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.

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 – MARCH 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.
The professional ethics guiding auditors in the conduct of their duties include the following EXCEPT:
A. An  auditor should not hold financial interest in the company in which he is an auditor 

B. An auditor shall not obtain a loan or have any financial involvement in any client company

C. An auditor shall not interfere in the affairs of another professional

D. An auditor cannot take up appointment with a company owned by a blood or closed relation

E. An auditor cannot solicit for new clients by means of advertisement.

2.
ONE of the following comparisons would be most useful to an auditor in evaluating the financial results of an organisation’s operations. 

A. Prior-year payroll costs to budgeted current year payroll costs

B. Current year revenue to budgeted current year revenue

C. Current year warranty-expenses to current year contingent liabilities

D. Current year stock to prior-year stock 

E. Prior year accounts payable to current year accounts payable. 

3.
As an auditor engaged to audit a government parastatal, you will be required to prepare a written report on the Internal Control System. 


A. In all audits regardless of circumstances

B. Only when you note reportable conditions.

C. Only when requested by the Chief Accountants of the parastatal 

D. Only when requested by the Accountant-General 

E. Only when requested by the government parastatal being audited.

4.
In accordance with IAS 12, the following matters relating to tax EXCEPT ONE should be disclosed separately.

A. Current tax expense

B. Current tax income

C. Adjustment to prior year current tax recognised in the accounting period 

D. The relationship between tax expenses or tax income and accounting profit

E. Capital gains tax paid by the Chairman of the company on personal properties disposed off during the year.

5.
In the Annual Report of a Company, the following is NOT a financial statement: 

A. Income Statement.

B. Cash Flow Statement.

C. Value Added Statement.

D. Historical Financial Statement Summaries. 

E. Statement of Corporate Governance. 

6.
An auditor is most likely to learn of slow moving stock through

A. Review of perpetual inventory records

B. Inquiry of marketing personnel

C. Inquiry of stores officers

D. Physical observation of stock

E. Inquiry of Company’s General Manager. 

7.
Which of the following is the best evidence of property ownership at the Balance Sheet date?

A. Fire and burglary insurance policy on the property

B. Evidence of insurance premium paid on the property

C. Tenement rate paid on the property

D. Original Certificate of Occupancy in the company’s name

E. Chairman’s letter of representation on the ownership. 

8.
Computer Assisted Auditing Techniques (CAATS) can perform the following functions EXCEPT:
A. Select samples

B. Identify invalid codes and transactions

C. Perform advanced statistical analyses

D. Conduct physical inventory

E. Re-extend totals, comparing data between files.

9.
A written undertaking between the auditors and a client concerning the auditor’s responsibilities for the auditor assignment is set forth in.........................

A. Client Representation letter

B. Engagement letter

C. Letter of Enquiry

D. Management letter

E. Circularisation letter.

10.
The Audit Committee is a body established under the Companies Act of your country.  Their remunerations are fixed by:

A. The Accountant-General of the Federation

B. The Chairman of the Federal Inland Revenue Services

C. The Director-General of Nigeria Stock Exchange

D. The Directors of the company

E. None of the above.
PART II      SHORT-ANSWER QUESTIONS (30 MARKS)

1.
An event favourable or unfavourable which occurs between the balance sheet date and the date on which the financial statements are approved by the board of directors is classified as .....................

2.
A ..................... is a condition which exists at the balance sheet date where the outcome will be confirmed only on the occurrence or non-occurrence of one or more uncertain event. 

3.
The technique whereby the auditor concentrates his examination to checking the input and the output and ignoring the processing is normally termed.....................

4.
Review of transactions of a business which is carried out by employees of the business who are responsible to the management is referred to as ........................... 

5.
The directors may appoint the first auditors of the company before the company is entitled to commence business.  The appointed auditor shall hold office until..................

6.
The retiring auditor or the person proposed to be removed has rights to make ...................... in writing of not more than a reasonable length.

7.
On accepting to act as the auditor of a company, the auditor should send .................. to the client confirming any verbal agreement reached and instructions received as regards the work he is expected to perform.

8.
The diagrammatic representation of how operations take place within an organisation in a defined sequence for the assessment of the system of internal control is .......................

9.
Records kept by the auditor of the work planned and carried out in relation to his audit, including the procedures followed, the test performed, the information obtained and conclusion reached are generally known as ......................

10.
In accounting, when payments are made for future services, they are referred to as ......................

11.
A direct and independent method of verifying ownership and existence of debtors involves writing to the debtor and requesting him to confirm balances due from him .............................. is when the debtor is required to write only when he does not agree with the balance stated.

12.
A set of logical questions called .................... is designed by the auditor and is used to evaluate the system of controls existing  in an organisation.

13.
Assets which are long-term and useful in the operation of a business but are not held for sale and have no physical attributes are termed ........................

14.
Qualification of report by an auditor in case of uncertainty which the auditor considered to be fundamental and important is by way of .......................... opinion. 

15.
Recurrent expenditure of government is paid from ...................

16.
A list of balances extracted from all ledger which are ultimately used to prepare the financial statement is known as ..........................

17.
Information obtained by the auditor which enables him to arrive at the conclusion necessary for his opinion on the financial statements is called ....................

18.
Evidence of work done in support of the audit opinion can be obtained in .....................

19.
A standard working paper that ensures that right questions are asked and the strength and weakness of a system are brought out in which a YES or NO answers are required is .......................

20.
The ................... contains background and other information obtained during the audit planning process and the decisions taken as a result of the audit planning effort.

21.
Audit sampling techniques are ................... and .....................

22.
Calls-in-arrears plus paid up share capital equals ...................

23.
A written acknowledgment of a debt by a company under its seal is ..........................

24.
State any TWO types of modified audit opinion that may be issued by an auditors after auditing a set of historical financial statements.

25.
Average Stock x 365  is known as ..................

               Cost of Sales 



26.
Accounting term used to describe the excess of current assets over current liabilities is ........................

27.
The responsibility for safeguarding the assets of the company and for the prevention and detection of fraud, error and non-compliance with laws or regulations rests with ........................

28.
The relationship between the debt capital and the equity capital of a company is measured by the ....................  ratios. 

29.
Schedules prepared by auditors serving as guides to audit staff members during the course of the audit, setting out those procedures  to be executed in order to obtain audit evidence from which the auditors draw conclusions on the Financial statement are called ...........................

30.
The amount received in excess of the value of shares issued by a company is transferred to ..........................

SECTION B – ATTEMPT FOUR QUESTIONS IN ALL (60 MARKS)

PART I: FINANCIAL ACCOUNTING

ATTEMPT ANY TWO QUESTIONS

QUESTION 1

The following details were extracted from the ledgers and books of accounts of Tonga Limited as at 30 November 2009.

	
	N

	Gross sales (Net of discounts)
	480 million

	Cost of sales 
	226 million 

	Administration expenses 
	  47 million 

	Selling Expenses 
	  88 million 

	Finance charges 
	  25 million 

	Dividends received from Nigerian Breweries Plc
	    27 million    


The following additional information were obtained.  

· The administration expenses included N17 million charged for depreciation.

· The Finance Director has agreed the capital allowances with the relevant tax agency at N22 million.

· A review of the purchases control ledger revealed that only N150 million of the cost of sales represented raw materials on which VAT of N7.5 million was paid.

 Required 

(a)
Calculate the profit on operations.





(8 Marks) 

(b)
Compute the composite tax account showing clearly amount payable. for WHT, VAT, Income tax and Education tax.

Assume the following tax rates

	Withholding tax  
	10%

	VAT 
	5%

	Income Tax
	30%

	Education tax 
	2%












 
 (7 Marks)




 





 
(Total 15 Marks)
QUESTION 2

Achiever Enterprises operates an Industrial plant which manufactures candles.

The following data were extracted from the business final accounts for the year ended 30 September, 2006.

	
	
	
	¢

	Sales of Finished Goods
	
	
	80,000

	Purchases of Raw materials 
	
	
	20,000

	Stock of Raw Material        -
	1/10/2005
	
	5,000

	Stock of finished Goods      - 
	30/09/2006
	
	4,500

	Stock of finished goods      - 
	1/10/2005
	
	

	valued at selling price 
	
	
	6,600

	Stock of finished goods      - 
	30/09/2006
	
	

	valued a selling price 
	
	
	5,800

	Factory Wages 
	
	
	15,800

	Factory rent and rates 
	
	
	2,000

	Factory Power 
	
	
	560

	Other Factory Expenses 
	
	
	900

	Net profit for the year 
	
	
	18,000


It is the practice to add 10% on goods manufactured before transferring to the warehouse for sale.  

You are required to provide from the above:- 

a)
the turnover for the year.






 (1 Mark)

b)
the cost of raw materials consumed during the year.



(4 Marks)

c) 
the cost of goods manufactured during the year.



(5 Marks)

d)
the value at selling price of goods manufactured during the year 











 
(2 Marks)

e)
the cost of sales  





           

(3 Marks)











(Total 15 Marks)

QUESTION 3

Given below are the financial statements of All-Weather Limited, a general merchandising outfit:

ALL-WEATHER LTD

BALANCE SHEET AS AT 31 DECEMBER 2004 AND 2005

	
	2005
	
	2004

	
	L$’000
	
	L$’000

	Fixed Assets (at cost Net of Depreciation) 
	3,500
	
	3,000

	CURRENT ASSETS:
	
	
	

	Cash
	875
	
	625

	Trade debtors 
	625
	
	500

	Stocks 
	1,000
	
	875

	Total Current Assets
	2,500
	
	2,000

	Total Assets                                    
	   6,000
	
	5,000

	Owner’s Equity: 
	
	
	

	Authorised and Issued
	
	
	

	1,000 5% cumulative preference
	
	
	

	shares of L$500 per value
	500
	
	500

	50,000 Ordinary shares of L$50.00 each  
	2,500
	
	2,000

	Profit and Loss Account
	875
	
	750

	Total Owners’ Equity 
	3,875
	
	3,250

	4% Debentures
	1,500
	
	1,250

	Current Liabilities 
	625
	
	500

	Total Liabilities 
	2,125
	
	1,750

	Total Liabilities and Owners’ Equity 
	6,000
	
	5,000

	Market Value of preference shares:
	500
	
	500

	Market Value of Ordinary shares 
	65
	
	62.50


ALL-WEATHER LTD

TRADING, PROFIT AND LOSS ACCOUNT FOR THE YEARS ENDED 2004 AND 2005

	
	  2005
	
	2004

	
	L$’000
	
	L$’000

	Sales (all on credit)
	6’000
	
	5,000

	Cost of sales
	3,750
	
	3,500

	Gross Profit
	2,250
	
	1,500

	
	
	
	

	Operating Expenses:
	
	
	

	Marketing Expenses 
	900
	
	600

	General Operating Expenses 
	    420
420
	
	280

	Operating Profit 
	    930
930
	
	620

	Interest Expenses 
	60
	
	50

	Profit before taxes 
	870
	
	570

	Corporation tax 
	420
	
	270

	Net Profit for the year  
	450
	
	300


Required:

Compute the following ratios for 2005 

(a)  Current ratio






        (21/2 Marks)

(b)  Debtors turnover





        
        (21/2 Marks)

(c)   Stock turnover






        (21/2 Marks)

(d)  Net Profit ratio 






        (21/2 Marks) 

(e)   Earnings per share of ordinary Shares



        (21/2 Marks)

(f)    Price Earnings ratio





        (21/2 Marks)










(Total 15 Marks)
PART II: AUDITING
     ATTEMPT ANY TWO QUESTIONS

QUESTION 4

Every public company has an Audit Committee.  

