAIN ACCOUNT

	Description 
	Value
	Description
	Value

	Costing P&L a/c
	144.1
	Process B Account
	144.1

	
	144.1
	
	144.1

	
	
	
	


	ABNORMAL LOSS ACCOUNT

	Description 
	Value
	Description
	Value

	Process a/c
	164.67
	Costing P&L a/c
	164.67

	
	164.67
	
	164.67


EXAMINER’S COMMENT

Process Accounts Preparation involving Normal/Abnormal Gains and Losses.  About 80% of the candidates attempted the question.  About 10% of them scored maximum marks while general performance was average.  The main pitfall of students was their inability to correctly deal with Abnormal Gains and Abnormal Losses.

SOLUTION 4

a)
Cost Control is the procedure whereby actual results are compared against the standards so that waste can be measured and where appropriate, action can be taken to correct the activity.  It is simply the prevention of waste within the existing environment.

Cost reduction on the other hand is the process of seeking ways to achieve a given result through improved design, better methods, new layouts, incentive schemes, establishing new standards etc.  It is simply the improvement of the environment.
ii)
Differences between the two terms:

	                       Cost Control
	              Cost reduction



	· Emphasis is on the present and past  cost behavior of costs
	· Emphasis is partly on the present costs and largely on future costs.

	
	

	· It undertakes the competitive analysis of actual results with established norms
	· It finds out the substitute by finding new ways or methods

	
	

	· It is a preventive function
	· It is a corrective function

	
	

	· It sometimes lacks dynamic approach
	· It is a continuous process of analysis


iii)  Three steps involved in designing a process of Cost Control system

1 Establishing the norms

2 Appraisal

3 Corrective measures

b) Value Analysis
It is a systematic inter-disciplinary examination of factors affecting the cost of a product or service in order to devise means of achieving the specified purpose most economically at the required standard of quality and reliability.

It aims at identifying and removing unnecessary costs that do not add value to the product in order to offer better value to the customers.

EXAMINER’S COMMENT

Explanations of Cost Control, Cost Reduction and Value Analysis.  About 50% of the candidates attempted the question out of which about 50% performed creditably. 
SOLUTION 5

 


MR JOE BECKWORD
CALCULATION OF NPV

	YEAR
	CASH FLOW
	DISCOUNT FACTOR
	PRESENT VALUE

	
	SOAP
	TABLE WATER
	12%
	15%
	SOAP
	TABLE WATER

	
	L$’000
	L$’000
	
	
	L$
	L$

	0
	(1,800)
	(6,500)
	1.000
	1.000
	(1,800,000)
	(6,500,000)

	1
	460
	1,870
	0.893
	0.870
	410,780
	1,626,900

	2
	780
	2,740
	0.797
	0.756
	621,660
	2,071,440

	3
	950
	3,890
	0.712
	0.658
	676,400
	2,559,620

	4
	640
	2,500
	0.636
	0.572
	407,040
	1,430,000

	
	Net Present Value
	
	315,880
	1,187,960

	
	
	
	
	


The two investments are profitable in view of their having positive net present value.  However, investment in table water business is more profitable because it has greater net present value based on the cost of capital given. 
b)
Benefits of capital expenditure budget are as follows:

i) Enables management to plan resources to be
invested in additional capital to satisfy customer’s demand and ensure growth.

ii) Its planning process helps avoid idle operating capacity, excess 

          capacity and investment that will earn an adequate returns on   

funds invested. 


iii)
It rations capital amongst alternative projects.

iv)
Focuses the attention of management on cash flows, a critical and often neglected problem.


v)
Increases co-ordination among responsibility centres.

EXAMINER’S COMMENT

Computations and benefits of Capital Expenditure Budget.  Above 80% of the candidates attempted the question and their performance was above average.

SOLUTION 6

a)
Notional charges are special charges made in the cost accounts but not in the financial accounts to reflect the use of company’s assets.  They neither involve cash nor incurring of liabilities.  They have no effect on net profit as the charges and the benefits received by the company in their respect compensate for each other.
b) i
Notional Rent:  This is the rent charged in the cost accounts where the company uses its own premises to reflect what should have been paid if it was rented.  Such a charge enables the business arrive at a more realistic cost of its operations when compared with similar business operating from rented premises.
                       
ii
Notional Interest on Capital: This is a charge made to reflect the interest which would have been earned if the capital tied down in the company had been invested elsewhere.   By so doing the company is placed in a similar position with another organization within the industry which is run with borrowed funds.






c)
INCOME IN FINANCIAL ACCOUNTS NOT IN COST ACCOUNTS

i
Interest received


ii
Profit on sale of investment


iii
Discount received 


iv
Dividend received


v
Profit on disposal of fixed assets





d)
EXPENSES IN FINANCIAL ACCOUNTS NOT IN COST ACCOUNTS

I) Debenture interest

II) Legal fees

III) Loss on sale of fixed assets

IV) Discount allowed

v)
Bad debts written of

EXAMINER’S COMMENT
Majority of the candidates attempted the question and performance was generally good.  Some students probably preferred to write on ``National Charges`` instead of “Notional”.
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SECTION A  -  Attempt All Questions

PART I     MULTIPLE-CHOICE QUESTIONS 

1. Income derived from employment or business, profession or vocation is known as:

A. Earned Income 

B. Unearned Income

C. Gross Income

D. Net Income

E. Statutory Total Income

2. Which organ of government collects tenement rates or property tax or slaughter slab fees?

A. Federal Government 

B. State Government

C. District Assembly

D. Local Government

E. Internal Revenue Service

3.
An action whereby a tax payer seeks to minimize his tax liabilities through 
legal 
means is known as ....................................

