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 2011

PREPARATION AND AUDIT OF FINANCIAL STATEMENTS

Time allowed: 3 hours
Insert your Examination number in the space provided above


SECTION A
(Attempt all Questions)                      
PART I 
 MULTIPLE-CHOICE QUESTIONS   

1.
Which of the following is NOT a stock valuation method?

A. First in First out

B. Net Realisable value

C. Weighted Average

D. Last in First out

E. None of the above

2.
Fairness of the representations made in the financial statements is the responsibility of 

A. Management

B. Independent auditor

C. Audit Committee

D. External Auditor

E. Internal Auditor

3.
Where client is NOT willing to correct deficiencies in financial statement when taken as a whole, the external auditor should

A. Issue a special report

B. Express an adverse opinion

C. Perform analytical review

D. Withdraw from the engagement

E. Withhold an opinion

4.
When applying analytical procedures the auditor


A.
Analyses client personnel


B.
Analyses audit report


C.
Analyses directors report

D.
Evaluates financial information relating financial with non-                       financial data

E.
Analyses chairman’s report

5.
The Auditor should as much as practicable undertake cash count in a client office to coincide with

A.
Assessment of the internal control on cash


B.
Verification of debtors balances


C.
Count of inventories


D.
Count of marketable securities


E.
Close of business on the balance sheet date

6.
Working papers principally are a record of 

A. Tests to be performed

B. Planning and performance of the audit

C. Supervision and review of the audit work

D. Audit evidence resulting from audit work performed

E. All the above

7.
The audit programme 

A. Sets out the audit procedures the auditor intends to adopt

B. Serves as the set of instructions to the audit team

C. Serves to control and record proper execution of the work

D. A, B, and C above

E. Sets out the computer audit program codes 

8.
The external auditor has sole responsibility for ALL BUT ONE of the following

A. Audit opinion expressed

B. Determining the nature, timing and extent of external audit procedures

C. Expert opinion used by the auditor

D. All judgements relating to the audit of the financial statement

E. A sound Internal control system

9.
The law provides that every company shall appoint an external auditor to hold office from the conclusion of that meeting

A. Until the auditor resigns

B. Until the conclusion of the next annual general meeting

C. Until the auditors appointment is terminated

D. A, B, and C above

E. Until the auditor presents his reports.

10.
According to IAS 1“Presentation of Financial Statements” a set of Financial Statements contains the following EXCEPT:

A. Income Statement

B. Statement of Cash Flows

C. Statement of Changes in Equity

D. Statement of Financial position

E. A Statement of Corporate Responsibility.

PART II 
 SHORT-ANSWER QUESTIONS (30 MARKS)

1.
According to IAS 2 “Inventory”, Inventory should be valued in the account at...........................

2.
The difference between the purchase consideration paid by a purchaser and the fair value of the net assets acquired is....................................

3.
The rules which prescribe methods which must be followed and applied in preparation and presentation of general purpose financial statements are....................................

4.
State any TWO qualitative characteristics of Financial Information.

5.
Where an external auditor disagrees with an accounting treatment effected by the client and he (the auditor) perceives the subject matter of the disagreement as fundamental and pervasive, he would issue....................................opinion in his audit report.

6.
Under circularisation, a confirmation request to which the recipient responds only if the amount or information stated is incorrect is termed........................................ 

7.
Cash discount is granted for prompt settlement of account.  When is trade discount granted?

8.
A letter issued by management to corroborate oral information made to the auditor and documents the continued appropriateness of such information is called............................

9.
An independent examination of the quality of the policies and procedures of the management of an organisation is..............................audit.

10.
Events or transactions that occur after the balance sheet date but prior to issuance of the financial statements and the auditor’s report that may materially affect the financial statements are known as ...............................

11.
Where restrictions that significantly limit the scope of the audit are imposed by client, the auditor should issue which opinion?

12.
What is the meaning of SCARF in relation to computer based systems?

13.
A letter issued by an auditor to management or another party at the request of management expressing an opinion as to management’s compliance with regulations or requirements concerning financial matters in a prospectus is called................................

14.
List any TWO documents that the auditor of a public sector organisation will most likely use in his compliance audit procedure

15.
A................................is to charity organisation what memorandum and article of association regulations is to a limited liability company.

16.
An item is................................if its omission or misstatement influences the decision of users of financial statements.

17.
If the shares of a company are issued at a price higher than its nominal or par value, the share is said to have been issued at.................................

18.
The procedures involved in computation of ratios, review of trends and the use of statistical formulae to obtain appropriate audit evidence is......................................

19.
The list of ledger accounts with code numbers that identify the entries in the journal is called............................................

20.
The basis of accounting that recognises revenue when earned, regardless of when cash is received and matches the expenses to the revenue, regardless of when cash is paid out is known as.....................................

21.
The directors of the company are responsible for the preparation of the .................................while the auditor’s duty is to..................................on the financial statements prepared by directors.

22.
Accounting entries prepared by an external auditor and submitted to management in order to reflect properly in books of accounts of an entity being audited those economic events and the conditions that should be but are not included in the financial statements of that entity.  These events are referred to as..............................

23.
The length of time it takes a business to convert its stocks into sales, convert debtors to cash and mobilize cash to pay its trade creditors is called................................

24.
How is Return on Capital Employed (ROCE) computed? 

25.
At the end of his audit exercise, the auditor prepares an audit report that is addressed to....................................

26.
The materials prepared by the auditor as records of work performed and conclusions reached on the audit are called.....................................

27.
Debt collection period is calculated as.....................................

28.
Where at an Annual General Meeting, no auditors are appointed or reappointed, the ..............................may appoint a person to fill the temporary vacancy.

29.
An auditor’s notice of resignation shall NOT be effective unless it contains.........................................

30.
Who owns the audit working papers prepared in the course of audit assignment?

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

PART I:  FINANCIAL ACCOUNTING
    ATTEMPT ANY TWO QUESTIONS

QUESTION 1

Cash-flow Statements are valuable sources of information.  However, there are certain important non-cash transactions that may occur during the year which will not be reported in the Cash-flow Statement.

You are required in the context of the above to:

(a)
Give FOUR examples of such transactions.
                           (6 Marks)

(b)
List THREE advantages and THREE disadvantages of a cash-flow statement.