You are required to: 

(a)      Give the composition of the Audit Committee.


(3 Marks)

(b)      State SIX objectives and functions of the Audit Committee.           (6 Marks)

(c)       List SIX benefits of an Audit Committee. 



(6 Marks)










         (Total 15 Marks)
QUESTION 5

The circumstances under which auditors in the course of their verification process request for external confirmation are varied.

Required:

(a)
State FIVE examples of assets and liabilities whose verification would require confirmation of third parties.


        



(71/2 Marks)

 (b)
State the confirming third parties.


       


(71/2 Marks)









          (Total 15 Marks
QUESTION 6
Write short notes on the following

(i) Real Time Processing






 (3 Marks)

(ii) On-line Processing





 
(3 Marks)

(iii) Time-sharing processing




 

(3 Marks)

(iv) Batch Processing 





 

(3 Marks)

(v) The Central Processing Unit 



          

 (3 Marks)










(Total 15 Marks)

SECTION A

PART I 
MULTIPLE-CHOICE QUESTIONS

1.
C

2.
B

3.
A

4.
E

5.
E

6.
A

7.
D

8.
D

9.
B

10.
E
EXAMINER’S COMMENT

Multiple choice questions, being compulsory question for all candidates, the candidates did very well and boosted the chance of having good marks overall.

PART II 
SHORT - ANSWER QUESTIONS

1.
Post Balance sheet event


2.
Contingency 

3.
Auditing round the computer

4.
Internal Audit 

5.
Conclusion of the first Annual General Meeting

6.
Representation 

7.
A letter of engagement 

8.
Flowcharts 

9.
Audit Working Papers 

10.
Prepayments 

11.
Negative Circularisation 

12.
Internal Control questionnaire

13.
Intangible Assets

14.
Disclaimers 

15.
Consolidated fund

16.
Trial Balance

17.
Audit Evidence 

18.
Working papers – audit working papers 

19.
Internal Control Evaluation Questionnaire 

20.
Audit Planning Memorandum

21.
Statistical and non statistical 

22.
Called up share capital 

23.
Debenture Deeds

24.
Unqualified opinion/Qualified opinion 

25.
Stock turnover 

26.
Working capital 

27.
Directors 

28.
Gearing/leverage ratios or Debts/Equity ratio

29.
Audit programmes 

30.
Share Premium Account 

EXAMINER’S COMMENT 

This contains thirty questions and short answers were demanded. The general performance among the candidates was superb and served as marks’ booster to majority of the candidates that scored above average marks overall. 

SECTION B

SOLUTION 1






T O N G A   L I M I T E D 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30 NOVEMBER, 2009

	
	N
	
	N

	Gross Sales 
	480,000,000
	
	

	5% VAT on sales 
	24,000,000
	
	456,000,000

	Less cost of sales 
	
	
	226,000,000

	Gross Profit 
	
	
	230,000,000

	Add Investment Income 
	27,000,000
	
	

	Add 10% WHT deducted 
	3,000,000
	
	30,000,000

	
	88,000,000
	
	260,000,000

	Less selling expenses 
	
	
	

	Admin expenses 
	47,000,000
	
	

	Finance charges 
	25,000,000
	
	160,000,000

	Profit on operation 
	
	
	100,000,000

	Tax on profit 25,500,000+1,900,000
	
	
	27,400,000

	
	
	
	72,600,000

	
	
	
	

	VAT Account 
	
	
	

	Gross sales 
	480,000,000
	
	

	5% VAT 
	24,000,000
	
	

	Output VAT
	
	
	24,000,000

	Input VAT
	
	
	7,500,000

	
	
	
	16,500,000

	
	
	
	

	Dividend Received & Withholding Tax:-
	
	
	

	
	N
	
	N

	Net Amount received
	27,000,000
	
	27,000,000

	10% WHT deducted at source is 
	10% /90 of 27,000,000

        
	
	3,000,000

	
	
	
	     

	Gross Dividend
	
	
	30,000,000


TAX COMPUTATION ON PROFIT
	
	N

	Profit as per Profit And Loss Account 
	100,000,000

	Add back depreciation 
	17,000,000

	Assessable/Adjusted Profit
	117,000,000

	Less capital allowances 
	22,000,000

	Taxable Profit
	95,000,000

	
	

	30%Tax on profit                               =
	28,500,000

	Less Amount suffered at source 
	3,000,000

	Tax Payable 
	25,500,000

	
	

	Education tax of 2% on 95,000,000   =
	2,340,000

	Total Tax Payable                                                   
	27,840,000


EXAMINER’S COMMENT 
Most of the candidates attempted the question and their performances were below average.  The affected candidates had difficulty in calculating the gross sales thereby rendering all other calculations wrong.  In the same vein, the candidates did not gross up the investment income while they exhibited ignorance on calculations of Input and output on VAT.
SOLUTION 2

ACHIEVERS ENTERPRISES

Manufacturing, Trading & Profit & loss Account for the year ended 30 September, 2006

	
	Le
	Le
	Le

	Turnover 
	
	
	80,000

	Less: Raw Materials 
	
	
	

	Opening Stock 
	5,000
	
	

	Purchases (raw materials) 
	20,000
	
	

	
	25,000
	
	

	Less: Closing Stock 
	4,500
	
	

	Cost of raw materials consumed
	20,500
	
	

	Add: 
	
	
	

	Factory wages 
	15,800
	
	

	Factory Rent & Rates 
	2,000
	
	

	Factory power
	560
	
	

	Other factory expenses 
	900
	
	

	Cost of goods manufactured 
	39,760
	
	

	Add Profit on goods manufactured 
	3,976
	
	

	Value of goods manufactured @ selling price  
	43,736
	
	

	
	
	
	

	
	
	
	

	Opening stock of Finished Goods 
	
	6,000
	

	Cost of goods manufactured 
	
	39,760
	

	
	
	45,760
	

	Less closing stock – finished goods 
	
	5,273
	

	Cost of sales 
	
	40,487
	


EXAMINER’S COMMENT 

The question tested calculations on turnover, costs of raw materials consumed, costs of goods manufactured, selling price and costs of sales from a given financial data.  About 30% of the candidates that  attempted the question had average marks.  The candidates that failed this question exhibited inadequate preparations and non-coverage of the contents of the syllabus before the examination. 
SOLUTION 3

ALL WEATHER LTD

COMPUTATION OF RATIOS FOR 2005

a)


	Current ratio: -
	

	
	 Current Assets        : 1

	
	Current Liabilities 

	                                =
	2,500            :1

	
	          625

	                                 =
	          4 :1


b)

	Debtors’ turnover:
	

	
	Credit sales 

	
	Average Debtors 

	
	= 6,000

	
	  (625 + 500)÷2

	
	=  6,000

	
	   562.50 = 10.67 times 


c)


	Stock turnover 
	

	                                   =
	Cost of sales 

	
	Average stock 

	
	= 3,750

	
	(875 + 1,000) ÷ 2

	
	=  3,750

	
	    937.50 

	
	= 4 times 


d)


	Net Profit ratio
	

	
	Net profit before tax x 100%

	
	Total Assets 

	
	= 870/6,000 x 100%

	
	            6,000

	
	        =  14.5% 


e)
Earnings per share on ordinary shares:

Net Profit after tax less Dividends on Preference Shares  

                          No of ordinary shares 

 N450 – (0.50 x 500)

              50 


= N8.50 per share or 850 kobo per share 

f)
Price Earnings Ratio:

Market price per Ordinary share 

Earnings per Ordinary share 


      = 65/8.5 


      = 7.65:1

EXAMINER’S COMMENT 

This question tested some calculations/formulae of ratio analysis.  Most of the candidates that attempted this question scored below 50% of the marks allocated.  The pitfalls for poor performances include lack of understanding of correct definitions and ignorance of correct formulae associated with individual ratio, inadequate preparation for the examinations and the use of undefined abbreviation.

SOLUTION 4

a)
Composition of an Audit Committee
The Audit Committee shall consist of an equal number of directors and representation of the shareholders of the company (subject to a maximum number of six members).

The audit committee shall not be entitled to remuneration and shall be subject to re-election annually.

b)
Objectives and functions of the Audit Committee
Subject to such other additional functions and powers that the company’s articles of association may stipulate, the objectives and functions of the audit committee shall be to:

(i)
Ascertain whether the accounting and reporting policies of the company are in accordance with legal requirements and agreed ethical practices.

(ii)
Review the scope and planning of audit requirements.

(ii)
Review the findings on management matters in conjunction with the external auditor and departmental responses thereon.

(iv)
Keep under review the effectiveness of the company’s system of accounting and internal control.  


(v)
make recommendations to the board as regard to the appointment, removal and remuneration of the external auditors of the company.

(vi)
Authorise the internal auditors to carry out investigations into any activity of the company which may be of interest or concern to the committee.

c)

Benefits of the Audit Committee 

i)
The Committee liaises between the external auditors and the board/management on behalf of the shareholders.

ii)
It assists the directors to fulfill their legal responsibilities.

iii)
It improves the quality of audit and accounting functions.

iv)
It stabilizes the independence of the external audit functions.

v)
It adds credibility to financial reporting 

vi)
It strengthens the role of non-executive directors.

vii)
Shareholders are assured that corporate policies are in their best interest.

viii)
The activities of the Committee make financial reporting qualitative and timely.