A. Tax Allowance

B. Tax Avoidance

C. Tax Shifting

D. Tax Evasion

E. Tax Incidence

4.
Allowance usually granted in lieu of depreciation for tax purposes is called: 

A. Personal Allowance

B. Allowance Deduction

C. Capital Allowance
D. Department Allowance

E. General Allowance

5.
The following are subject to withholding tax in your country EXCEPT. 

A. Dividend

B. Rent

C. Commissions

D. Salary

E. Professional fees

6.
The responsibility for taxation of all limited liability companies in your country is vested in

A. State Board of Internal Revenue

B. Joint Tax Board

C. Stamp Duties Office

D. Internal Revenue Service

E. Federal Board of Inland Revenue

7.
The following are conditions for an expense to quality as allowable deduction under Personal Income Tax Act EXCEPT: 

A. Reasonably

B. Wholly

C. Carefully

D. Exclusively 

E. Necessarily

8.
Tax on spending expected to be borne by the final consumers of goods and services is called:

A. Education Tax

B. Commission Tax

C. Income Tax

D. Capital Gains Tax

E. Value Added Tax

9.
Duties that are based on written instruments prepared by or for a tax payer are referred to as:

A. Stamp Duties

B. Import Duties

C. General Duties

D. Excise Duties

E. Instrument Duties
10.
An assessment raised to replace an original assessment in known as:

A. Additional assessment

B. Revised assessment

C. Alternative assessment

D. Previous Assessment

E. Original Assessment 

PART II     SHORT-ANSWER QUESTIONS (30 Marks)

1.
Statutory total income is made up of ....................... and ................ income.

2.
Balancing charge is a charge against profit.  True or False?

3.
When will the income of a trade union registered under the Trade Union Act be subject to tax?

4.
When an asset that has been attracting capital allowances is sold at a price that is less than the residue, the difference between the sale price and the residue is to be given by way of ....................................

5.
Fundamental principles universally accepted as guidelines to raise the much needed revenue for good governance is known as ...........................

6.
Income brought into or received in Ghana by Mr. Tunde a Nigerian who visited Ghana for 38 days is not taxable.  Is the statement True or False and why? 

7.
Capital Gains tax will apply only when the asset is ..................................

8.
Capital Gains Tax for individuals is administered by ..............................

9.
Under which type of loss relief will relief for losses be automatically 
granted?

10.
A valid notice of appeal must be made in writing within ....................... days from the date of service of the notice of assessment.

11.
Assessment and collection of taxes from all limited liability companies is vested in ....................................

12.
Losses are allowed to be carried forward for a maximum period of .......................... years for a trading organisation.

13.
Unrelieved losses at cessation of business is known as .............................. 

14.
Under the commencement rule, a tax payer has the option to be assessed to tax on actual year basis for the ................................. and ...................... years of assessment. 

15.
Capital gain is taxed at ...................... percent of the gains made on the disposal of a property.

16.
An advance payment of tax which is deducted at source on certain transactions is called ..............................

17.
The period relating to an assessable income of any person is computed in accordance with the provisions of the relevant tax laws is called .............. 

18.
Granting capital allowances to a company means a(n) …………………. of taxable profit.
19.
Bad debt is not an allowable expense for tax purpose EXCEPT it is ............................... 

20.
A system that allows tax payer to assess himself and pay fully, or instalmentally, the assessment is known as ..........................

21.
An estimation used by the relevant tax authority as basis of assessment in a situation where no financial records are kept or no returns are made bythe tax payer to the tax authority is known as ...................................

22.
When two or more partnerships amalgamate ......................... and .......................... rules will not apply.

23.
Wages to casual workers are changeable to tax.  True or false?

24.
Maximum number of children for the purpose of child allowance as relief for a tax payer under Personal Income Tax is ..........................................

25.
The tax law that guides the personal tax administration in your country is known as ...............................

26.
Excise duty is a form of ..................... tax.

27.
The year when the profit of a company is taxed is called .................................

28.
For how long can the unutilised capital allowances of a business ceasing operation be carried backward?

29.
An incorporated company is expected to register for .......................... with the Federal Inland Revenue Service.  
30.
Capital allowances computation is usually based on the ........................ life of an asset.

SECTION B  -  Attempt any FOUR questions (60 Marks)

QUESTION 1

Pius Enterprises has been in business for years making its accounts to 30 September each year.  The Profit and Loss account for the year ended 30 September 2007 shows the following:
	
	N
	
	N

	Gross Profit 

	
	
	1,134,000

	Dividend Received (Net)
	
	
	81,900

	Rent Received (Gross)
	
	
	98,000

	Profit on sale of vehicle
	
	
	58,800

	Interest Received
	
	
	       7,700

	
	
	
	1,380,400

	Less:
Rent Paid
	114,800
	
	

	Salaries and Wages

	392,000
	
	

	Repairs of cold room
	63,000
	
	

	Transport and Travelling
	28,000
	
	

	Heating and lighting
	  14,000
	
	

	Stationery
	14,000
	
	

	Depreciation
	114,800
	
	

	Cold room Expansion
	32,200
	
	

	Cost of Patent
	7,000
	
	

	Water Rate
	28,000
	
	

	Bad debts
	33,600
	
	

	
	
	
	

	Neon Signboard
	5,600
	
	

	General Expenses
	91,000
	
	

	Income Tax Provision
	  95,200
	
	

	
	
	
	(1,033,200)

	Net profit for the year
	
	
	   347,200


Additional Information:

(a)
Capital allowance for the year was agreed at N103,880 with the tax authority.

(b)     The rent paid is in respect of building occupied partly by the business and partly by the Managing Director.  The ratio of usage is agreed at 4:1 between business and private use.

(c)
Bad debt includes 10% general provision on old debtors of N182,000.

(d)
General expenses include N22,400 legal fee for acquisition of new lease and N4,480 for renewal of a lease for another 10 years.