                           (9 Marks)










      (Total 15 Marks)


QUESTION 2


(a)
Define the following principles

(i)
Accounting bases

(ii)
Accounting policies and

(iii)
Accounting method


                

      (6 Marks)

(b)
What are the disclosure requirements of IAS 2 “Inventory”
      (4 Marks)

(c)
Information in the Financial Statement are employed by various users for different purposes.


List FIVE external users of financial statements

                (5 Marks)









                (Total 15 Marks)

QUESTION 3

The following balances were extracted from the books of Big Elephant Plc at 31st December 2010

	
	    DR
	  CR

	
	     N’000
	    N’000

	Share Capital
	
	25,000

	Retained Earnings 31/12/2009
	
	8,570

	Premises at cost
	 16,250
	

	Machinery at cost
	 13,750
	

	Provision for depreciation on Machinery 31/12/2009
	
	3,950

	Purchases
	 50,425
	

	Sales
	
	79,203

	General expenses
	   8,042
	

	Wages & Salaries
	 13,552
	

	Rent
	   1,075
	

	Lighting expenses
	387
	

	Bad debts
	187
	

	Provision for doubtful debts 31/12/2009
	
	215

	Debtors/Trade Receivable
	   5,446
	

	Creditors/Trade Payable
	
	4,373

	Inventory 31/12/2009
	   6,422
	

	Bank Balance
	   5,775

121,311
	121,311


Additional Information:

(i)
The issued Share capital consists of 25,000,000 ordinary shares issued at N1 per share

(ii)
Inventory in trade at 31st December 2010 was N7,285,000

(iii)
Wages & Salaries due at 31st December 2010 amounted to N145,250

(iv)
Rent paid in advance at 31st December 2010 amounted to N75,000

(v)
A dividends of N2,500,000 is proposed for 2010 

(vi)
The provision for doubtful debts is to be increased to N234,500

(vii)
A depreciation charge is to be made on machinery at the rate of 10% per annum on cost.

Required:

Prepare an Income Statement for the year ended 31st December 2010 and a balance sheet (statement of financial position) as at that date.
    (15 Marks)

PART II:    AUDITING               ATTEMPT ANY TWO QUESTIONS

QUESTION 4

(a)
Define Internal Control and explain its purpose

                (4 Marks)

(b)
Discuss the “Independence of Auditors”



      (4 Marks)

(c)
Highlight the rights and duties of the auditor


      (7 Marks)

                                                                                                      (Total 15 Marks)

QUESTION 5

(a)
What are the factors you will take into consideration before adopting statistical sampling technique? Give FIVE examples                   
       (5 Marks)

(b)
State the conditions that should be present before statistical sampling techniques can be used.
                                                           
       (5 Marks)        

(c)      (i)
What are Analytical Procedures?                                              (2 Marks)

(ii)
Indicate THREE stages in the audit process where analytical procedures can be applied.                                        
       (3 Marks)

                                                                           

                (Total 15 Marks)

QUESTION 6

(a)
What is Internal Auditing?                                                                        (1 Mark)

(b)
In what areas of work do internal and external auditors have?


(i)
Common interest               




        (4 Marks)                 


(ii)
Work Overlap                                                                      
        (4 Marks)

(c)
Enumerate the factors which should be considered by the external auditor in determing his level of reliance on work carried out by the internal auditor.





                


       (6 Marks)


      
            



      (Total 15 Marks)
SECTION A

PART I

MULTIPLE CHOICE QUESTIONS 
1.
B
2.
A
3.
B

4.
D

5.
E
6.
E
7.
D
8.
E
9.
B
10.
E
EXAMINER’S COMMENT

The ten questions set were attempted by all candidates and most of the candidates scored above average marks.

PART II  
SHORT ANSWER QUESTIONS

1.
Lower of cost or net realisable value
2.
Goodwill


                      

3.
Statement of Accounting Standards or International Financial Reporting Standards or International Accounting Standards
4.
Materiality, Relevance, Reliability and Comparability 

5.
Adverse 
6.
Negative confirmation
7.
Quantity/Volume purchases/sales
8.
Letter of representation
9.
Management
10.
Subsequent events/post balance sheet events
11.
Disclaimer
12.
Systems control and review file
13.
Letter of comfort
14.
The Country constitution, Civil service rules, treasury circulars, Establishment circulars, Gazettes, Budgets, Financial Acts and Financial instructions
15.
Constitution
16.
Material

17.
Premium
18.
Analytical review
19.
Chart of Accounts
20.
Accrual basis
21.
Financial Statements and Express an opinion
22.
Adjusting events/Post Balance Sheet Events
23.
Cash operating cycle/working capital cycle/accounting cycle
24.
Return on capital employed:  ROCE = Profit before interest & Tax

                                                                                   Capital Employed

25.
Directors and Shareholders of the Company

26.
Audit working papers


27.
Average Debtors  x 365 days


    Credit Sales         1

28.
Directors
29.
Statement of circumstances or no circumstances connected with his resignation
30.
Auditors

EXAMINER’S COMMENT

Thirty short answer questions were examined and all candidates attempted this section.  Short answer questions served as marks’ booster to a good number of candidates that had pass marks on the paper generally.

SECTION B
SOLUTION 1


PART I
 - FINANCIAL ACCOUNTING
Examples of important non-cash transactions are:

(i) Assets revaluations recognized in the financial statements 

(ii) Bonus issues of shares

(iii) The issue of shares in a share exchange

(iv) Conversion of debts to equity

(v) Acquisition of assets under finance lease

(vi) Acquisition of assets used in consideration of share holding 

ADVANTAGES OF CASH FLOW STATEMENT

(i) Cash flow statements cannot easily be manipulated and is not affected by judgment or by Accounting policies

(ii) A cash flow statement, in conjunction with a balance sheet provides information on liquidity, viability and adaptability.

(iii) It  may assist users of financial statements in making judgments on the amount, timing and degree of certainty of future cash flows

(iv) It gives an indication of the relationship between profitability and cash-generating ability and thus of the quality profit earned.

(v) Analysts and other users of financial statements often develop models to assess and compare the present value of the future cash flow on entries.   Historical cash flow could be useful to check the accuracy of past assessment.     