EXAMINER’S COMMENT 

This question tested some basic knowledge of audit committee in an organisation.  Almost all candidates attempted the question with better performance.  It served as marks booster to most of the candidates.

SOLUTION 5

a)
Assets and Liabilities that would require confirmation of third parties:


(i)
Debtors and creditors balances

(ii)
Bank balances, Bank loans and securities held.

(iii)
Information on investments in subsidiary companies.

(iv)
Leased premises 

(v)
Staff loans and advances 

(vi)
Pending litigations, possible damages and legal fees outstanding

b)
Confirming third parties 


(i)
For debtors and creditors balances: Individual Debtors and creditors


(ii)
For bank balances, bank loans and securities held by bank


(iii)
For information on investment in subsidiary companies: Auditors of 

subsidiaries


(iv)
For leased premises: landlords of leased premises


(v)
For pending litigation possible damages and legal fees outstanding: 

Solicitors.


(vi)
For staff loans and advances – individual member of staff

EXAMINER’S COMMENT 

Confirmation of account balances on some of the balance sheets items with enumeration of examples of balance sheets transactions involved and the specific third parties, expected to confirm such balances.  The question with practical orientation was wrongly answered and candidates scored poor marks on it.
SOLUTION 6

(i)
Real-time Processing
This is a technique of updating files with transaction data immediately the event to which it relates occurs.  It provides for random enquires from remote locations with immediate responses.  It is used in applications where the computer files must be up to date at all times e.g. in airline reservation air traffic control, banking, production and etc.  It involves a huge cost of acquiring terminals, communications equipment and cost of developing and maintaining the system.

Realtime means immediate inquiry – response, that is immediate responses to interrogations.  Under the technique, the terminals are connected to and are under the control of the CPU.

(ii)
On–line-Processing
This is a technique by which a computer processes by means of terminals connected to and controlled by the CPU.  In this situation, various departments can be connected to the CPU by cables.  The technique provides direct access to information files by terminal users and also enables them to update files with transaction data.  This techniques allows processing of each transaction as it occurs.


The following are benefits of an On-line-system


(a)
Reduction of paper work


(b)
Improved accuracy


(c)
Integration of clerical staff with computer


(d)
Elimination of tedious tasks


(e)
Management information becomes more readily available 

(iii)
Time sharing Processing 

This technique enables many users to gain access to a centrally located computer by means of terminals.  Each user is geographical remote from the computer and from each other.  The facilities may be provided by an in-house installation or by a computer time sharing bureau.  The system interacts with many users, giving each of them fast individual attention on a time slice basis.

(iv)
Batch Processing 

Batch processing is a technique by which items to be processed must be coded and collected into groups or batches prior to processing.  Items are accumulated until a sufficient number is achieved to justify mass updating of a master file or the items are collected together over some interval of time and processing of the whole as a batch.  This type of processing is suitable for payroll accounting.

(v)
Central processing Unit (CPU)
The central processing unit consists of the memory, the arithmetic and logic unit and the control unit.  All parts of the CPU are purely electronic.  There are no moving part at all.

The memory  

This consists of two-state devices which can hold character in binary-coded form.  All data to be processed by the computer pass through the memory.  It  is used to store data.

The Control Unit

This unit consists of complex circuits and registers.  They are constructed in such a way that the decoding of instructions (which to the control unit appears simply as a stream of zeros and one) produces the action required.  It stores instruction, decodes it and generates the address or location of the next instruction.

The Arithmetic Unit

Like the control unit, the arithmetic unit consist of circuits and registers.  The arithmetic unit receives data from the memory and carries out the processing required.  The results are returned to and stored in the memory.  Its operations are governed by the control unit.  The operations performed are two types: Arithmetic and logical.  Arithmetic operation consist of addition, subtraction, multiplication and division while logical operations consist of moving a number to left or right (shifting), comparisons of two numbers, extraction of a group of bit from a larger group (masking) and merging of two groups.        

EXAMINER’S COMMENT 

Short notes on some computer terms like Real time processing, On-line processing, Time sharing processing, Batch processing and Central Processing Unit were demanded from the candidates.  The few candidates that attempted the question scored good marks on it.
Most of the candidates always dread questions on computer aspect of the syllabus hence low patronage always resulted.
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EXAMINATION NO:………………….……………
ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA

ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – MARCH 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.
Direct costs

A. Vary per unit of output as production changes 

B. Are constant in total when production varies

C. Vary in total when production is fixed

D. Are fixed per unit of production in the long run

E. Are constant per unit of output.

2.
Jayce Limited uses standard costing, the following data relates to the company:


Actual purchase quantity 



6,800 units


Standard allowance for actual production
5,440


Standard price



          N0.85


Purchase variance (Adverse)

        (N544)


What was the actual purchase price?

A. N0.80

B. N0.77

C. N0.93

D. N0.95

E. N0.75.

3.
In an integrated cost and financial accounting system, the accounting entries for factory overhead absorbed would be

A. Debit Work in Progress, Credit Overhead Control Account

B. Debit Overhead Control A/c, Credit Work in Progress

C. Debit Overhead Control A/c, Credit Cost of Sales Account

D. Debit Cost of Sales A/c, Credit Overhead Control A/c

E. Debit Overhead, Credit Cost of Sales.

4.  
BB Limited has recorded the following data in the two recent periods

	Total Costs of Production

GMD
	Volume of Production

	27,000
	1,400

	36,600
	2,200



What is the best estimate for the fixed costs per period?

A.  
GMD 27,000

B. GMD 19,800

C.  GMD   9,600

D.     GMD 10,200

E.     GMD 10,000.

5.
A firm has a high level of stock turnover and uses the First In First Out issue pricing system.  In a period of rising purchase prices, the closing stock valuation is 

 A.        based on the prices of the first items received

B
irrelevant

C.
the average of all goods purchased in the period 

D.
much lower than current purchase price 

E.
close to current purchases prices.

6.
Historical costing is …………

A.
Amount of expenditure incurred on or attributable to a given thing

B.
The allotment of proportions of cost to cost centres or cost units

C.
The ascertainment of costs after they have been incurred

D.
The practice of charging all direct costs to operations

E.
The practice of removing depreciation from cost of assets.

7.        The following items EXCEPT ONE are relevant in calculating contribution.

A.    Sales

B.    Profit 

C.    Variable overhead

D.    Direct expenses

E.    Direct labour.

8. Which of the following is NOT a functional classification of cost?

A. Production cost

B. Semi-fixed cost

C. Administration cost

D. Selling and distribution cost

E. Research and development cost.

9.
KK Limited has labour as its principal budget factor, what does this mean?

A. The labour hours budget is too high

B. Labour will determine cash available

C. Labour and sales are competing

D. Labour is the largest item in the budget

E. Labour is in short supply.

10.
ONE of the following is NOT a function to be performed by the budget Committee

A.      Preparing functional budgets

B. Preparation of time table for the budget operation

C.       Monitoring the budgeting process

D.      Allocation of responsibility for the budget preparation

E.     Coordination of the budget process.

PART II  
SHORT-ANSWER QUESTIONS (30 MARKS)

1.
Sunk costs are only relevant in future decision making.  True or false?

2.
Total production cost less total overhead cost is equal to ……………..

3.
Elements of costs include ………., …………… , and ………….

4.
All costs are assumed to be fixed in the long run.  True or false.

5.
A production or service location, function or activity for which costs and revenue can be ascertained is ……….

6.
Where actual total labour cost exceeds budgeted total labour cost, ........ variance results.

7.
State TWO requirements for just-in-time production.

8.
The allotment of the whole items of cost to cost centres or cost units is termed ……………

9. What is the term used for the period of time between ordering (externally or internally) and replenishment?

10.
Trade discount of 25% encourages cash payment on what is purchased.  True or false?

11.
A method of material pricing that ensures materials are issued at actual cost to be in line with their receipts into stores is ………….

12.
In a week of 5 working days, a man resumes at 8 a.m. and closes at 4 p.m. daily.  The management gives compulsory daily resting period of one hour for which no payment is made.  The daily wage rate is N2.40 per hour.   How much does the man earn a week?

13.
The Halsey premium plan payment system is only good where there is no other job other than the one allocated.  True or false?

14.
Who suffers the cost of idle time in production?

15.
Direct materials + Direct Labour + Direct Expenses = ……………..

16.
The costing method of sharing overheads among different products on a fair basis is …………..

17.
The level of activity at which total costs equal total revenue is referred to as ………………..

18.
The accounting system in which financial accounts are separated from cost accounts but are reconciled on a regular basis is …………..

19.
Re-Order Quantity is also known as ………..

20.
The certificate issued by an expert certifying the work or any portion of the work satisfactorily completed in contract costing is …………………

21.
The output from production process with little value is …………….

Use the following information to answer questions 22 and 23:

Output: 10,000 units, variable cost per unit Le1.60, selling price per unit       Le4.  Total Fixed Cost Le 8,000

22.
Calculate the Break-Even point in units.

23.
Calculate the percentage Net Profit to sales.

24.
The costing method applicable where products or services result from a sequence of continuous or repetitive operations or processes is termed …………….

25.
When the Net Present Value Method of a project appraisal conflicts with any other methods, the decision will be in favour of the former.  True or False?

26.
What is the major difference between ideal standard and attainable standard?

27.
State TWO causes of idle time.

28.
Sales Margin variance is calculated in terms of profit rather than price.  True or false?

29.
The instructions on the responsibilities and procedures of budget preparation is set out in ………….

30.
(Standard Hours – Actual Hours) x Rate per hour measures …………
SECTION B

Attempt any Four Questions (60 Marks)

QUESTION 1

(a)
Explain the following terms:

(i) Interlocking accounts.




      

(ii) Integrated accounts.




      

(b)
New Dawn Company financial accounts showed a profit of N60,000 and for the same period, the cost accounts showed a profit of N72,000.


Comparison of the two sets of accounts revealed the following:

	
	Cost Accounts
	Financial Accounts 

	
	N
	     N

	Raw Materials:  Opening stock
	25,000
	28,000

	                          Closing stock
	20,000
	19,000

	Finished Goods
	
	

	                          Opening stock
	48,000
	44,000

	                          Closing stock
	40,000
	38,000


Dividends and interest received of N4,000 and a loss of N12,000 on the sale of a machine were not entered in the cost accounts.

You are required to reconcile the profit figures.