(e)
Salaries and wages include N168,000 paid as salaries to the Managing Director’s houseboy.

(f)
Water rate relates to the amount paid on the business premises.

Required:

Compute the adjusted and chargeable profit for Pius Enterprise        (15 Marks)
QUESTION 2

(a)
Mr. Dokunu the finance director of CUBER Limited failed to remit the tax deducted on a building contract of L$5,335,250.  The contract was paid or on 1 July 2008 but the Director was convicted on 30 October 2009.  

Assume interest rate to be 15%.  Compute the total amount due, the withholding tax due and the fine due.
                                     (6 Marks)

(b)

List SIX items of deductions disallowed under personal income tax laws of your country.                                                                           (9 Marks)









            (Total 15 Marks)
QUESTION 3

(a)     Briefly explain the appeal procedure for an objection to tax assessment. 











     (9 Marks)

(b)    
State the composition of Technical Committee of the State Board of Internal Revenue (or Internal Revenue Service Board). 
      (6 Marks)




   

          


               (Total 15 Marks)

QUESTION 4
Virex Company Limited disposed off its building located in Warri for N6,450,000 on 5 October 2008.  The building was constructed at a cost of N3,010,000 in 2002.  Advertisement cost paid for the disposal was N172,000.  The company acquired a new building about 5 km away, from the sales proceeds of the old building, at a cost of N5,590,000 on 15 October 2008.  The lawyer’s commission for the acquisition of the new building amounted to N279,000. 

Required:

Compute the Capital Gains Tax due.            
                                   (15 Marks)

QUESTION 5

(a)
List FOUR allowances and reliefs granted on qualifying capital expenditures.






                                                                (4 Marks)

(b)
Ray-Mart Liberia Ltd commenced business on 1 June 2006 and incurred capital expenditures as follows:

	Computer
	28/4/2006

	Generator
	15/9/2006

	Tractor
	9/5/2006

	Building
	30/10/2007

	Plants
	20/02/2007


Required:

Determine the year when initial allowance were claimed on each of the qualifying capital expenditure.

                             

    (11 Marks)


    





                (Total 15 Marks)

QUESTION 6

Kofi and Agyman are partners in partnership as Kofiman Associates.  Boateng, a professional surveyor was employed on an annual salary of ¢60,000.  The accounting year end of the firm is 31 December of every year.  On 1 July 2005 Mr Boateng was admitted as a partner in the partnership.  The profit sharing ratio agreed at was 6:4 (Kofi and Agyman) before the admission of Boateng.  After admitting Boateng, the ratio was changed to Kofi 50%; Agyman 30%; and Boateng 20%.

The total earnings of the firm for January to December 2005 was ¢731,250.  According to the partnership agreement, the partners were to make the following withdrawals per month:  Kofi ¢8,000; Agyman ¢6,000; and Boateng (from date of admission) ¢4,000.  The capital allowance allowed for the partnership was ¢85,000.

The following expenses were incurred during the year by the firm:
	
	¢

	Staff Salaries
	350,000

	Rent of Office
	27,000

	Repairs
	8,438

	Electricity
	7,425

	Generator: repairs & servicing 
	9,563

	Industrial Training Fund levy
	5,456

	Approved Pension fund
	12,656

	Bank charges
	23,513

	Miscellaneous
	24,300

	
	468,351


 You are required to compute the partnership income of each partner for the relevant year.






            


            






 (TOTAL 15 Marks)

NIGERIA TAX RATES

1. CAPITAL ALLOWANCES

Initial %

Annual %


Office Equipment



   50


    25


Motor Vehicles




   50


    25



Office Building



   15


    10


Furniture & Fittings



   25


    20


Industrial Building



   15


    10


Non-Industrial Building


   15


    10


Plant and Machinery   - Agricultural





  Production

   95


   NIL





- Others

    50


    25

2.
INVESTMENT ALLOWANCE


   10%

3.
TAX – FREE ALLOWANCE:








Maximum Per Year








     N

Rent





 150,000


Transport




   20,000


Utility





   10,000


Meal Subsidy




     5,000


Entertainment



     
     6,000


Leave





10% of annual basic salary

4.
PERSONAL TAX RELIEFS

(a) Personal Allowance
-
N5,000 plus 20% of earned income


(b) Children Allowance
-
N2,500 per annum per unmarried child 







subject to a maximum of four children.


(c) Dependant Relative
-
N2,000 each


(d) Disabled Persons

-
N5,000 or 10% of earned income 







(which ever is higher)


(e) Life Assurance 

-
Actual premium paid

5.
RATES OF PERSONAL INCOME TAX:






Taxable Income
Rate of Tax








N

          %


First




       30,000 

          5


Next




       30,000

         10


Next




       50,000

         15


Next




       50,000

         20


Over




     160,000

         25

Note: Annual income of N30,000 and below is exempted from tax but a minimum tax of 0.5% will be charged on the total income with effect from 1/1/99.

6.
COMPANIES INCOME TAX RATE

30%

7.
EDUCATION TAX



  2% (of assessable profit)

8.
CAPITAL GAINS TAX



10%

9.
VALUE ADDED TAX



  5%
SECTION A

PART I 
 MULTIPLE-CHOICE QUESTIONS 

1.
A

2.
D
(Nigeria)
C (Ghana)
E (Liberia)

3.
B

4.
C

5.
D

6.
E

7.
C

8.
E

9.
A

10.
B

EXAMINER’S COMMENT

The Multiple choice Questions tested the candidates’ knowledge on relevant tax laws and administration.  All the candidates attempted the questions and the general performance was good.