DISADVANTAGES OF CASH-FLOW STATEMENT

(i) Cash flow is necessary for survival in the short term, but in order to survive in the long term, a business must be profitable.  It is often necessary to sacrifice cash flow in the short term in order to generate profits in the long term (e.g by investment in fixed assets)  A huge cash balance is not a sign of good management if the cash could be invested elsewhere to generate profit.

(ii) Cash flow does not provide a complete picture of a company’s performance when looked at in isolation.

(iii) It contains an element of subjectivity and uncertainty, during its preparation.
(iv) Its forecast is very difficult to audit because they are based on subjective predictions.

EXAMINER’S COMMENT


  

        



Few candidates i.e about 10% of the candidates attempted this question which was on Non-Cash transactions not recognised/reported in the preparation of Cash flow statements.  Enumeration of four examples of such transactions, advantages and disadvantages of a Cash Flow Statement were tested and few candidates that attempted this question scored low marks.
SOLUTION 2

(i)
Accounting bases is the totality of methods adopted by an enterprise in applying accounting concepts to its financial transaction.  There are two types of accounting bases identify by the standard.  They are cash and Accrual basis.

(ii)
Accounting policies- are those bases, rules, principles, conventions and procedures adopted in preparing and presenting financial statements.

(iii)
Accounting method- The medium through which the fundamental accounting concepts are applied to financial transactions and to the preparation of financial statement.









b(i)
Where fundamental accounting concepts are followed in the preparation of financial statements, the disclosure of such concepts is not required.  If a fundamental accounting concept is not followed that fact should be disclosed.

(ii)
Where there are several acceptable accounting bases that may be adopted, a reporting enterprise should disclose, the basis used, especially where the knowledge of that accounting basis is significant in the understanding and Accounting policies should be prominently disclosed as an integral part of the financial statements under one caption rather than as notes to individual items in the financial statements.
An adopted accounting policy should be followed consistently, but a change interpretation of the financial statements.

(iii) may be made if it is decided that a different policy will better reflect the net profit or loss of current or subsequent period  where such a change is made, the nature, justification and effect on current year’s profit or loss should be disclosed.






 (c)
External users:

-
Shareholders / owners

-
Potential investors

-
Government Authorities

-
Suppliers /creditors

-
Competitors

-
Financial Analyst

-
Community or Public
EXAMINER’S COMMENT





 

Basic definitions of Accounting bases, policies and method were tested in addition to disclosure requirements of IAS 2 “Inventory”.  Most candidates attempted the question and scored pass marks.  Some candidates failed to identify properly the external users of financial statements which was part “c” of the question.

SOLUTION 3
IN THE BOOKS OF BIG ELEPHANT PLC

TRADING PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31/12/2010
	
	N’000
	N’000

	Sales 
	
	79,203

	Less cost of sales
	
	

	Opening  stock
	6,422
	

	Purchases
	50,425
	

	
	56,847
	

	Less closing stock
	(7,285)
	(49,562)

	
	
	29,641

	Less Expenses:
	
	

	Wages (13552 +145.25)
	13,697.25
	

	Rent
	1,000.00
	

	Lighting 
	387.00
	

	Bad debts
	206.50
	

	General expenses
	8,042.00
	

	Depreciation – Machinery
	1,375.00
	(24,707.75)

	Net profit
	
	4,933.25

	Referred profit b/fwd
	
	8,570.00

	
	
	13,503.25

	Less dividends
	
	(2,500.00)

	Retained profit c/fwd
	
	11,003.25


BIG ELEPHANT PLC BALANCE SHEET AS AT 31ST DECEMBER 2010

	
	Cost
	Depreciation to date
	Net Book Value

	
	N’000
	N’000
	N’000

	Long term
	
	
	

	Premises
	16,250.00
	
	16,250.00

	Machinery
	13,750.00

30,000.00
	5,325.00

5325.00
	8,425.00

24,675.00

	
	
	
	

	
	
	
	

	Current Assets:
	
	
	

	Stock
	
	7,285.00
	

	Debtors
	5,446.00
	
	

	Less provision for bad debts
	(234.50)
	5,211.50

75.00
	

	Prepayment
	
	
	

	Bank balance
	
	5,775.00

18,346.50
	

	
	
	
	

	Less current liabilities:
	
	
	

	Proposed dividends
	2,500.00
	
	

	Creditors
	4,373.00
	
	

	Creditors (Expenses
	145.25
	       (7,018.25)
11,328.25
                       36,003.25



	
	
	

	Financed by:
	
	
	

	Authorised and issued capital
	
	
	25,000.00

	Retained profit
	
	
	11,003.25

	
	
	
	36,003.25


EXAMINER’S COMMENT




Simple Final Accounts with straightforward additional notes to Accounts was given to Candidates.  Most candidates attempted the question and scored encouraging marks there from.  The question served as marks’ booster to well prepared candidates for the Examinations.  Candidates’ common pitfalls include:
· wrong presentation of proposed dividend in the balance sheet

· wrong treatment of provision for doubtful debts in the income statement

PART II:   AUDITING
SOLUTION 4
(a)
Internal Control

The whole system of  controls, financial or otherwise established by the management in order to carry on the business of the enterprise in an orderly and efficient manner, ensure adherence to management’s policies, safeguard the assets and secure as far as possible the completeness and accuracy of the records.  The individual components of an internal control system are known as “controls” or “internal controls”.  
 (b)
Independence of auditors

An audit is the independent examination, and expression of an opinion on, the financial statements of an enterprise.