      

(c)
End Times Limited has separate cost and financial accounting system interlocked by control accounts in two ledgers.  The following information is 

      made available:

	
	N

	Finished goods
	256,000

	Cost of goods sold
	240,000

	Direct materials issued
	98,000

	Direct wages
	42,000

	Production overhead (financial accounts)
	104,000

	Direct materials purchases
	108,000


Note: Additional depreciation of N6,000 is charged while production overheads are absorbed at 250% of wages.
	Store control
	27,000

	Work-in-progress control
	44,000

	Finished goods control
	20,000


The various account balances at the beginning of the year were:

Required:

Prepare the following accounts:

(i)
Store control account.





      (3 Marks)

(ii)
Finished goods control.





      (2 Marks)

(iii)
Financial Ledger Control account.




       (1 Mark)








    (Total 15 Marks)

QUESTION 2

(a)(i)
State THREE qualitative factors that should be considered in deciding whether to make or buy.



     

   

    (ii)
At the time of adverse trade situations, what would you consider to justify acceptance of an order with lower contribution.


    (iii)
Why would a company sell below full cost prices even during a normal   

          trade situation?








(b)
Pinea Limited produces a variety of products each having a number of component parts.  Machine MKL is used in producing product Sohy.  This machine (i.e. MKL) currently works at full capacity and takes 5 hours to produce a unit of product Sohy.  Sohy has a selling price of L$5,000 and a marginal cost of L$3,000 per unit.


SNG is a vital component of product Sohy and this could be produced on same machine in 2 hours and at a marginal cost of L$500 per unit.

There is a factory within the same industrial layout Pinea is located that can supply SNG at L$1,250 per unit.

Assuming that machine hour is the limiting factor, you are required to advise the company whether to buy or make product SNG.
        


 
QUESTION 3

The following data relates to Etise Plc:

	Production budget
	7680 units per year

	January to March
	2400 units per year

	April to June
	1600 units per year

	July to September
	1800 units per year 

	October to December
	1880 units per year


Budgeted fixed overheads for the year was ¢115,200.  The company works for 48 weeks in a year, 5 days a week, 8 hours per day.

Standard output is 4 units per hour.

During January, 20 days were worked.

Actual output was 700 units.

Actual hours worked were 150 hours.

Actual fixed overheads for the month was ¢9,700.

You are required to calculate:

(a)
Total fixed overhead variance




     

(b)
Volume variance






     

(c)
Expenditure variance





      
(d)
Capacity variance






      
(e)
Efficiency variance






      
(Show your workings).




QUESTION 4

(a)
Reality Plc has a daily usage of 1,200 units of a certain raw materials, minimum usage of 800 units per day, maximum usage of 1,400 units while lead time is between 5 and 8 days.  Assume the Economic Order Quantity to be 2,400 units.

Calculate 

(i)      Reorder level





                (2 Marks)

(ii)      Minimum level





      (3 Marks)

(iii) Maximum level for the materials



      

(b)
State THREE advantages and disadvantages of the Re-order Level System. 







      (6 Marks)










      (Total 15 Marks)

QUESTION 5

Moonstar Plc purchases palm fruit for processing.  The refining process results in four products at split-off point namely:  JMK; FLK; ARK and AJK.  Product ARK is fully processed at the split-off point.  Products JMK, FLK and AJK can be individually further refined into JM, FL and AJ.  In the previous month, the output at split-off point was:

	JMK
	600,000 litres

	FLK
	200,000 litres

	ARK
	100,000 litres

	AJK
	100,000 litres


The joint cost of purchasing palm fruit and processing was N8,000,000.   Moonstar Plc had no opening or closing stock.  Sales of product ARK in that month was N4,000,000.  Total output of products JMK, FLK and AJK was further refined and then sold.  Additional information relating to this is as stated below:

	
	Further cost
	Sales

	
	N
	N

	JM
	16,000,000
	24,000,000

	FL
	6,400,000
	8,000,000

	AJ
	7,200,000
	9,600,000


Moonstar Plc had the option of selling products JMK, FLK and AJK at the split off point.  This alternative would have yielded the following sales for the period concerned.

	Product
	Sales value

	
	N

	JMK
	4,000,000

	FLK
	2,400,000

	AJK
	5,600,000


You are required to calculate how the joint cost of N8,000,000 would be allocated between each product under each of the following methods:

(a)
Sales value at split-off.




      
     

(b)
Physical output (Litres).




                

(c)
Estimated net realizable value.




      

QUESTION 6

James and Co. Limited makes and sells two products, Alpha and Beta.

The following information is available:

	Production
	(Units)

	Alpha
	2,500

	Beta
	1,750

	
	

	Sales
	(Units)

	Alpha
	2,300

	Beta
	1,600


	
	Alpha
	Beta

	Units selling price
	¢90
	¢75

	
	
	

	Unit variable costs:
	
	

	Direct materials
	¢15
	¢12

	Direct labour (¢6/hr)
	  18
	 12

	Variable production overhead 
	  12
	 8

	
	
	

	Fixed costs for the company in total was ¢110,000

	Fixed costs are recovered on direct labour hours

	


You are required to:

(a)
Prepare profit and loss account based on marginal costing principles.

(b)
Prepare profit and loss account based on absorption cost principles. 

(c)
Comment on the position shown by your statement.

      


(Show your workings)




      

MULTIPLE CHOICE QUESTIONS

1.
E

2.
C

3.
A

4.
D

5.
E

6.
C

7.
B

8.
B

9.
E

10.
A

SHORT ANSWER QUESTIONS

1.
False

2.
Prime cost or Direct costs

3.
Materials, Labour & overheads

4.
False

5.
Profit centre

6.
Adverse

7.
Quality, reliability, Cost reduction, speed & flexibility

8.
Cost allocation

9.
Lead or replenishment time

10.
False

11.
FIFO

12.
N84 (7 hours x 5 days x N2.40)

13.
False

14.
Employer

15.
Prime cost

16.
Absorbtion costing/Overhead apportionment

17.
Break even point

18.
Interlocking or Non Integrated accounting system

19.
Economic Order Quantity

20.
Architect’s certificate

21.
Scraps

22.
3,333 units  i.e. 

BEP = FC where cmr = contr     = 2,400 = 2.4





  
           Cmr                sales units     10,000

BEP = 8,000 = 3,333





     

   2.4

23.
40%

24.
Continuous operation or process costing or unit costing

25.
True

26.
Attainable standard creates room for normal losses, machine breakdown etc unlike ideal standard which assumes perfect working condition.

27.
Machine breakdown, power outages, work stoppage

28.
True

29.
Budget manual

30.
Labour efficiency

SOLUTION 1

(a)

(I)
Inter locking system uses separate cost accounts which periodically are reconciled with financial accounts.  Naturally cost accounts use the same basic data (purchase, wages etc) as the financial accounts but frequently adopt different bases for matters such as depreciation and stock valuation.  The interlocking of the two systems is carried out by the use of control accounts in each set of account.

(ii)
Integrated cost accounting system is a single comprehensive accounting system with no division between financial and cost accounting.  It therefore uses the same basis for stock valuation, depreciation etc and the need to reconcile cost profit and financial profit does not arise.

(b)



           New Dawn Company

Reconciliation of Profit figures

	
	Cost Accounts
	Financial Accounts

	Profit per accounts
	                  72.000
	60,000

	       Stock differences
	
	

	Raw materials:    Opening  stock (CA)
	25,000
	

	                            Opening  stock (FA)
	28,000
	

	                            Difference
	                 (3,000)
	3,000

	                            Closing stock (CA)
	20,000
	

	                            Closing stock FA
	19,000
	

	                            Difference
	                 (1,000)
	1,000

	Finished goods – Opening stock (CA)
	48,000
	

	                            Opening  stock (FA)
	44,000
	

	                            Difference 
	                  4,000
	(4,000)

	                            Closing stock (CA)
	40,000
	

	                            Closing stock (FA)
	38,000
	

	                            Difference
	                 (2,000)
	2,000

	Loss on sale of machine
	(12,000)
	12,000

	 Dividends and interest
	4,000
	(4,000)

	Supposed profit per accounts
	62,000
	70,000

	                      Discrepancy
	(2,000)
	2,000

	Agreeing with profits given
	60,000    
	72,000


(c)

Store Control Account

	Bal b/f
	27,000
	Win P
	98,000

	Fin Ledger
	108,000
	Bal c/d
	37,000

	
	135,000
	
	135,000

	Bal b/d
	37,000
	
	


W-in-P Control Account

	Bal b/f
	44,000
	Finished goods
	256,000

	Stocks accounts
	98,000
	Bal. c/f
	33,000

	Fin ledger
	42,000
	
	

	Production O/L
	105,000
	
	________

	
	289,000
	
	289,000

	Bal b/d
	33,000
	
	


Finished Goods Account
	Bal b/f
	20,000
	Cost of goods sold
	240,000

	Win P
	256,000
	Bal c/d
	36,000

	
	276,000
	
	276,000

	Bal b/d
	36,000
	
	


Production O/Head Control Account

	Fin Ledger
	104,000
	Win P
	105,000

	Fin ledger Depreciation
	6,000
	Fin Ledger (Diff.)
	5,000

	
	110,000
	
	110,000


Fin. Ledger Control Account

	Costing goods sold
	240,000
	Win P
	42,000

	Production O/Head
	5,000
	Stores
	108,000

	Bal b/d
	15,000
	Production O/Head
	104,000

	
	_________
	Production O/Head
	6,000

	
	260,000
	
	260,000


EXAMINER’S COMMENT 

Interlocking accounts and Profits reconciliation

About 98% of candidates attempted this question on Cost Bookkeeping.  Performance was generally impressive, some candidates even scored maximum marks.  Students should know that it is one thing to understand a topic, but another is it to be able to answer according to the requirements of a particular question.