PART II      SHORT-ANSWER QUESTIONS 

1.
earned  and
unearned      

2.
False

3.
If earned from activities outside those stated in its objects clause, that is from trade or business entries.                          

4.
Balancing Allowance

5.
Cannons of Taxation

6.
TRUE, Mr. Tunde was in the Country for less than 183 days.  

7.
‘Disposed Of’ 

8.
State Board of Internal Revenue

9.
Under carrying forward loss relief System

10.
30 Days

11.
Federal Inland Revenue Service – (FIRS)

12.
Four

13.
Terminal Losses

14.
Second and Third

15.
10%

16.
Withholding Tax 

17.
Basis Period 

18.
Reduction 

19.
Specific

20.
Self Assessment 

21.
Best of Judgement 

22.
Commencement and Cessation

23.
True

24.
Four 

25.
Personal Income Tax Act 

26.
Indirect Tax

27.
Year of Assessment

28.
5 Tax years before year of cessation.

29.
Value Added Tax  

30.
Useful/Unexpected life

EXAMINER’S COMMENT 

These short-Answer Questions touched all aspects of the syllabus to test the knowledge of candidates on all items in the entire course outline.  The questions were well attempted by all candidates.

SECTION B  

SOLUTION 1

PIUS ENTERPRISES

Computation of Adjusted Profit for 2007 Year of Assessment
	

	N
	N

	Net Profit for the year
	
	347,200

	Deduct:
	
	

	Profit on Sale of Vehicle
	58,000
	

	Dividend Received
	81,900
	

	Rent
	98,000
	

	Interest Received
	  7,700
	( 246,400)

	
	
	 100,800

	Add:
	
	

	Domestic Rent (114,800 x1/5)
	 22,960
	

	Domestic Water rate (28,000x 
	   5,600
	

	House boy’s Salaries
	168,000
	

	Depreciation
	114,800
	

	Cost of Patent
	    7,000
	

	Coldroom expansion (a)
	  32,200
	

	New Sign  Board (a)
	    5,600
	

	Legal expenses (acquisition)
	  22,400
	

	Bud debts (general provision)
	  18,200
	

	Income Tax Provision
	  95,200
	 491,960

	           Adjusted Profit
	
	 592,760

	           Less Capital Allowance
	
	         (103,880)

	           Changeable profit
	
	 488,880



EXAMINER’S COMMENT 

This is a standard question testing candidates understanding of the computation of chargeable profit.  The major pitfall was lack of proper knowledge of allowable and disallowable items.  About 95% of the candidates attempted the question and the general performance was fair.

SOLUTION 2

CUBER LTD

WITHHOLDING TAX CALCULATION
	Payment

Contract

	Gross Amount

LS5,335,250


	Amount Due

	    WHT 
	5%                                =

                                     =
	 5   x  LS5,335,250

100

LS266,762.50



	    Fine 
	200%                           =

                                     =

    
	200  x  LS266,762.50

100

LS533,525



	    Interest 
	15%                             =
	15     x  LS533,525  x  16

100                             12
=  LS106,705




Total Amount Due
=
Fine
+
Interest


=  LS533,525
+
LS106,705
=
LS640,230

B.
Disallowable Deductions:-

(i)
Domestic or Private Expenses

(ii)
Capital withdrawn from trade

(iii)
Any expenditure of capital nature

(iv)
Taxes levied on income or profit

(v)
Any payment to unapproved provident/society

(vi)
Any sum reserved out of profit

(vii)
Depreciation of any asset

(viii)
Management fees


(ix)
Loss/Expenses recoverable under insurance

(x)
Rent of or cost of repair to any premises or part not incurred for producing the income 

EXAMINER’S COMMENT 

This is a two-part question.  Part (a) is on computation of withholding tax while part (b) is a theory question on disallowable deductions under Personal Income Tax Laws.  Less than 65% of the candidates attempted this question, and the general performance was below average.

SOLUTION 3

A.
Appeal Procedure:-

i)
Notice must be made in writing for review

ii)
Notice must state the grounds of the objection clearly

iii)
Notice must be made within 30 days from the date of service of notice

iv)
Thorough examination of books and records by the board.

v)
Board may revise the assessment and give notice of revision to the      company

vi)
Board may refuse to revise the previous assessment then a notice of refusal to amend will be given

vii)
Absence of compromise thereafter takes the matter to the body of appeal commissioners.

viii)
Taxpayer must file the notice of appeal to the Body.

ix)
Notice must be within 30 days of the receipt of the notice of refusal to amend.

B.
Technical Committee: -

i)
Chairman of the State Board of Internal Revenue

ii)
Directors and Heads of Departments of the State of Board of Internal Revenue

iii)
Legal adviser to the Board

iv)
Secretary to the Board

EXAMINER’S COMMENT 

This is a good theory question on Appeal Procedure and composition of Technical Committee of the State Board of Internal Revenue.  About 65 percent of the candidates attempted the question.  The general performance was fair with average mark of 55%.  However, many did not clearly understand the Appeal procedure for objection to tax assessment.
SOLUTION 4

VIREX COMPANY LIMITED

COMPUTATION OF CAPITAL GAINS TAX
For the 2008 Tax Year

	
	
	N
	N

	i)
	Sales Proceeds
	
	6,450,000

	
	Less Advertisement
	
	(172,000)

	
	Net Sales Proceeds
	
	6,287,000

	
	Deduct Cost of Construction
	
	(3,010,000)

	
	Capital Gains
	
	3,268,000

	
	Capital Gains at 10%
	
	3,268,000



	ii)
	Capital Gains
	
	3,268,000

	
	Less the lower of
	
	

	
	(a)  Net Sales Proceeds

(b)  New Building:

      Acquisition Cost:  5,590,000

      Commission           279,000


	6,278,000


5,869,000
	

	
	Less Cost of construction old building
	(3,010,000)
	

	
	Amount rolled-over

Net capital gains

Capital Gains Tax at 10%
	
	(2,859,000)