The main purpose of independence is that the person reporting to the shareholders on the company’s accounts should be independent of those responsible for preparing the accounts i.e the directors in the case of a company.  If the audit report is to give the desired creditability to the accounts, it is not enough that such independence exists; it must be clearly seen to exist.     (4 Marks)

(c)
Duties of the Auditor:
(i) The main duty of an auditor is to submit a report to the members (shareholders) of the company on the financial statements audited.
(ii) Auditor should exercise due care and diligence in performance of their duties

(iii) An auditor should not delegate his authority

(iv) The auditor should not disclose confidentiality information or document entrusted to him during the course of his audit.
(d)
Rights of the Auditor:

(i)
Right of access to books and accounts

(ii)
Right to receive notice to attend and be heard at any general meeting of the company

(iii)
Right to receive notice and make representations in the event of a proposal to remove him as auditor

(iv)
Right to require such information and explanations from officers of                    the company as is considered necessary by the auditor

(v) Right to his remuneration

EXAMINER’S COMMENT
This question examined definition of Internal Control and its purpose, Independence of auditors, auditors’ rights and duties were examined as well.  Majority of the candidates attempted the question and the assessment showed a good level of understanding with encouraged pass marks on the part of the candidates.
SOLUTION 5
Factors to be considered are:

(i)
Number of clients to which it is appropriate 
(ii)
Large population should exist 
(iii)
Systems exist and objective is to text them
(iv)
The population to be tested should be homogenous

(v)
Too many variables cannot be tested at a time

(vi)
Items must be identifiable

(vii)
Errors should be properly defined

(viii)
Professional judgment should be used to adopt manageable size as sample.

 (b)
Conditions that should be present are:

(i)
A definable population.

(ii)
A discrete identifiable elements to the populations. 

(iii)
For errors- a definable error
(iv)
For variables – a definable unit.

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

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





(c)

     (ia) 
Analytical procedures are special substantive tests performed by auditors to deduce the reasonableness of figures in a clients financial statements.

(ib)
Analytical review involves reviewing the relationship between one financial data with another, reviewing the relationship between financial and non-financial data, performing investigations on the occurrence of material variations between budgeted of material performances and obtaining persuasive evidence from the client’s management to explain material variations.








(ii)
Three stages in the audit process where analytical procedures can be applied are as follows:-

(a)  PLANNING STAGE- The objective is to assist the auditor to identify critical areas that will need special attention which will involve the design of appropriate substantive tests.  To achieve this, the auditor should review the management accounts before the audit commences so as to enable him to determine the extent, nature and timing of the required substantive audit tests programme.

(b)
DURING AUDIT STAGE- analytical review being part of substantive audit test will be used by the auditor during the course of an audit to detect material variations from the budgeted results.  The objective of the test at this stage is to reduce the possibility of detection risk to the barest minimum.

(c)   FINAL STAGE- The objective of the test at this stage is to deduce the reasonableness of the client’s financial statements so as to assist the auditor in forming an overall opinion on the truth and fairness view given by the client’s financial statements.    The results of analytical review at this stage should not be regarded on their own as being conclusive to enable an auditor qualify his opinion, but should be regarded as persuasive audit evidence to assist the auditor in identifying areas that will need further investigations.   It is not the objective of analytical review tests and procedures to detect unusual material variations at the final stage as these ought to have been detected during the course of the audit.  However, if they are established at the final stage, it is advisable to reperform the original substantive audit tests earlier performed.
EXAMINER’S COMMENT
Areas covered by this question include factors taken into consideration before using statistical sampling technique, conditions needed before statistical sampling techniques can be used, meaning of analytical procedures and three stages in the audit process where analytical procedures can be applied.  Very few candidates that attempted this question had difficulty in scoring pass marks which was due to inadequate preparation and non-coverage of the syllabus for the Examinations.

SOLUTION 6
(a)
INTERNAL AUDIT 


An independent appraisal functions as a service to all levels of management for the review of internal control system.      It functions by evaluating, assessing and evaluating controls, financial and otherwise as a contribution to the effective use of resources.






     
(b)(i)
AREAS OF COMMON INTEREST
(a)
Both auditors are interested in ensuring that the client has effective control systems in operation.

(b)
Both auditors give their opinion as to the reliability of financial statements.

(c)
They are usually guided by similar accounting standards and professional ethics.

(d)
They are both interested in the safeguard of assets of the organization     
(b)(ii)
AREAS OF WORK OVERLAP
· Circularisation of debtors and creditors

· Cash count exercise

· Materiality limit settings

· Sample size determination

· Stock count exercise

· Bank letters

· Verification of tangible assets

· Preparation of schedules


(c)
FACTORS TO TAKE INTO CONSIDERATION BY EXTERNAL AUDITOR IN RELYING ON THE WORK OF THE INTERNAL AUDITOR

(a) Report

The external auditors should consider the quality of reports of internal audit as to management and review the action taken thereon by management

(b) Due professional care

The audit as operational standard requires audit as whether internal or external, to plan, control, record and review the work.   In this regard, the external auditors should consider the extent to which the internal auditors work has been planned, controlled, recorded and reviewed.

(c) Qualifications and Experience

The external auditor should consider and review the qualifications and experience of the internal audit department staff with particular emphasis on the head of department.

(d) Degree of Independence

The external auditors should review whether the internal auditor has access to the highest level of authority in the establishment and whether the internal auditor performs audit tests and procedures he considers necessary.

(e) Resources 

The external auditors should review and be satisfied with the amount of resources available to the internal audit in terms of human, audit time and access to compute facilities.

(f) Audit scope

The external auditors should review and be satisfied with the internal auditor’s terms of reference as defined by management so as to ensure that there were no limitations.
EXAMINER’S COMMENT
Definition of Internal Auditing, Internal and External Auditors’ common Interests and work overlap, and factors which should be considered by the external auditor in determining his level of reliance on Internal Auditor’s work was examined.  Most candidates that attempted the question could not score encouraging marks as a result of inadequate preparation for the examinations and illucid presentation of answer to the questions.
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EXAMINATION NO:………………….……………

ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA
ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – MARCH 2011
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.
The elements in the wage procedure include the following EXCEPT
A. Time reconciliation

B. Gross pay calculation

C. Labour Wage Variance Analysis

D. Payroll and Payslip Preparation

E. Wage payment

2.
The process of cost apportionment is carried out in order that

A. Common costs are evenly shared among cost centres

B. Cost units gather overheads as they pass through cost centres

C. Whole items of cost can be charged to cost centres 

D. Costs are allocated to cost centres

E. Costs may be controlled.

3.
Prime cost is

A. Total of direct costs

B. Total of indirect costs

C. Total production costs

D. Total of direct material costs and direct labour costs

E. The cost  of operating a department

4.  
The main objectives of material pricing are

(i) To provide a satisfactory basis of valuation of inventory on hand

(ii) To ensure price stability in period of inflation

(iii) To minimise balance of holding and ordering costs

(iv) To charge to production on a realistic basis the costs of materials used

A. (i), (ii), and (iii) 

B. (i), (iii) and (iv) 

C. (ii), (iii) and (iv) 

D. (i) and (iv) 

E. (iv) only

5.
Labour turnover ratio is usually expressed by 

A.
Number of employees replaced divided by average total number of employees in the period

B
Average total number of employees in the period divided by the number of employees replaced