SOLUTION 2 
(a)
i) 



1.
Whether the source of supply is reliable



2.
Whether the vendor would be able to maintain the quality

3.
Whether the decision in favour of buying will result in laying off the workers

4.
Whether the decision in (3) above will create industrial relations problems

5.
Whether the decision in favour of manufacturing a component would adversely affect the relationships with suppliers 


ii)




1.
To keep the skilled labour force

2.
To keep plant and machinery in operation

3.
To keep workers busy

4.
To utilize the materials already received

5.
To obviate the costs involved in the closing and re-opening of the plant

6
To maintain sales of a complementary product at a satisfactory level

7.
To maintain the established market

8.
To obviate additional sales promotion expenditure in re-establishing the markets


iii)



1.
To introduce a new product

2.
Execute an order in a special market segment

3.
Expand the export market

4.
Dispose of a product which deteriorates fast


(b)

	
	L$

	Selling price/unit
	5,000

	Marginal cost/unit
	3,000

	Contribution per unit
	2,000

	
	

	Contribution per hour = 2,000 = L$400/hr

                                           5
	


 


 Opportunity cost of producing SNG:

	No of hours required for production of SNG =
	2 hours

	Contribution per hour for product sohy
	L$400

	
	

	Therefore, Opportunity cost = 2 x L$400 =
	L$800


	Marginal cost
	L$500

	Opportunity cost
	L$800

	Total relevant cost
	L$1,300


Relevant cost of producing SNG

(a)
Cost of making SNG
internally

1,300

(b)
Cost of buying from outside


1,250

Excess of production cost

Over purchase price

If bought from outside


       50

Cost of A is greater than B

Advice: Pinea Ltd is advised to buy SNG from outside.
EXAMINER’S COMMENT 

Make-or-buy decision making based on quantitative and qualitative factors.  About 50% attempted the question and general performance was below average.  Candidates were writing lengthy irrelevancies without giving correct answers.

SOLUTION 3
(a)
Total fixed overhead variance

(Fixed overhead at standard hours produced x standard rate minus actual fixed overhead)



(175 x 60) – 9,700

 

N10,500 – N 9,700



N 800 (F)

(b)
Volume variance


Average budgeted output 
= 
160 hours


Actual production

=
175 hours

Volume variance = (average budget output – actual output) x standard rate



     

 = (160 – 175) 60





 = N 900 (F)

(c)
Expenditure variance


Budget expenditure/month
=
N115,200








     12







=
N9,600


Actual expenditure


=
N9,700


Expenditure variance = Budgeted Exp. – Actual Exp.





    = N (9,600 – 9,700)





    = N 100 (A)

(d)
Capacity variance


(Average budgeted hours – actual hours) x standard rate


Average budgeted hours = 160


Actual hours                    = 150

Capacity variance = (160 – 150) 60





= N 600 (A)

(e)
Efficiency variance

(Actual production in standard hours) – (Actual hours worked) x standard rate

Actual production     = 175 standard hours


Actual hours worked = 150 hours


Efficiency variance = (175 – 150) 60





= N1,500 (F)

Workings:
· Budgeted production in terms of standard hours

Average budget/month for the period

Jan to March 2,400 = 800units



   3

Average budgeted units//month x standard hour/unit


800 x 1/4 hour
=
200 standard hours


Actual production in terms of standard hours



700 x 1/4
=
175 standard hours


Standard rate per hour = budgeted expenses per year




 budgeted hours per year


115,200   =  115, 200

          48 x 5 x 8
 1,920



=
N60 per hour

· Average budgeted hours per month

Budgeted hours per year

                  12

= 1,920 = 160 hours

       12

EXAMINER’S COMMENT 

Standard Costing Variances’ Analyses

About 50% of the candidates attempted this question with only about 10% of them scoring pass marks.  They obviously were not well grounded on the topic examined.

SOLUTION 4
(a)


Re-order level      = 
maximum usage maximum lead time




       =

1,400 x 8




       =

11,200 units

Minimum level      =
Re-order level–(Average usage x average lead time)

                              =
11, 200 – (1,400 + 800) x (5 + 8)







               2     
  2




         = 
11,200 – (1,100 x 6.5)




         =
11,200 – 7,150




         =
4,050units

Maximum level       =
Record level + ROQ – (minimum usage – 





                                    minimum lead time)




=
11,200 + 2,400 – (800 x 5)




=
(11,200 + 2,400) – 4,000




=
13,600 – 4,000




=
9,600units

(b)
Advantages of Reorder Level System


-
More responsive to demand fluctuation


-
Appropriate for different types of inventory


-
Lower stock on average

-
Automatic generation of replenishment order at the appropriate time

-
Items are ordered in economic quantity since EOQ is calculated

Disadvantages of Reorder Level System

·            The re-order level may be reached by many items simultaneously

             thereby overloading the re-ordering system

-
 Items come up for re-ordering randomly so that there is no set   sequence

-
In certain circumstances, the EOQ calculated may not be accurate.

EXAMINERS’ COMMENT 

Stock Control

About 95% of candidates attempted the question.  Most of them scored above average n the computational part, but were unable to attack the (b) part of the question.

SOLUTION 5

Allocation of Joint Cost under

(a)
Sales value at split-off point

	Product
	Sales value at split-off point
	%
	Allocation of joint cost

	
	N
	
	N

	JMK
	4,000,000
	25
	2,000,000

	FLK
	2,400,000
	15
	1,200,000

	ARK
	4,000,000
	25
	2,000,000

	AJK
	5,600,000
	35
	2,800,000

	Total
	16,000,000
	100
	8,000,000


(b)
Physical output method

	Product
	Physical output (litres)
	%
	joint cost allocated

	· 
	N
	
	N

	JMK
	600,000
	60
	4,800,000

	FLK
	200,000
	20
	1,600,000

	ARK
	100,000
	10
	800,000

	AJK
	100,000
	10
	800,000

	Total
	1,000,000
	100
	8,000,000


(c)
Estimated not realizable value method

	Product
	Sales revenue after further processing
	Sales revenue at the split-off point
	Further processing costs
	Net realizable value
	%
	Joint cost allocated

	
	N
	
	
	
	
	

	JMK
	24,000,000
	
	16,000,000
	8,000,000
	50
	4,000,000

	FLK
	8,000,000
	
	6,400,000
	1,600,000
	10
	800,000

	ARK
	-
	4,000,000
	-
	4,000,000
	25
	2,000,000

	AJK
	9,600,000
	
	7,200,000
	2,400,000
	15
	1,200,000

	
	
	
	
	__________
	____
	________

	
	
	
	
	16,000,000
	100
	8,000,000


EXAMINER’S COMMENT 

Joint Product Cost Allocation

Only about 55% of candidates attempted the question and most of them scored good marks, some even scoring maximum marks.

GENERAL COMMENT
Some candidates flouted examination instructions e.g answering more than required number of question.

SOLUTION 6

(a)
James & Co Limited
	Profit & Loss Account – Marginal costing

	

	
	N
	

	Sales:  Alpha (2,300 x 90)
	207,000
	

	            Beta 1,600 x 75)
	120,000
	

	
	327,000
	

	Variable cost:
	
	

	           Alpha (2,500 x 45)
	112,500
	

	           Beta (1,750 x 32)
	56,000
	

	
	
	

	Less:   Closing Stock
	
	

	          Alpha (200 x 45)
	(9,000
	

	          Beta (150 x 32)
	(4,800)
	

	Variable cost of goods sold
	154,700
	

	Contribution
	172,300
	

	Fixed cost
	(110,000)
	

	Profit
	62,300
	


(b)
James & Co Limited
	Profit & Loss Account – absorption costing


	
	N
	

	Sales as in (a) above
	327,000
	

	Variable costs as in (a) above
	168,500
	

	Fixed cost
	110,000
	

	
	278,500
	

	
	
	

	Closing stock
	
	

	                Alpha (200 x 75)
	(15,000)
	

	                Beta (150 x 52)
	(7,800)
	

	Cost of goods sold
	255,700
	

	Profit
	71,300
	


(c)

The difference between the two profit figures is due to the treatment of fixed costs.  Under marginal costing, fixed costs are not included in the cost of production, but are written off as period cost in the profit and loss account.

Under absorption costing, some fixed costs are included in the cost of production and some are carried forward into the next period as part of closing stock and also as in the next period’s opening stock.

Workings


Unit Costs 
– 

marginal costing






Alpha


Beta


Materials


N15


N12


Labour



  18


  12


Production overhead
  
12


    8






  45


  32



Unit costs – absorption costing


Fixed overhead absorbed


Hours worked 2,500 (18/6) + 1,750 (12/6) = 11,000


Overhead absorption rate N110,000/11,000 = 10 per l/hr


Fixed overhead absorbed per unit of alpha 


=
N10 x 3 hours = N30


Unit cost of Alpha = N45 + N30 = N75


Fixed overhead absorbed per unit of Beta


=
N 10 x 2 hours = N20


Unit cost of Beta = N32 + N20 = N52

EXAMINER’S COMMENT 

Computation of Profits based on Absorption Costing and Marginal Costing Techniques

This otherwise very simple question exposed the inadequacy of the students who attempted it.  Only 50% maximum marks was the highest score here.
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       EXAMINATION NO:…………………..………

ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA

ACCOUNTING TECHNICIANS SCHEME
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PREPARING TAX COMPUTATIONS AND RETURNS

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.
The period of filing notice of objection to tax assessment is..............

A. 7 days

B. 15 days

C. 60 days

D. 30 days

E. 14 days.

2.
Capital allowances cover the following EXCEPT:
A. Initial allowance

B. Annual allowance

C. Balancing allowance

D. Investment allowance

E. Set-off allowance.

3.
The following are subject to Personal Income tax EXCEPT:

A. Legislators

B. Managing Director of a company

C. Sole Trader

D. President

E. Civil Servant.

4.
Benefit in kind refers to 

A. The official monetary remuneration of an employee

B. The official non monetary entitlement of an employee

C. The official entitlement of an employee

D. The official remuneration of management staff

E. Basic salary of an employee.

5.
In a situation of amalgamation of two or more partnerships the following occurs:

A. No application for commencement or cessation rule

B. Application for cessation only

C. Application for cessation and commencement

D. Application for commencement only

E. Application for commencement of new partners only.

6.
The tax free period of a company engaged in agricultural business is:

A. 3 years

B. 4 years

C. 5 years

D. 7 years 

E. 6 years.

7.
The body in charge of collection of companies income tax is:

A. Local Government Authority

B. Joint Tax Board

C. Federal Inland Revenue Service (FIRS)

D. State Inland Revenue Service (SIRS)

E. Internal Revenue Service (IRS).

8.
The rate of Capital Gains Tax is:

A. 5%

B. 15%

C. 7.5%

D. 12%

E. 10%.

9.
Education Tax is charged on:

A. Chargeable Income

B. Assessable Profit

C. Adjusted Profit

D. Earned Income

E. Unearned Income. 

10.
Administration of Value Added Tax (VAT) in your country is vested on:

A. Federal Inland Revenue Service (FIRS)

B. Nigerian Customs Services (NCS)

C. Joint Tax Board (JTB)

D. Value Added Tax service

E. State Internal Revenue Service.

PART II     SHORT-ANSWER QUESTIONS (30 Marks)

1.
A person that performs his working activities in several territories within a year of assessment is known as .................