409,000

40,900




A partial roll-over relief is claimed, it means only N40,900 is due immediately instead of N326,800
EXAMINER’S COMMENT 

This is a standard question on Capital Gain Tax computation.  About 80% of the candidates attempted the question.  But the general performance was below average.  The major pit-fall was in the aspect of roll-over relief, which majority did not take into consideration when answering the question. 
SOLUTION 5

5(a)
ALL ALLOWANCES AND RELIEFS GRANTED ON QUALIFYING CAPITAL EXPENDITURES.
(i)
Initial Allowance

(ii)
Annual Allowance

(iii)
Investment Allowance

(iv)
Balancing Allowance

(v)
Balancing Charge

5(b)


	
	YOA
	Basis for 

Assessable Profits
	Basis for 

Capital Allowance

	(i)
	2006

2007

2008
	1/6/2006 – 31/12/2006

1/6/2006 – 31/52007

1/1/2007 – 31/12/2007
	1/6/2006 – 31/12/2006

1/1/2007 -  31/5/2007

1/1/2007 – 31/12/2007

                         

	(ii)
	Qualifying

Capital Expenditure


Computer

Generator

Tractor

Plant

Building
	
	Years of 

Assessment


2006

2006

2006

2007

2008                    


EXAMINER’S COMMENT 

A two-part question on Capital Allowances. More than 80% of the candidates attempted the question.  Whilst the general performance on part (a)(allowances granted on qualifying capital expenditures) was fair.  Many performed poorly in Part (b), they could not accurately determine relevant year of claiming initial allowance for qualified capital expenditure.

SOLUTION 6
Computation of Partnership income – Admission of Partnership during the year 

Kofi, Agyman & Boateng

Computation of Partnership income for the relevant year
	
	Total
	Kofi
	Agyman
	Boateng

	i.  1/1/05 – 30/6/05
	¢
	¢
	¢
	¢

	Profit
	131,450
	
	
	

	Less Drawings ½ year
	(84,000)


	48,000
	36,000
	

	Profit to Share
	47,450
	
	
	

	Share of Profit
	(47,450)
	28,470
	18,980
	

	Capital Allowance ½ year
	42,500
	
	
	

	Share of Allowance
	(42,500)
	(25,500)
	(17,000)
	

	ii.  1/7/05 – 31/12/05
	
	
	
	

	  Profit
	131,449
	
	
	

	Less Drawing ½ year
	(108,000)
	48,000
	36,000
	24,000

	Profit to Share
	23,449
	
	
	

	Share of Profit
	(23,449)
	11,725
	7,035
	4,689

	Capital Allowance
	42,500
	
	
	

	Share of Allowance
	(42,500)
	(21,250)


	(12,750)
	(8,500)

	Partnership Income
	
	89,445


	30,285
	20,189

	Tax year
	
	2006
	2006
	2005

	Computation of Profit
	
	
	¢
	¢

	Professional earnings
	
	
	
	731,250

	Deduct:  Salaries

               Rent

               Repairs

               Electricity
	
	
	350,000

27,000

 8,438

7,425


	

	Gen. repairs & servicing
	
	
	9,563
	

	Industrial training & levy
	
	
	5,456
	

	Pension fund
	
	
	12,656
	

	Bank charges
	
	
	23,513
	

	Miscellaneous
	
	
	24,300
	468,351

	Adjusted Profit

     
	
	
	
	262,899


Share of profit between periods:

Before admission of Boateng:
1/1/05
-  30/6/05:


262,899 x 6/12  =  N131,450

After admission of Boateng:  1/7/05  -  31/12/05:


262,899 x 6/12  =  N131,449




        
EXAMINER’S COMMENT 

This is a good question on computation of Partnership Income.  About 60% of the Candidates attempted the question and the general performance was below average as many did not understand the correct treatment of Partnership income in the question.

AT/102/PIII.12


                                 EXAMINATION NO:……………………………
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SECTION A - Attempt All Questions 

PART I     MULTIPLE-CHOICE QUESTIONS (10 Marks)

1.
Which of the following promotion tools is meant to persuade resellers to carry a brand, give it shelf space, advertise it and push it to consumers?

A. Staff promotion tools

B. Sales force promotion tools

C. Consumer promotion tools

D. Business promotion tools

E. Trade promotion tools.

2.
Which of the following is NOT a function of an office?

A. Receiving information from internal and external sources

B. Keeping records of information 

C. Storing, sorting and retrieving documents

D. Keeping of imprests

E. Keeping the environment clean.

3.
Fayol’s principle of promoting employees’ loyalty and continuity of service is 

A. Equity

B. Espirit de corps

C. Stability of tenure

D. Discipline 

E. Order.

4.
Which of the following is NOT an example of computer hardware?

A. Magnetic tape

B. Electronic transmission

C. Paper print out

D. Spreadsheet

E. CD.

5.
The following are the steps involved in the planning process EXCEPT

A. Empowerment

B. Establishment of objective

C. Decision making

D. Implementation of plans

E. Monitoring. 

6.
Which of the following is NOT ONE of the techniques used for coordination?

A. Committees 

B. Staff meeting

C. Conferences

D. Task forces

E. Procedure.

7.
The motivation theory which assumes employees inherent dislike for work unless they are directed and coerced is called.

A. Expectancy theory

B. Theory X

C. E R & G theory

D. Two-factor theory

E. Affiliation theory.

8.
Marketing research objective designed to gather preliminary information that will help define the problem and suggest hypothesis is 

A. Exploratory research objective

B. Descriptive research objective

C. Casual research objective

D. Sales research objective

E. Experimental research objective.

9.
A set of unwritten values and beliefs about what is proper, right and appropriate in a business is  


A. Business analysis 

B. Business laws

C. Business cycle

D. Business culture

E. Business development.

10.
The part of the firm’s profit that goes to stockholders is 

A. Premium 

B. dividend

C. Interest

D. Brokerage

E. Commission.

PART II     SHORT-ANSWER QUESTIONS (30 Marks)

1.
Computer based information system for more effective planning, decision making and control is known as...........................