C.
Number of employees employed in a period multiplied by 100

D.
Number of employees that went on vacation divided by the number of employees that replaced them 

E.
Average total number of employees replaced divided by 100.

6.
The basic cost accounting method applicable where work consist of separately identifiable contracts, jobs or batches is 


A.
Process Costing

B.
Absorption Costing 

C.
Specific Order Costing

D.
Batch Costing

E.
Contract Costing

7.   
Abnormal loss would occur for the following reasons EXCEPT
A.   Plant breakdown
B.   Unexpected defects in materials
C.   Inefficient working
D.   Industrial Accident
E.   Nature of the production process

8. A company’s demand per annum is 56,000 units, number of orders placed is 20, the ordering cost per order is N50, and the unit price is N8.  The annual stock holding cost per unit is N0.50k.  What is total carrying cost of stock?

A. N11,200

B. N 22,400

C. N 8,000

D. N 28,000

E. N 5,600

9. In JIT production, ONE of the following adds value to the product while the rest add cost


A.

Inspection Time

B.
Processing Time


C.
Queuing Time

D.
Transport Time

E.
Storage Time

10.
What is the difference between the actual variable overheads incurred and variable overheads absorbed?

A.      Variable overhead efficiency variance

B. Variable overhead expenditure variance

C.     Variable overhead total variance

D.      Variable costs variance

E.     Variable overhead volume variance

PART II  
SHORT-ANSWER QUESTIONS (30 MARKS)

1.
The excess of a defined activity level (quantities) over the breakeven point (qualities) is referred to as……………………………..

2.
The collection of cost data in some organised way through the means of an accounting system is termed…………………………….

3.
The way in which total costs or cost per unit are affected by changes in the level of activity is known as……………………………..

4.
What is the method of cost classification used where the physical feature or characteristics of cost items are used for classification?

5.
A feature of good coding system where codes are expected to be of equal length and of the same structure is……………………………..

6.
A type of cost containing both fixed and variable components and which is thus partly affected by a change in the level of activity is termed............................ 

7.
Define the term “Overhead Absorption Rate”

8.
The following information relate to a component:  Opening Stock on 1st February is 1,000 units at ¢4 each, Receipts on February 5 is 600 units at ¢4.50 and that of February 10 is 1,800 units at ¢4.25.  Calculate the price at which issues of 2,500 units made on February 15 will be charged to production using weighted average pricing method.

9.
What is the basis of overhead apportionment of Factory Power between cost centres?

10.
A situation whereby production is charged with more overhead costs than have actually been incurred is termed………………………………

11.
An approach to the costing and monitoring of activities which involves tracing resource consumption and costing to final outputs is known as………………………………………
12.
A single comprehensive accounting system with no division between financial and cost accounting is known as………………………………

13.
If fixed costs are L$200,000, selling price per unit is L$10 and variable cost per unit is L$6, determine the minimum quantity to be produced and sold in order to avoid loss.

14.
JB Construction Limited undertakes a contract which is 80% complete as at year end.  The following data are extracted from the company’s books:  Contract Price N300,000, value of work certified N250,000, Cost of Work Certified N200,000, and Progress Payment received N140,000.  Calculate the profit to be taken on the contract at the year end.

15.
In Just In Time (JIT) Production, Thoroughput Time = ……………………

16.
What are the TWO broad groups of cost behaviour patterns?

17.
What are the TWO distinct bases of employee remuneration? 

18.
Which type of stock costs are associated with ‘interest on capital invested in stock and storage charges, rent, cooling, heating and lighting?

19.
In cost accounts, remunerations paid in respect of overtime, idle time and Shift premium are frequently analysed and classified as………………….

20.
The difference between sales and marginal cost of goods sold is called…………………………………

21.
The costing technique which demonstrates the relationship between cost, selling price and volume is known as…………………………….

22.
A situation where the managers obtain budgets larger than they required so that they can keep within the budget or for them to be seen as being able to efficiently contain their costs is referred to as……………………….

23.
What is the term used to indicate the actual cost of any change from the standard labour rate of remuneration?

24.
Products that have a minor sales value and that emerge incidentally from the production of the major products are known as………..……………..

25.
The level of stock at which the actual quantity of stock held should not fall below, under normal business condition, is known as …………………..

26.
Find EOQ from the following details:  the demand is 5,250 per annum, the ordering cost is Le140 per order, unit cost is Le12 and carrying costs are 10% per annum.

27.
Labour costs become purely variable when workers are paid on a…………………………..basis.

28.
What is the type of budget which is designed to remain unchanged irrespective of the output or turnover actually attained?

29.
What are the TWO main approaches to solving the problems that arise from valuation of Work-in-Progress in process costing?

30.
A technique which seeks to show in a reasonable manner the relative worth of jobs is termed………………………….

SECTION B

Attempt any Four Questions (60 Marks)

QUESTION 1
Give a short explanation of the following terms under Cost Reduction techniques:-

(a)
(i)
Work Study


(ii)
Method Study


(iii)
Work Measurement


(iv)
Value Engineering


(V)
Value Analysis




                  (10 Marks)

(b)
Give an outline of a good Cost Reduction Process 

      (5 Marks)









                (Total 15 Marks)
QUESTION 2

Kesterlane Limited has three production departments namely Spinning, Weaving and Finishing.  It also has two service departments, Administration and Store.  The overheads applicable to each department following allocation and printing apportionment are:

	DEPARTMENT
	N

	Spinning
	325,000

	Weaving
	280,000

	Finishing
	400,000

	Administration
	85,000

	Store
	70,000

	TOTAL
	1,160,000


(a)
It is the policy of management to charge store with 20% of Administration costs and charge Administration with 25% of stores costs.
Required:

Using the continuous allotment method, compute the adjusted notional overheads for the TWO departments.  (Round up figures to the nearest whole number)





                                                              (10 Marks)
(b)
It is also the policy of management to apportion Administration and Stores Overheads over the three production departments using the following percentages:

	ADMINISTRATION
	STORE
	SPINNING
	WEAVING
	FINISHING

	       -
	20%
	40%
	20%
	20%

	     25%
	-
	20%
	25%
	30%


Required:

You are required to apportion the notional overheads for Administration and Stores computed in (a) above over the three production departments. 
                                                                                                                
       (5 Marks)


     



                                      (Total 15 Marks)
QUESTION 3

(a)
Define Cost Accounting





     (2 Marks)

b)
Enumerate FIVE purposes of cost accounting

                (5 Marks)

(c)
Differentiate between Costing Method and Costing Technique    (4 Marks)

(d)
List FOUR ways cost accounting function could be of help to management function


  
                                                (4 Marks)

                                                                                          (Total 15 Marks)      
QUESTION 4

Germare Limited manufactures paints through three processes.  The following relates to process 2 for one accounting period.  Process 2 receives units from process 1 and after processing transfers them to process 3.

At the beginning of the year there were 12,000 units partly completed which had the following value 

	
	              L$
	Percentage of completion

	Input Material (From Process 2)
	123,000
	100

	Material Introduced
	84,000
	60

	Labour 
	48,000
	45

	Overheads
	36,000
	40


At the end of the period, the closing WIP was 9,000 units which were at the following stages of completion:

	Input Material
	100%

	Material Introduced
	50%

	Labour
	45%

	Overheads
	40%


The balance of 67,500 units were transferred to Process 3.  However, during the year, 64,500 units were transferred from process 1 at a value of N697,500 and other costs are

	
	     L$

	Material Introduced
	360,000

	Labour
	292,500

	Overhead
	273,000


(a)
You are required to calculate
(i)
the value of units transferred to process 3                     (8 Marks)

(ii)
the value of WIP                                                               (2 Marks)

 (b)
Prepare the Process Account using either
(i)
the FIFO method; or





(ii)
the average Cost method


       (5 Marks) 






          
             (Total15 Marks)
QUESTION 5

The following data relate to the budget and actual results of a firm which makes and sells a single product
and which employs standard marginal costing.


	 
          
	Budget
	       Actual

	Production
	10,000 units
	   10,000 units

	Sales
	10,000 Units
	   10,600 Units

	
	     N                             
	             N            

	Sales
	180,000
	        180,200

	Less:
	
	

	Standard Marginal Cost:
	      N                  
	           N

	Materials
	  10,000
	        11,600

	Labour
	  60,000
	 63,000

	Variable overheads
	  80,000
	 83,000

	
	150,000
	157,600

	Contribution
	  30,000
	  22,600

	Fixed Costs
	  15,000
	  15,600

	Budgeted Profit


	  15,000
	   7,000

	Standard Cost Card for the product is as follows:
	
	

	
	  N
              
	

	Materials 5kgs @ N0.20 per kg
	1.00
	

	Labour 4 hrs @ N1.50 per hr
	6.00
	

	Variables overhead 4 hrs @ N2.00 per hr
	8.00
	

	Standard Marginal Cost
	  15.00
	

	Standard Contribution
	3.00
	



During the period material usage was 55,000kgs and 41,300 labour hours   were worked.


You are required to calculate:
(a)
Sales Variances





                   (3 Marks)

(b)
Direct Materials Variances                                                                     (3 Marks) 

(c)
Direct Labour Variances 



                               (3 Marks)                               

(d)
Overhead Variances
                                                                               (3 Marks)  

(e)
Operating Profit Variance





       (3 Marks)                                                       

                                                                                 (Total 15 Marks)

QUESTION 6
     







      


An organisation manufactures three brands of a product.  The present annual income from these are:

	
	A
	     B
	      C
	      TOTAL

	
	¢
	      ¢
	              ¢
	           ¢

	Sales
	150,000
	120,000
	180,000
	450,000

	Variables Costs
	90,000
	75,000
	105,000
	270,000

	Contribution
	60,000
	45,000
	75,000
	180,000

	Fixed Costs
	51,000
	54,000
	60,000
	165,000

	Profit /(Loss)
	9,000
	(9,000)
	15,000
	15,000

	
	
	
	
	


The organisation is concerned about its poor profit performance and is considering whether or not to cease selling Brand B of the product.  Selling prices cannot be raised or reduced without adversely affecting net income.  ¢15,000 of the Fixed Cost of B are direct fixed cost which would be saved if production ceased.  All other fixed costs would remain the same.

Required:
(a) Should the Company drop the sales of Brand B?                                 (2 Marks)

(b) If it is possible to use the resources released by stopping production of Brand B and switch to producing a new brand D which would sell for ¢150,000 and incur variable costs of ¢90,000 and extra direct fixed costs of ¢18,000.  Will your earlier decision in (a) above remain the same?
                                                                  
       (6 Marks)

(c)
State THREE non-quantifiable factors that the management of this                                                                                 organisation should consider?
                                                       (3 Marks)

(d)
A company is considering closing down its factory for one year because it is operating at 45% capacity.  The demand is expected to increase after the one year closure.  The following data were given:-

	
	   ¢

	Sales Value at 45% Capacity
	360,000

	Marginal Cost of Sales @ 45% capacity
	240,000

	Fixed Costs
	300,000


If the factory is closed, fixed costs of ¢120,000 will remain.  The cost of closing down the operation is ¢30,000

Required:
What is the best course of action to be taken?