2.
Compulsory exaction of money by a public authority for public purposes is .................

3.
Carried forward loss relief (loss carried forward) is available to ............

4.
Tax evasion is a criminal act.  True or false?

5.
Non public officers charged with the responsibilities of hearing appeals made by tax payers in respect of assessment raised by revenue authority are called .............

6.
The financial period for the purpose of tax assessment is called .............

7.
The enabling law for the taxation of the profits of companies in Nigeria is ................

8.
The relevant tax authority for a non-resident shareholder is ................

9.
Excess of Value Added Tax output over input is known as ...........

10.
The cannon of tax which says every person should be taxed according to his ability is ................

11.
The Executive Chairman (Deputy Minister of Revenue) of the Federal Board of Inland Revenue (the Revenue Agency Governing Board) is appointed by ..............

12.
The tax authority which has the right to assess a particular tax payer at any given year of assessment is called .............

13.
Instead of depreciation charge, tax authorities allow ........... as deductible expense.

14.
Gratuities received by employees after the tenure of office are not subject to tax.  True or false? 

15.
Description of an object on which tax is charged or imposed is called .............

16.
The product of tax base and tax rate is referred to as ..............

17.
The excess of input VAT over output VAT is referred to as .............

18.
What is the basis of assessment of a company by Internal Revenue Service (Federal Inland Revenue Service) where tax returns audited accounts have not been submitted within the specified period for that purpose?

19.
Income accruing to a tax payer from employment, profession, trade, business and vocation is called ..............

20.
Tax clearance certificate covers a period of ............ preceding the current year of assessment.

21.
Allowance granted to companies established in rural areas lacking infrastructural facilities is called ..............

22.
Dividend received by one resident corporation (company) from another resident corporation (company) shall only be subject to which tax?

23.
State the name in which a company in receivership or liquidation shall be   


      charged to tax.

24.  
A valid notice of appeal must be made in writing within ........... from the date of   

         
service of the notice of assessment.

25.
Consultancy and professional service is a non investment income from which    

      withholding tax is deductible.  True or false?

26.
The type of tax that is levied on goods and services is called ............

27.       Basis of assessment for an old established company is ............

28.
The basis of assessment in the second year of a new business is ...............

29.
Withholding tax is not another form of tax but an advance payment tax.     

      True or false?  

30.
When the rules of taxation are applied to accounting profit, the result   

      obtained is called .............

SECTION B  -  Attempt any FOUR questions (60 Marks)


QUESTION 1
QUESTION 1

Dr. Parker, a married man, retired as a director of finance on annual pension of N1.2m with effect from 1 January 2007.  He later secured a contract employment as an accounting lecturer in a private university on a basic monthly salary of N250,000 with effect from 1 July 2007.
Dr. Parker owns a shopping complex from which he received annual rent of N1.95m in 2007 and N 2.25m in 2008. Dr. Parker has six children, three of them are under sixteen years of age while his daughter who is celebrating 21st year birthday was in the University studying Medicine.  He paid N200,000 for her school fees.  Mrs. Parker is a full-time housewife of Dr. Parker.

Required:

Compute the income tax payable by Dr. Parker for 2009 tax year.

QUESTION 2

State the composition and the functions of State Board of Internal Revenue, (Revenue Agency Governing Board) or the equivalent tax authority of your country.








  
QUESTION 3

Long Life Limited has accounting year ending 31 December.  As at 31 December 2004 it has the following Tax Written Down Value (TWDV).

	Assets types and category
	No of years to end of useful life
	TWDV 

Le

	Office furniture
	2
	339,000

	Factory building
	5
	10,593,750

	Motor vehicles
	3
	3,531,250


Additions during the accounting year ended 31 December 2005 were as follows:

	
	Le

	Office furniture
	1,836,350

	Factory building
	3,390,000

	Motor vehicle
	5,367,500


Required:

Compute the Capital Allowances for 2006 and 2007 years of assessment and the tax written down values carried forward.



 
QUESTION 4
Labanjog Limited was incorporated in February 2006.  It commenced trading on 1 May 2006 making up its accounts regularly to 30 September.


The adjusted trading results of the business are as follows:

	
	   ¢

	Period to 30 September, 2006
	219,000

	Year to 30 September, 2007
	180,000

	Year to 30 September, 2008
	270,000

	Year to 30 September, 2009
	231,000


Required:

(a)
Compute the assessable profit for the relevant years of assessment.

  
 (12 Marks)

(b)
State SIX types of incomes chargeable to tax under Personal Income Tax in your country.




       

                    


(3 Marks)










      
(Total 15 Marks)

QUESTION 5

 (a)
Enumerate the contents of withholding tax returns.

                   
(5 Marks)

(b)
Describe what you understand by withholding tax credit note.             
 (5 Marks)

(c)
State the penalty and interest to which an agent will be liable for failure to remit or deduct withholding tax or the lateness in submitting such returns.

(5 Marks)









 
            (Total 15 Marks)

QUESTION 6

(a)
Sunday and Joshua are running a partnership business.  The accounting records of the business in the year ended 31 December 2009 revealed the following:

	
	L$

	Income from Partnership Business
	1,211,025

	Salary:  Sunday
	980,500

	             Joshua
	1,470,750

	Leave allowances:  Sunday
	100,000

	                               Joshua
	120,000


The two partners share profits in ratio 3:2 respectively.

Required:

Compute the income of each partner from the Partnership business.   (10 Marks)

(b)
“Deed of Partnership” is the legal document drawn up by Partners of a Partnership business to define their mode of business and relationship.  

You are required to state FIVE of the contents of the ‘Deed of Partnership.’       (5 Marks)










      (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 or 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.
D

2.
E

3.
D

4.
B

5.
A

6.
A

7.
C

8.
E

9.
B

10.
A 

PART II - SHORT ANSWER QUESTIONS

1.
An itinerant worker 

2.
Tax

3.
Individuals and companies/ legal persons only for Liberia 

4.
True 

5.
Body of Appeal Commissioners

6.
Basis period

7.
Companies Income Tax Act (CITA) CAP.C21LFN 2004

8.
Federal Inland Revenue Services 

9.
Net Vat payable 

10.
Equity 

11.
President  of the nation

12.
 Relevant tax authority 

13.
Capital allowance

14.
True (Liberia: False)

15.
Tax base /Taxable Income

16.
Tax Amount /Tax yield (total amount of revenue generated from tax imposed)

17.
VAT Refund

18.
Best of judgement Assessment 

19.
Earned Income

20.
3 years/Liberia 1 (one year)

21.
Rural Investment Income /rural Investment Incentive 

22.
Withholding tax/Liberia; Tax exempt zero tax 

23.
Receiver, Liquidator or its attorney, agent or representative in the affected country

24.
30 days

25.
True

26. 
Indirect tax

27.
Preceding year basis

28.
First 12 months 

29.
True 

30.
adjusted profit/Adjusted taxable Income (Liberia)

SECTION B

SOLUTION 1






DR PARKER 

COMPUTATION OF TAX PAYABLE FOR 2009 TAX YEAR

	
	N
	
	N

	Earned Income  
	
	
	

	Basic salary N250,000 x 12)
	
	
	3,000,000

	Add:  Unearned Income: 
	
	
	

	Rental income 
	
	
	2,250,000

	Statutory Total Income 
	
	
	5,250,000

	Less: Reliefs and Allowances:
	
	
	

	Personal allowance (20% x 3,000,000) + 5,000 
	605,000
	
	

	Children allowance
	10,000
	
	(615,000)

	Taxable Income 
	
	
	4,635,000

	Apply tax table of rate
	
	
	

	1st N30,000 @ 5%
	
	
	1,500

	Next N30,000 @ 10%
	
	
	3,000

	Next N50,000 @ 15%
	
	
	7,500

	Next N50,000 @20%
	
	
	10,000

	
	
	
	

	Above N160,000 @ 25% (4,635,000 – 160,000) x 25%
	
	
	1,118,750

	Tax payable 
	
	
	1,140,750


EXAMINER’S COMMENT 

The question tested the candidates’ understanding of computation of Personal Income tax.  About 85% of the candidates attempted the question.  The general performance was fair with the average score around 55 per cent.
SOLUTION 2

i)
The composition of State Board of Internal Revenue are:                     

a)
The Executive head of state service as the chairman, who shall be experienced in taxation and be appointed by the Governor.

b)
The Directors and heads of department within the  state service.

c)
A director from the State Ministry of Finance.

d)
Three other persons nominated by the Commissioner for Finance in the state on their personal merits.

e)
The legal adviser to the State Service.

f)
The secretary who shall be an ex-officio member to the State Board shall be appointed by the Board from within the State Service.

ii)
FUNCTIONS OF THE STATE INTERNAL REVENUE BOARD

a)
Ensures the effectiveness and optimum collection of all taxes and penalties due to the government.

b)
Making recommendation where appropriate to Joint Tax Board on tax policy, tax reform and tax legislation.

c)
Doing all things as may be deemed necessary and expedient for the assessment and collection of the tax and shall account for all accounts so collected.

d)
generally controlling the management of the state service on matters of policy subject to the provisions of the law setting up the service.

e)
The Board shall be autonomous in the day-to-day running of the technical professional and administrative affairs of the state service.

f)
Appointing, promoting, transferring and imposing discipline on employees of the state service.