2.
The process whereby union and management representatives reach a negotiated labour management agreement is known as..............................

3.
A management tool for putting pressure on unions by closing the business is.............................

4.
The leadership style where the focus of power is more with the group as a whole and there is greater interaction within the group is known as......................

5.
Information received back from the receiver which allows the sender to make sure the meaning is received is..................................

6.
A leadership style that emphasizes work accomplishments and performance result is known as.................. 

7.
Individual or group that initiates communication with another individual or group is called........................................

8.
A strategic concept considering consumers’ wants, the company’s recruitments and consumers’ long run interest is called..............................

9.
New product development process where a detailed version of the new product idea is stated in meaningful   consumer terms is.........................

10.
The content of a marketing plan that presents in brief the main goals and recommendation of the plan for management review is............................

11.
The systematic collection and analyses of publicly available information about competition and development in the marketing environment is known as......................

12.
A straight reduction in price on purchases during a stated period of time is called........................... 

13.
The control system that focuses on the regulation of inputs to ensure that they meet the standards necessary for the transformation process is known as........................

14.
A control principle which suggests that managers should be informed of a situation only if control data show a significant deviation from standard is.....................

15.
A responsibility centre whose budgeting performance is measured primarily by its ability to generate a specified level of revenue is....................

16.
Fayol’s principle emphasising on the need for employees to be treated with justice and respect is..........................

17.
To achieve 20% return on investment yearly is an example of ................objectives 

18.
The theory proposing the argument that environment always be taken into consideration in management decision making is known as............................

19.
The business activity that involves the creation of finished goods and services using inputs such as land, labour, capital and entrepreneurship is known as.......................

20.
The stock of raw materials, inputs and components parts that a firm keeps on hand is known as.......................

21.
Activities such as writing, book-keeping, sorting papers, filing, duplicating and machine calculation are collectively known as..............................

22.
Any information written down or stored by some other means for future reference is.........................

23.
The important function of organisation and methods that involves checking the use and misuse of forms is known as..........................

24.
A process where a group of individuals or managers generate ideas according to a set of rules while at the same time avoiding inhibitions usually caused by face to face group is known as.........................

25.
An organisation that has broad span of control and few levels of authority is known as.....................

26.
The level of uncertainty as to the outcome of a management decision is referred to as.........................

27.
A decision making technique in which group members are presented with a problem and complete anonymous questionnaire soliciting solutions and the results are tabulated, summarised and returned to the group members is..........................

28.
A corporation’s unsecured promissory notes maturing in 270 days or less is..........................

29.
The process of comparing an organisation’s practices and techniques with those of other companies is..........................

30.
A ..................... is any activity that seeks profit by providing goods and services to others. 

SECTION B - Attempt any four questions (60 Marks)

QUESTION 1

(a)
What is a Committee?  





      (3 Marks)

(b)
What are the advantages and disadvantages of a Committee system of managing organisations?

                                         
  (12 Marks) 



     



                (Total 15 Marks)







QUESTION 2

Mergers and acquisitions are some of the strategies used by business entities to cope with the challenges of the environment.

(a)
Differentiate between mergers and acquisitions                        (5 Marks)

(b)
What are the reasons for mergers and acquisitions? 
                (5 Marks)

(c)
Discuss some of the problems affecting successful mergers and acquisitions?        
                  
                                               (5 Marks)    








                (Total 15 Marks)
QUESTION 3

Outline the barriers to effective delegation and enumerate how the barriers can be overcome.







         
   (15 Marks)

QUESTION 4

To communicate effectively marketers need to understand how communication works. Explain the elements in the communication process using well labelled diagram.

    

                                                         (15 Marks)



QUESTION 5

(a)
Identify and explain the various sources of grievances in any organisational set-up.            
                                               (5 Marks)

(b)
State any FIVE each of Dos and Don’ts that should guide an organisation in the handling of grievances    


                         (10 Marks)

      (Total 15 Marks)

QUESTION 6

Distinguish between formal and informal groups. How are these different from work teams?                      



                                (15 Marks)

SECTION A

PART I
MULTIPLE CHOICE QUESTIONS

1.
E

2.
E

3.
C

4.
D

5.
A

6.
E

7.
B

8.
A

9.
D

10
B

EXAMINER’S COMMENT
The questions were well understood as over 95 percent of the candidates scored above 50 percent of the total mark.

PART II
SHORT ANSWER QUESTIONS

1.
Management Information System 

2.
Collective bargaining

3.
Lockout

4.
Democratic Style
5.
Feedback
6.
Task Oriented leadership/Initiating structure leadership
7.
Sender

8.
Societal Marketing Concept
9.
Product Concept

10.
Executive Summary

11.
Marketing Intelligence
12.
Discount 
13.
Feed Forward Control
14.
Management by exception 

15.
Revenue Centre
16.
Equity
17.
Profitability

18.
Systems approach

19.
Production

20.
Inventory
21.
Clerical work
22.
A record
23.
Forms control

24.
Brainstorming
25.
Flat Hierarchical Structure/Flat Organisation 

26.
Risk
27.
Delphi Technique
28.
Commercial papers
29.
Benchmarking 
30.
Business

EXAMINER’S COMMENT
About 40 percent of the candidates scored above 50 percent.  The candidates lacked deep knowledge of the key concepts tested.