       (4 Marks)










      (Total 15 Marks)

PART I    MULTIPLE CHOICE QUESTIONS

1. C

2. A

3. A

4. D

5. A

6. C

7. E

8. E

Carrying Cost or Holding Cost  =  [image: image2.png]=00



 x Holding Cost per unit

EOQ = [image: image4.png]Demand
No of Orders



          =
[image: image6.png]56,000
Y



     = 2,800 units

 [image: image8.png]


Holding Cost =  [image: image10.png]


  x 8 x .50  =  N5,600.00

9. B

10. C
EXAMINER’S COMMENT
These were ten (10) simple straightforward questions.  For each question, five (5) answers are suggested of which only one is correct.  Very many candidates performed badly in this part
SHORT ANSWER QUESTIONS

1. Margin of Safety
2. Cost Accumulation

3. Cost Behaviour
4. Nature Classification or, Element of Cost
5. Uniformity

6. Semi-variable Cost or Semi-fixed or Mixed Costs

7. A predetermined rate separately calculated for each cost centre

8. [image: image12.png](600units x34.50) + (1,800units x 34.25) + (1,000 units x34.00) _

(600+1,800 +1000) 422




 

9. Effective horse power, kilowatts or volume

10. Overhead over-absorption or overabsorbed overhead

11. Throughput Accounting

12. Interlocking or Non-integrated Accounting System

13. 50,000 units

14. [image: image14.png]N18,667 or M18,666.67




Workings:
[image: image16.png]> x Notional Profit x ——o2re=s Payments
; alus of Work Cortiriod





       =
[image: image18.png]140,000

- x (250,000 — 200,000)x = N18,666.67




15. Throughput time = Value – Added Time + Non-value Added Time

16. Variable Cost and Fixed Cost

17. Time related (or Time based) and Output related (or Performance Based)

18. Holding or Carrying Costs

19. Indirect Wages or Overheads

20. Contribution

21. Marginal Costing or Direct Costing

22. Budgetary Slack

23. Direct Labour Rate Variance

24. By-products

25. Minimum Stock Level

26. EOQ = [image: image20.png]70Cc _ JTEET0x 180

1,106.80units or 1107units
e > o010




27. Piece Rate

28. Fixed Budget
29. FIFO and Average Cost Methods/Weighted Average

30. Job evaluation

SOLUTION 1
(a)

i)
Work Study
Work Study is the application of systematic analysis to the work of men and machines in order to improve methods and establish proper time value for that work.

It investigates every aspect of existing and proposed work to find best way of performing tasks.

 
It comprises method study and work measurement

ii)
Method Study
This is the breaking down of production operations and procedures into their component elements to enable the systematic analysis of these with the ultimate objective of securing a more effective use of materials, manpower; plant and equipment.


The objective is to make improvements through working procedures.

iii)
Work Measurement
This establishes the time that is required for a qualified worker to fulfil a specific assignment at a defined level of performance.

Work measurement aims at making improvements in the labour planning and control and through incentive schemes in the manning of an organization.
It can also help to ascertain a balanced allocation of manpower resources between the various stages in the production of a good or service.

iv)
Value Engineering
An analytical technique designed to examine all the facets and costs of a product.  This is to determine whether or not any item of cost can be reduced or eliminated while retaining all functional performance and quality requirements.

v)
Value Analysis
This is used to examine the function of a product.  The aim is to consider the relationship of design to the function and material input necessary to achieve the utility expected from the product.  The overall purpose is to achieve the lowest possible overall cost.

(c) Outline of a Good Cost Reduction Process

i)
Analysis – every activity can be analysed into a number of separate steps.

ii)
Examination – each activity is examined in some details to establish whether it is vital, secondary or unnecessary.

iii)
Developing Solutions – development of possible solutions will be the outcome of the detailed analysis and examination

iv)
Selecting a Solution – the choice between several solutions will depend on numerous factors including company policies

v)
Obtaining agreement – the final agreement to the selected solution has to be obtained by the analyst.

EXAMINER’S COMMENT

Cost Reduction Technique and Terminology. Just about half of the candidates attempted the question and only about 20% of them scored pass marks as the majority of them displayed poor or confused knowledge of the topics.
SOLUTION 2
KESTERLANE LIMITED

OVERHEAD APPORTIONMENT USING CONTINUOUS ALLOTMENT METHOD
	                        ADMINISTRATION
	                               STORE

	   Amounts Alloted

    N

85,000

21,750
1,088

    55

      3


107,896
	Workings

(20% of 85,000)


21,750

(20% of 21,750)


  1,088

(20% of 1,088)


       55

(20% of 55)


          3

(20% of 3 is insignificant
	Workings
70,000

17,000
87,000
(25% of 87,000)
4,350
(25% of 4,350)

           218
(25% of 218)

             11

  (25% of 11)
	    Amounts Alloted
      N

70,000

17,000

4,350

  218

    11

91,579



b.     SECONDARY APPORTIONMENT

	Original Allotment

Notional Overheads for Admin pportioned

Notional Overheads for Store apportioned

	ADMIN
85,000

(107,896)

22,896

NIL


	STORE
70,000

21,579

(91,579)

Nil


	SPINNING
325,000

43,159

18.315

386,474


	WEAVING
280,000

21,579

22,896

324,475


	FINISHING
400,000

21,579

27,472

449,051




EXAMINER’S COMMENT

Apportionment of service department overheads to production departments.   About 75% of the candidates attempted it, out of which less than 50% of them scored pass marks.  Many candidates wasted useful time on computations that was uncalled for.

SOLUTION 3
a
“Cost Accounting is the application of accounting and costing principles, methods and techniques in the ascertainment of cost and the analysis of savings and or excesses as compared with previous experience or standard”. (CIMA terminology)

b
i.
To assist in setting standards of performance and to provide feedback information for control purposes.

ii.
To analyse and classify the cost incurred in production process or service delivery.


iii.
To assist in the determination of cost of stock of materials included 
in financial statement.

iv.
To help in determining the viability or profitability of new project through budget preparation.

v.
To help in deciding whether to buy from outside or produce internally.

c.      (i)
Costing methods:- These are systems of collating and presenting   costs for the purpose of product costing.  The broad costing methods include Specific Order Costing and Continuous Operation Costing.