EXAMINER’S COMMENT 

This is a good theory question on composition and functions of State Board of Internal Revenue /Revenue Agency Governing Board.  More than 80 percent of the candidates attempted the question with the greater number performing above average. 
SOLUTION 3

LONG LIFE LIMITED

COMPUTATION OF CAPITAL ALLOWANCES FOR THE RELEVANT TAX YEARS
	TAX YEAR
	OFFICE FURNITURE
	
	FACTORY BUILDING
	
	MOTOR VEHICLE
	
	CAPITAL ALLOWANCE

	Rates
	N
	
	N
	
	N
	
	N

	2006
	I.A           25
	
	15
	
	50
	
	

	
	A.A          20
	
	10
	
	25
	
	

	TWDV
	339,000
	
	10,593,750
	
	3,531,250
	
	

	Cost
	1,836,350
	
	3,390,000
	
	5,367,500
	
	

	Initial Allowance
	(459,088)
	
	(508,500)
	
	(2,683,750)
	
	3,651,338

	Annual Allowance
	(444,952)
	
	(2,406,900)
	
	(1,848,021)
	
	4,699,873

	
	
	
	
	
	
	
	8,351,211

	2007
	
	
	
	
	
	
	

	TWDV
	1,271,310
	
	11,068,350
	
	4,366,979
	
	

	Annual Allowance
	(444,952)
	
	(2,406,900)
	
	(1,848,021)
	
	4,699,873

	
	
	
	
	
	
	
	

	2008
	
	
	
	
	
	
	

	TWDV
	826,358
	
	8,661,450
	
	2,518,958
	
	


Workings – Annual allowance, 

(i)
Office Furniture



TWDV = 339,000 ÷ 2    
 

= 169,500 

New item 

(1,836,350 – 459,088) ÷ 5  =  275,452


       444,952
(ii) 
Factory Building
TWDV – 10,593,750 ÷5  


=  2,118,750

New = (3,339,000 –508,500) ÷ 10

=
2,881,500 ÷ 10 =

    

        288,150







     2,406,900

(iii)
Motor Vehicle:  

3,531,250 ÷ 3 = 

     

    1,177,083


New
              (5,367,500 – 2,683,750) ÷ 4



=
   2,683,750 ÷ 4   

    = 670,938








     1,848,021
EXAMINER’S COMMENT 

This is a standard question on capital allowance.  More than 70% of the candidates attempted the question.  The major pitfall was in annual allowance computation.  The general performance was below average.
SOLUTION 4

a)



LABANJOG LIMITED

COMPUTATION OF ASSESSABLE PROFIT FOR THE RELEVANT YEARS OF ASSESSMENT.

	Year of Assessment
	Basis Period
	
	Assessable Profit

	
	
	N
	N

	2006
	1/5/2006 – 31/12/2006
	
	

	
	1/5/06 – 30/9/06
	219,000
	

	
	1/10/06 – 31/12/06
	
	

	
	3/12 x 180,000
	45,000
	

	
	
	
	264,000

	2007
	1/5/06 – 30/4/07
	
	

	
	1/5/06 – 30/9/06
	219,000
	

	
	1/10/06 – 30/4/07
	
	

	
	7/12 x 180,000
	105,000
	

	
	
	
	324,000

	
	
	
	

	2008
	1/10/06 – 30/9/07
	
	180,000

	
	
	
	

	2009
	1/10/07 – 30/9/08
	
	270,000

	
	
	
	

	2010
	1/10/08 – 30/9/09
	
	231,000


b)
Types of income chargeable to tax under personal income tax

(i)
Gains or profits of any trade, business profession or vocation;

(ii)
Remuneration of an employment excluding sums paid to the employee;

(iii)
Gains or profit including premiums arising from the grant of the right of use or occupation of property;

(iv)
Dividends;

(v)
Interests; 

(vi)
Discounts;

(vii)
Gratuities, compensation and bonuses.

EXAMINER’S COMMENT 

This is a two-part question, testing candidates’ understanding of ‘Commencement rule’ under the Personal Income Tax Act.  About 99% of the candidates attempted the question and majority of the candidates scored above 50%.

SOLUTION 5

(a)
Contents of withholding tax returns:

(i) The name and address of the taxpayer acting as agent of the government;

(ii) The name and address of the RTA to which remittance is being made;

(iii) The name and address of the beneficiaries from whom withholding tax has been deducted;

(iv) The nature of the transactions of each of the beneficiaries;

(v) The gross amount of the transaction;

(vi) The applicable rate of withholding tax for each of the transactions;

(vii) Tax identification number; and

(viii) Date of payment.

(b)
Withholding tax credit note is a document which the RTA must issue to every beneficiary as an evidence that withholding tax was deducted from its business.

Content of withholding tax credit note

(i) A credit note number;

(ii) The name of the taxpayer who deducted and remitted the withholding tax;

(iii) The nature of the transaction;

(iv) The date of the transaction;

(v) The name of the bank through whom remittance was effected;

(vi) Name of beneficiary from whose invoice withholding tax is deducted.

(c)
Penalty and interest for late or non-remittance or non-deduction of withholding tax.
Any person who fails to deduct or having deducted fails to pay to the tax authority within twenty-one days from the date the amount was deducted or the time to deduct arose shall be guilty of an offence and shall be liable to a penalty for 10 percent per annum of the tax not withheld or not remitted as the case may be in addition to the amount of tax deducted plus interest at the prevailing commercial rate.

EXAMINER’S COMMENT 

This is a three-part question on Withholding Tax.  About 20 percent of the candidates attempted the question.  The major pitfall was the inability of the candidates to differentiate between Withholding tax returns and Withholding tax credit Note.  The average score was 55%.

SOLUTION 6

(a)
SUNDAY AND JOSHUA IN PARTNERSHIP 

COMPUTATION OF PARTNERS’ INCOME FOR THE YEAR ENDED 31 DECEMBER, 2009
	PARTNERS
	SUNDAY
	
	JOSHUA
	
	TOTAL

	
	N
	
	N
	
	N

	Computed income from
	
	
	
	
	

	Partnership
	
	
	
	
	

	Share of Partnership profit
	726,615
	
	484,410
	
	(1,211,025)

	Salaries
	980,500
	
	1,470,750
	
	

	Leave Allowance
	100,000
	
	120,000
	
	

	Income of the partner
	1,807,115
	
	2,075,160
	
	


(b)
CONTENTS OF A DEED OF PARTNERSHIP
(1) Each partner’s capital contribution.

(2) The interest if any to be paid to each Partner on his capital.

(3) The salaries if any to be paid to Partners.

(4) Agreed sharing ratio of profits and losses.

(5) Where there is no formal partnership agreement

(i) Partners share profits and losses equally

(ii) They are not entitled to interest on capital

(iii) They are not entitled to salaries.

EXAMINER’S COMMENT

This is a standard question on partnership. It tested candidates’ knowledge and understanding on computation of partner’s income from partnership business and contents of ‘Partnership Deed’.  More than 95% of the candidates attempted the question with the average score of 50%.
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       EXAMINATION NO:……………………………

ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA

ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – MARCH 2010

MANAGEMENT

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.
The activity that monitors the production process to ensure that everything goes according to the production plan is .............................

A. Production Planning

B. Quality Control 

C. Routing

D. Production Control 

E. Production Monitoring.

2.
Which of the following Statement is true of Strategic Plan?

A. Plans designed to meet an organisation’s broad goals

B. Broad organisational goal, based on planning premises which justifies an organisation’s  existence

C. Plans that state the mission of an organization 

D. Plans that prescribe the strategy of an organization

E. Plans that contain implementation procedures of an organisation.

3.
The principle which states the number of persons a manager can supervise directly is ..........................

A. Span of control

B. Span of manager

C. Accountable manager

D. Span of management level

E. Functional principle.

4.
A dysfunctional conflict is best described as ..........................

A. confrontation between groups that enhance and benefit the organisation‘s performance  

B. confrontation between groups that harm the organization or hinders achievements of goals 

C. cognitive awareness on the part of at least one party that events have occurred or that condition exist favourable to creating overt conflict 

D. awareness which includes emotional involvement

E. interdependence that requires one group to complete  tasks before another group.

5.
A document that prescribes the responsibilities and privileges of each business partner is ............................

A. Prospectus 

B. Articles of Association 

C. Memorandum of Association

D. Certificate of Incorporation

E. Partnership Agreement. 

6.
A new approach to strategic control developed by Kaplan and Norton retraining financial and non-financial measures is .............................

A. Total Quality Management

B. International Standard Measures

C. Six Sigma Approach

D. Balanced Score Card

E. Management Control

7.
Which of the following is NOT a characteristic of effective control systems?

A. Accurate

B. Timely 

C. Realistic

D. Flexible

E. Corrective action

8.
Extending an existing brand name to new firms, colour, size, ingredients or flavours in an attempt to develop brands is called .......................

A. Brand extension  

B. Line extension

C. Service extension

D. Multibrands

E. New brands.

9.
Which of the following is NOT ONE of the steps involved in the selling 
process?

A. Pre-approach 

B. Approach 

C. Presentation

D. Promotion

E. Prospecting.

10.
According to Henry Mintzberg, a manager engaging in interpersonal roles will serve as .....................

A. Monitor 

B. Figurehead

C. Disseminator 

D. Spokesperson

E. Negotiator.

PART II     SHORT-ANSWER QUESTIONS (30 Marks)

1.
The set of all actual and potential buyers of a product or service is ...........................

2.
A review of the sales, costs and profit projections in new product development process is called ..............................

3.
In line organisations, authority is .............................

4.
A conflict management technique in which each party to the conflict gives up something of value is known as ......................

5.
What is the condition in which there are major incompatibilities between the goals of an organization member and those of the organisation?

6.
The process of integrating the activities of separate departments in order to pursue organisational goals effectively is ................................. 

7.
The habitual failure to report for work by an employee is .....................

8.
Another name for intrapreneurship is ................................

9.
A method of production in which large inputs of labour is required is described as being .........................

10.
Stocks/Shares of high-quality companies are commonly referred to as ....................... share/stock.

11.
A complete ban on the import or export of certain products is ......................

12.
A control type that involves monitoring critical environmental factors that could affect the viability or strategic plan, assessing the effects of organisational strategic actions and ensuring that strategic plans are implemented as intended is ........................... 

13.
A sub-unit headed by a manager which is responsible for achieving one or more goals is ........................

14.
A theory that says that specific and difficult goals, with feedback, lead to higher performance is known as .....................

15.
Conflict that has a negative effect on team and organisational performance is called ....................

16.
The first management theorist to develop management by objective (MBO) is ..........................

17.
Decision making which involves the use of estimates and/or guesses to choose among alternative courses of action is called ...............................

18.
The management concept that a subordinate should have only one direct supervisor and a decision can be traced back through subordinate to the manager who originated it is known as ............................

19.
The process of identifying problems and opportunities and resolving them is known as .......................

20.
An umbrella term referring to technologies that use live video to unite widely dispersed company operations or people is .......................

21.
The unique skills and/or knowledge an organisation possesses that give it an edge over competitors are ..............................

22.
According to F.W. Taylor, the practice where worker sometimes avoid doing their best is called .........................

23.
The application of scientific methods to analyse work and determine how to complete production tasks most efficiently is known as ..........................

24.
Transportation, insurance and financing are categorised as .........................

25.
The process by which a buyer compares goods and services characteristics such as quality, suitability, price and style before deciding on a purchase is called .....................

26.
All institutions constituting the marketing channel are generally referred to as .........................

27.
A report which neither employs a salutation nor a complementary close is known as a(n)..........................

28.
Costs that a firm must bear before it makes a single product are called ..........................

29.
The process of creating a set of product specifications is known as ..........................

30.
A ..................... is capable of writing, signing and dating cheques. 

SECTION B  - Attempt any four questions (60 Marks)

QUESTION 1

Compare and contrast traditional functions of management with Henry Mintzberg managerial roles.