SECTION B

SOLUTION 1

(a)
A committee is a group of persons to whom, as a group, some organizational matter(s) is/are committed.  A committee brings together individuals from different areas to consider various organsitional problems.
(b)
Advantages of committee system

(i) It serves as a means of training members.  In the course of their assignment, members can learn from each other.

(ii) It brings together individuals from different background and capabilities, thus talented and experienced individuals work on major problems too complex for a single leader to handle alone.

(iii) It serves as a means of consolidating power and authority.  This is so because where an individual may not have sufficient authority to make decision alone, the pooled authority of a committee may be sufficient to enable the decision to be made.

(iv) It serves as excellent means of communicating.

(v) Committee decisions provide for input from several people, what would otherwise be a poor decision can be modified.

(vi) It serves as a means of co-coordinating organisatonal activities.
(vii) It may improve motivation of committee members, hence orgasational members are motivated.

(viii) The use of committee system in organizations allows functions of the directors to be more evenly distributed, as they give routine activities to committee, hence the directors can concentrate on policy and strategy formulation.

Disadvantages of committee system

(i) Committee decisions are sometimes weak, because they are the result of compromise.

(ii) Committee structure slows down decision making.

(iii) It consumes more time.

(iv) Committee system involves much discussion and few decisions.

(v) Authority and responsibility are diffused.  It is hard to pin down who is at fault when a group has made mistakes in its decision.

(vi) Committee serves in advisory capacity, but their decisions are not final. 
(vii) Management sometimes hides behind committee, if it has taken a decision which is likely to be unpalatable.

(viii) Committees are expensive to maintain.
EXAMINER’S COMMENT
The question was attempted by 95 percent of the candidates.  About 60 percent of the candidates scored above 50 percent.  Those candidates who performed below average were writing on functions, types and composition of committees which the question did not cover.

SOLUTION 2
(a)
Merger:   is the combination of two or more businesses.  The combination that results into the formation of a separate entity is merger by means of consolidation or amalgamation.

Or


Merger occurs when two or more companies, usually of similar industry or size, combine their resources to form a new company

Acquisition:  The purchase of assets and liabilities of an organization for equity, cash or debenture by the parent company is known as acquisition.

Or

Acquisition occurs when a larger company buys a smaller one and incorporates the acquired company’s operation into its own.




(b)
The Reasons for mergers and acquisitions include:

(i)
Consolidation or increase in capital base.

(ii)
Pooling of managerial talents

(iii)
Effective and efficient use of resources

(iv)
Achieving vertical integration

(v)
Improving the overall market value

(vi)
Increasing the price earnings ratio 

(vii)
Ability to compete effectively

(viii)
Stability and survival

(ix)
Tax advantage

(x)
Economies of scale

(ix)
Diversification of activities

(c)
The main problems encountered in mergers and acquisitions include:

(i)
Incompatibility of organizational structures – mergers bring together interests, skills and management from different environment.

(ii)
Organisational objectives may not be compatible with planning objectives.

(iii)
Inability to clearly evaluate the financial implication, leading to over valuation of financial position of organization.

(iv)
Inadequate preparation for post merger’s and acquisition’s activities.

(v)
Complicated financial negotiation.

(vi)
Greater difficulty in co-ordination and communication

(vii)
Resistance of organizational members to the change due to feeling of anxiety, fear and insecurity.

(viii)
Anti-trust laws may make mergers and acquisitions a difficult task. 

EXAMINER’S COMMENT
80 percent of the candidates attempted the question.  The candidates responded well to the (a) and (b) parts of the question.  However, the (c) part recorded low scores as the candidates took the question to mean “disadvantages” instead of “the problems affecting successful mergers”.  About 60 percent of the candidates scored above 40 percent of the total mark.   

SOLUTION 3
Barriers to effective delegation

Barriers to effective delegation generally fall under one of the two categories:

1.
Reluctance to delegate
2.
Reluctance to accept delegation
1.
Reluctance to delegate may be due to the following:

(i)
The fallacy of “I can do it myself” my subordinates are not capable enough, it takes too much time before getting things done through subordinates.

(ii)
Lack of confidence and trust in subordinates regarding the skill and experience of subordinates.

(iii)
Fear of insecurity arising from failure and loss of power if the subordinates do good job.

(iv)
Lack of ability to manage effectively, some managers lack the ability to organise, plan and direct the affairs.

(v)
Reluctance to train and coach the officers may affect their ability to perform delegated tasks.

2.
Reluctance to accept delegation may be due to: 

(i)
Insecurity – many subordinates in averting risk or fear of criticism for mistakes would like the superior to make all decisions.

(ii)
Lack of incentives to motivate the subordinate in assuming additional responsibilities

(iii)
Poor information and resources to carry out the job successfully.

(iv)
Non involvement of subordinates in planning and development of assignment.

(v)
Where the subordinate is already overloaded hence additional responsibility will be a burden.

Overcoming the barriers to delegation

(i)
Managers must be made to be aware that there are several ways of handling problems and their own may not necessarily be the best.

(ii)
Managers must discover the skill and experience of subordinates through a skill inventory and use it as the basis for delegation.

(iii)
Managers’ job must be carefully planned before delegation.

(iv)
Improved communication and understanding between managers and subordinates.

(v)
Provision of extra incentives to secure the acceptable responsibility.

(vi)
Training of subordinates and provision of proper direction to carry out assigned tasks.

(vii)
Involvement of subordinates in planning and assignment of tasks.

(viii)
Providing a system of selecting subordinates who will be capable of handling delegated authority in a reasonable way.

 (ix)
Ensuring that a system of controls is established to monitor delegation

 (x)
Praise must be given when earned and mistake must be used as training opportunities.

EXAMINER’S COMMENT
About 95 percent of the candidates attempted the question.  Most of the candidates who attempted the question were unable to understand that “the barriers to effective delegation” were of two parts, thereby making it difficult to maximize the points for that part.  In addition, some of the candidates did not provide good answers for the ways to overcome the barriers.  However, about 60 percent of the candidates scored 50 percent and above.   
QUESTION 4
Elements of the communication process











Sender: 
The sender is the party sending the message to another party called the receiver.

Encoding 

This is the process of putting thoughts into symbolic form e.g. assembling words and illustration into an advertisement that will convey the intended message.

Message

The set of symbols that the sender transmits

Media

Media is the communication channel through which the message moves from sender to receiver.

Decoding

The receiver assigns meaning to the symbols encoded by the sender to enable him understand the message.

Receiver

Receiver is the party to whom message is sent.  e.g. business customer who read the advert. 
Response:

This is the reaction of the receiver after being exposed to the message. E.g. customers’ awareness, purchases or feed backs.  
Feedback

Part of the receiver’s response communicated back to the sender.

Noise

Noise is the unplanned static or distortion during the communication process.

It distracts the consumer.  

It results in the receiver’s getting message different from the one the sender sent.

EXAMINER’S COMMENT
98 percent of the candidates attempted the question.  The major shortcomings of the candidates were their inability to properly explain the elements of the communication process.  About 70 percent of the candidates scored 50 percent and above in the question.  

SOLUTION 5
The sources of grievances are:

1.
Absenteeism

2.
Insubordination

3.
Overtime

4.
Plant Rules

5.
Double Standard

6.
Union Activism

7.
Discipline and Dismissal

8.
Problem Employees

1.
Absenteeism is a situation where an employee does not show up at work when scheduled to be there.  An employer fired an employee for excessive absences.  The employee filed a grievance stating that there had been no previous warnings or discipline related to excessive absences.

2.
Insubordination is the willful disregard or disobedience of the boss’ authority or legitimate orders and the criticizing of the boss in public.  An employee on different occasions refused to obey a supervisor’s order to meet with him, unless a union representative was present at the meeting.  As a result, the employee was discharged and subsequently filed a grievance protesting the discharge.

3.
Overtime  Overtime done was cancelled by the boss.  Employees affected filed a grievance protesting loss of the overtime work.

4.
Plant Rules  The boss imposed arbitrary rule on matters relating to the condition of service.

5.
Double Standard  Employees that are not treated fairly may file a grievance claiming unfair treatment in matters relating to discipline,or promotion.

6.
Union activism Participation in unionism may lead to problem with the management.  The aggrieved employee may file a grievance.

7.
Discipline and dismissal:  An employee that is wrongly disciplined or dismissed from work may file a grievance protesting the discipline and dismissal.  

8.
Problem employees:  These are individuals, who by, their nature; are negative, dissatisfied and prone to complaints.  Employees affected may file a grievance protesting the continued stay or permissiveness of such employee in the organization.

1b.
The Dos and Don’ts that guide an organization in the handling of grievances are:


1.
Investigate and handle each case as though it may eventually 



result in arbitration.

 
2.
Hold your grievance discussions privately.


3.
Give the aggrieved person a full hearing.


4.
Talk with the employee about his or her grievance.


5.
Require the union to identify specific contractual provisions 



allegedly violated.


6.
Visit the work area of the grievance.


7.
Comply with the contractual time limits for handling the 



grievance.


8.
Determine whether there were any witness.


9.
Examine the aggrived’s record.


10.
Fully examine prior grievance records.
11.
Treat the Union representative as your equal.


12.
Fully inform your own supervisor of grievance matters.

Don’ts:

1.
Deny grievance because “your hands have been tied by management”

2.
Agree to informal amendments in the contract.

3.
Give long written grievance answers.

4.
Discuss the case with the Union steward alone – the grievance should be there.

5.
Make agreements with individual employees that are consistent with the labour agreement.

6.
Hold back the remedy if the company is wrong.

7.
Relinquish to the Union your rights as a manager.

8.
Admit to the binding effect of a past practice.

9.
Bargain over items not covered by the contract.

10.
Trade a grievance settlement for a grievance withdrawal.
EXAMINER’S COMMENT
The question was attempted by about 30 percent of the candidates.  From the figure only 30 percent scored 50 percent and above.  The poor performance of the candidates was due to the fact that, majority of the candidates equated “types of grievances” with “sources of grievances” the question was testing.

SOLUTION 6

Formal Groups:  These are groups defined by the organsation’s structure, with designated work assignments establishing tasks.  In formal groups, the behaviours that team members should engage in are stipulated by and direct toward organizational goals.  Examples include command groups and task groups.

Informal Groups:
These are alliances that are neither formally structured nor organizationally determined.  These groups are natural formation in the work environment that appears in response to the need for social contact.  Examples are interest groups and friendship groups.
b.
Differences between Group and Team

	S/No
	Group
	Team

	1.
	Strong, clearly focused and sound leader
	Shared leadership role

	2.
	Accountability is on individual
	Accountability is both individual and mutual

	3.
	The size is large and unlimited
	Limited size

	4.
	It has the same purpose as the broader organizational mission
	It has team purpose that the team itself delivers

	5.
	The results are usually individual
	Results are collective

	6.
	The meeting style is efficient
	The meeting style is an open-ended discussion, active problem-solving

	7.
	Decision-making is through discussion and delegation
	Discusses, decides, and does real work together 


EXAMINER’S COMMENT
More than 90 percent of the candidates attempted the question.  A good percentage of the candidates lacked proper understanding of the question.  This was more manifest in the second part of the question where candidates could not differentiate between groups and teams.  About 30 percent of the candidates scored above 40 percent of the total score for the question.
    NOTE


Although these suggested solutions have been published under the Institute’s name, they do not represent the views of the Council of the Institute. They are entirely the responsibility of their authors and the Institute will not enter into any correspondence about them.
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