       (15 Marks)






QUESTION 2

Discuss the major components of computer based information systems.  What are the various types of computers and for what major purposes are they being used?











              (15 Marks)
QUESTION 3

(a)
List EIGHT characteristics of an effective control system. 
         (4 Marks)

(b)
Explain SIX of the characteristics listed.

     

       (11 Marks)
       (Total 15 Marks)

QUESTION 4

The objectives for designing and controlling office forms are pre-requisites for achieving the purpose for which they are to serve. 

You are required to state and explain these objectives.

       (15 Marks)
QUESTION 5

(a)
What is Total Quality Management (TQM)? 


        

 (3 Marks)

(b)
Explain the following terms associated with TQM:

(i) Quality improvement teams 



         

(4 Marks) 

(ii) Benchmarking 





         
(4 Marks)

(iii) Zero defects 






         
(4 Marks)

         
(Total 15 Marks)

QUESTION 6

(a)
What do you understand by the content theory of motivation?     
 (5 Marks)

(b)
Explain the contribution of Abraham Maslow and Clayton Alderfer to the content theory of motivation.




       



(10 Marks)  

                (Total 15 Marks)

MULTIPLE CHOICE QUESTIONS

1.
D

2.
A
3.
A

4.
B

5.
E

6.
D

7.
E

8.
B

9.
D

10.
B

PART II 
SHORT - ANSWER QUESTIONS

1.
Market

2.
Business Analysis

3.
Centralized

4.
Compromise

5.
Goal Incongruence

6.
Coordination

7.
Absenteeism

8.
Corporate Entrepreneurship

9.
Labour Intensive

10.
Blue clip stocks

11.
Embargo

12.
Strategic control

13.
Responsibility center

14.
Goal setting theory

15.
Dysfunctional conflict

16.
Peter drucker

17.
Intuitive decision

18.
Unity of command

19.
Decision making 

20.
Video conferencing / Teleconferencing 

21.
Core competencies

22.
Soldiering 

23.
Scientific Management

24.
Services/Intangible

25.
Shopping/Competitive pricing/window shopping

26.
Intermediaries Distribution channel

27.
Memorandum

28.
Fixed costs

29.
Product design

30.
Cheque/ check writing machine

SOLUTION 1

Traditional Management functions include

i. Planning, the process of setting objective and determining the means of accomplishing objectives

ii. Organizing ,the  process of differentiating and integrating organizational activities

iii. Staffing , filling organization position with qualified personnel

iv. Directing, leading, motivating and communicating 

v. Controlling, monitoring and evaluation of  performance
Henry Mintzberg identified 10 managerial roles classified into three main categories

i. Interpersonal role; Figure head, leader, liaison 

ii. Informational role; Monitor, disseminator, Spokesperson

iii. Decisional role; Entrepreneur, Resource allocator, negotiator and disturbance  handler

 
Both approaches focused on  what managers do or should not do

1) The approaches identify some common functions e.g.  manager as a leader will communicate, resolve conflict and liaise with external parties 

2) The approach of Mintzberg focused on top level executives, traditional model is applicable to all levels of management

3) Mintzberg  unlike traditional approach combines entrepreneurship roles with managerial roles 

4) Mintzberg approach is descriptive what managers do, traditional approach prescriptive, what managers should do.
EXAMINER’S COMMENT

Over 90% of the candidates attempted and passed the question.  The major 

Short-coming of the candidates was that they failed to highlight the difference and similarities between the traditional management functions and roles. 
SOLUTION 2

The major Components of a computer based information system fall into two main categories; hardware and software.

1.
Hardware – the hardware is the physical equipment including the computer and related devices.   There are several types of devices 

· Input devices e.g. Keyboards, Optical barcode scanners, voice recognition

· Central Processing Unit ; this is the heart of the computer comprising the storage , control, arithmetic and logic section

· Output devices; these allow computers to produce information in a form that is useful to managers and others. These devices include printers, visual display, terminal and graphic plotters.

2.
Computer software; these are the set of programmes, documents, procedures and routine associated with the operation of a computer.   The software provide the instructions that enable the computer to perform various tasks.
The main categories of computers include;

· Personal computers, General purpose desktop computers that use 16 or 32- bit micro processor.

· Workstations; High performance 32-bit computers used by engineers, Scientists and professionals who need superior graphics.

· Mini/Super- mini computers; Mini computers have been supplanted by more powerful Super-mini computers.  These machine can handle the general needs of more than 100 people.

· Mini-Super computers these are computers that handle complex computation for engineers , scientists and researchers

· Mainframe Computers; Large general purpose computers that serve hundreds or thousands of users all tied to a corporate data processing centre.  These machines handle the major data processing needs of large corporations such as weekly payroll.
· Super Computers; the world’s fastest computers used in science, engineering and research for most difficult processing challenges, such as weather forecasting

· Analog, Digital and Hybrid Computers. Digital computers operate figures, analog computers operate on non-numerical data such as pressures etc. Hybrid Computers combine the characteristics of both analog and digital computers

EXAMINER’S COMMENT 

About 75% of the candidates attempted the question.  The performance was poor as about 3% of the candidates scored above half the total mark allocated to the question.  Many of the candidates could not distinguish between the hardware and software components of computer based information system and the types of computers. 
SOLUTION 3


The characteristics of an Effective Control System are as follows:
a) Future Oriented: A well designed control system focuses on letting managers know how work is progressing towards unit objectives pinpointing areas in which future corrective action is needed and uncovering unforeseen opportunities that might be developed.
b)  Multi dimensional:  In most cases, control system need to be multidimensional to capture the major relevant performance factors.

c) Cost – effective:  The cost of controls is an important consideration. Essentially, the benefits of control should outweigh its cost.
d) Accurate: Since control provides the basis for future actions, accuracy is vital. Inaccurate control data may be worse than no control at all, since managers may make poor decision on the basis of such data.

e) Realistic/Objective: Employees are likely to view unrealistic control as unreasonable and may ignore or even sabotage it.
f) Timely: Control System is designed to provide data on the state of given production cycle or process as of a specific time. Data may be supplied on a monthly sales report, weekly update on a project or daily production report. Control systems must provide relevant information soon enough to allow corrective action before there are serious repercussions.
g) Monitorable: Control systems should be designed so that they can be monitored to ensure that they are performing as expected. Other methods of monitoring control system involve conducting audits of various kinds.
h) Acceptable to organization members: Control systems operate best when they are accepted by the organization members who are affected. Otherwise members may take actions to override and undermine the control.
i) Flexible: Just as organization must be flexible to respond rapidly to changing environment, accordingly they should be designed so that they can be  changed quickly to measure and report  new information and track new endeavour.
EXAMINER’S COMMENT 

Over 90% of the candidates attempted and showed a good understanding of the question.  However only 60% of the candidates scored 1/3 and above of the mark allocated.  The candidates exhibited their inability to explain the listed characteristics of an effective control system.

SOLUTION 4

a)
Objectives of Office Form are 
Form design Objectives include:
· To design suitable, quality and purposeful form 

· To ensure simplicity and consistency  with the procedure with which they are concerned 

· The  layout should flow in logical sequence

· It should allow sufficient data boxes for the recording of facts required and control information for management

· To standardize the layout and size of forms 

· It should be designed in a manner to facilitate completion in the shortest time possible

· Rate of assimilation of the  contents of the form should be minimized  ambiguity should be removed

· Forms with common entries should be compiled simultaneously to minimize risk of error in transcription

· To minimize duplication of efforts and information in the compilation of form

b)
Control Objectives includes:
· To use and  retain only those forms that are really needed

· To cut cost in production of forms

· To distribute copies of forms only to those who are justified to have them 

· To determine  the need for designing, amending or revising old forms

· Keep reviewing forms periodically to keep abreast of the current requirements of the office 

· To evaluate the design of form based on the amount of time required to use it

EXAMINER’S COMMENT 

About 40% of the candidates attempted the question.  None of the candidates scored half of the marks obtainable.  Nearly all the candidates wrote on ‘office functions and layout” instead of the ‘office forms’ required by the question.

SOLUTION 5
a)
Total Quality Management is a systematic approach to addressing quality issues that involves an integrated, company wide commitment to quality.

1. Quality improvement teams: These are small groups of employees who work on solving specific problems related to quality and productivity, often with clearly stated targets for improvement. 

2. Benchmarking: This is a process where an organization identifies the best practices and approaches by comparing productivity in specific areas within its own organization with the productivity of other organizations both within and outside the industry. The objective is to make desired quality and productivity improvements in the identified areas.

3. Zero defects – This is a quality philosophy or mentality which requires employees to strive to make a product or service to conform exactly to the desired quality standards or specifications the first time.

EXAMINER’S COMMENT 

Candidates displayed a poor knowledge of the concept of TQM.  The answers provided were based on guess work.  More than 60% of those who attempted the question scored less than half of the total mark allocated to the question.

SOLUTION 6

a) Content theories emphasize what is within an individual or his/her environment that energizes and sustains the person’s behavior. They are useful because they lend insight into people’s needs and help managers understand what people will  and not value  as  work rewards or need satisfied. 

Content theories include the work of Maslow, Alderfer, MC Clellend and Herzberg.

b) Maslows Hierarchy of needs theory

Maslow arranges human needs into the following 5 step hierarchy;

· Physiological         

· Safety                      Lower – order needs

· Social 

· Esteem

· Self actualization       Higher - order needs

Satisfaction of any need activates the need at the next higher level and people are presumed to move step by step up the hierarchy.

c)
Clayton Alderfer’s ERG Theory
ERG theory differs from Maslow’s theory in three basic respects;

1. The theory collapses  Maslows 5 need categories into three

· Existence needs: relate to a person desire for physiological and material well being

· Relatedness needs: represent the desire for satisfying interpersonal relationships

· Growth needs represents desire for continued personal growth and development.

2.  The theory also suggests that an already satisfied lower order need can become activated when higher level need cannot be satisfied. 

3.  The theory contends that more than one need may be activated at the same time.

EXAMINER’S COMMENT 

About 98% of the candidates attempted the question.   Those who attempted the question laid more emphasis on Maslow’s Hierarchy of needs, while they were unable to give correct explanation of the Alderfer’s theory of motivation.   Less than 60 percent of the candidates scored above half of the marks allocated to the question.
NOTE
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