(ii)
Costing Techniques:- These are the approaches or principles devised to suit the manner which it is decided to present information to management.  These approaches are full absorption costing and marginal costing.

d.
i.
Policy formulation


ii.
Planning


iii.
Control


iv.
Decision making

EXAMINER’S COMMENT
Cost Accounting terminology, meaning and objectives. Not less than 95% of candidates attempted it, while just about 40% of them scored average marks
SOLUTION 4
(a)
Calculation of equivalent units


Using FIFO Method

	Transferred to Process 3

Closing WIP

Opening Stock

Total Effective Units

Costs
	Input

Material

67,500

9,000

(12,000)

64,500
N697,500
	Material Introduced

67,500

4,500

(7,200)

64,800
N360,000
	Labour

67,500

4,050

(5,400)

66,150
N292,500
	Overhead

67,500

3,600

(4,800)

66,300
N273,000


Cost Per Unit  =  [image: image22.png]Costs
Total Ef fective Units






=  [image: image24.png]$697.500
64,500



               [image: image26.png]§360,000
63,800



               [image: image28.png]§292,500
66,150



               [image: image30.png]§273,000
66,300






=   N10.81
        N5.56

N4.42

     N4.12

ii.
Closing Stock Valuation for 9,000 units Value of work in progress
	Input Materials

Material Introduced

Labour

Overhead
	9,000  x  N10.81

4,500  x  N5.56

4,050  x  N4.42

3,600  x  N4.12
	N
97,290

25,020

17,901

14,832

N155,043


b (i).
Process 2 Account (FIFO)

	Opening WIP

Transfer Process 1

Material Introduced

Labour

Overhead
	Unit

12,000

64,500

76,500
	
	Value

N
291,000

697,500

360,000

292,500

273,000

1,914,000
	Transfer to Process 3

Closing WIP
	Unit

67,500

9,000
	26.059

17.227
	Value

N
1,758,957

155,043

1,914,000


b (ii)
Weighted Average Method

PROCESS 2 ACCOUNT

	Opening WIP

Transfer Process 1

Material Introduced

Labour

Overhead
	Unit

12,000

64,500

76,500
	
	Value

N
291,000

697,500

360,000

292,500

273,000

1,914,000
	Transfer to Process 3

Closing WIP
	Unit

67,500

9,000
	25.996

17.697
	Value

N
1,754,727

159,273

1,914,000


Note:  Value of units transferred to process 3 is a balancing figure (i.e between total cost N1,914,000 and value of closing W.I.P, N159,273.

Opening W.I.P value=N(123,000 + 84,000 + 48,000 + 36,000 =  N291,000

Calculation of Equivalent Units

	Finished Goods

Closing Stock

Effective Prod.Units

Costs

Open WIP Cost

Cost per unit

Closing WIP 

Material Input
	Input Material

67,500

9,000

76,500
N697,500

123,000

N820,500
N820,500
76,500

    =N10.73
	Material Introduced

67,500

4,500

72,000
N360,000

84,000

N444,000
N444,000
72,000

N6.17
	Labour

67,500

4,050

71,550
N292,500

48,000

N340,500
N340,500
71,550

N4.76
	Overhead

67,500

3,600

71,100

N273,000

36,000

N309,000
N309,000
71,100

N4.35
	


Closing WIP Valuation

	Material Input

Material Introduced

Labour

Overhead
	100% x 9,000 x N10.73

50%  x  9,000 x  N6.17

45%  x  9,000 x N4.76

40%  x  9,000 x N4.35
	N
96,570

27,765

19,278

15,660

159,273


EXAMINER’S COMMENT
Process Costing Accounts preparation involving valuation of Work-In-progress based on either FIFO or Average Cost methods.  This was the least attempted question on the paper.  It was attempted by less than 40% of the candidates.  Performance was generally poor as it was clear that the majority had not grasped the concept of Equivalent units in Process Costing.

SOLUTION 5
	Sales Variances
5 (a)  Budgeted Sales (Value)

          Actual Sales (Value)

         Sales Variance

Selling Price Variance
         Actual Qty at Actual Selling Price

                                      10,600  x  N17                 =

         Actual Qty at Budgeted Selling Price

                                      10,600  x  N18                 =

         Selling Price Variance

Sales Volume Variance
         Actual Qty at Budgeted Selling Price

                                      10,600 x  N18                 =

      Budgeted Qty at Budgeted Selling Price

                                      10,000  x  N18                 =
	N
180,000

180,200

200

180,200

190,800
(10,600)
190,800

180.000

10,800
	Favourable

Adverse

Favourable


	(b)  Direct Material Variances
        Actual Qty at Actual Price  

        Actual Qty at Std Price

          =  (55,000 x N0.20)

        Std Qty at Std Price

          =  (10,000 x 5 x N0.20)
	11,600

11,000

10,000
	Price Variance

(N600 )Adv

(N1,00) Adv
	∂
	Direct Material

Cost Variance

= N1,600 (Adv)


Direct Labour Variances
	Actual hrs at actual rate               N63,000

Actual hours at std rate                 N61,950

41,300 x N1.5

Standard hrs at Standard Rate

10,000 x 4 x N1.5                        N60,000
	Rate Variance

(N1,050) Adv

Efficiency Variance

(N1,950) Adv
	∂
	Direct Material

Cost Variance

= N3,000 (Adv)


Variable O/H Variances
	Actual Variable O/H

Actual Labour Hrs x Variable

Overhead Absorption Rate

41,300 x N2

SHP (i.e 4hrs per unitX

V.O.A.Rate x N2

10,000 x 4 x N2
	  83, 000

N82,600

N80,000
	∂
	Expenditure

Variance

N400 Adv

Overhead Efficiency Variance

N2,600  Adv
	∂
	Variable O/H Variance

N3,000  Adv


	Budgeted Fixed Overhead – Actual Fixed O/H =  N15,600 - N15,000  =  N600  Adv

Operating Profit Variance  =  Budget Profit  -  Actual Profit

                                              =  N15,000 - N7,000  =  N8,000  Adv


EXAMINER’S COMMENT
Computation of Variances of Actual from Budget based on Standard Marginal Costing technique.   About 50% of the candidates attempted the question, while only about 20% of them scored above average.

SOLUTION 6
a)
Contribution Margin’ Statement for B

	Sales

Less:  Relevant Costs

          Variable cost

          Direct Fixed Cost

Present Contribution to Company`s profit
	                  N
75,000

15,000
	                N
120,000

90,000

30,000


OR

Alternatively, by stopping production of B, the consequences would be a fall in profits:

	Loss of Contribution

Less

Savings in Fixed Costs

Incremental Loss
	                     N

120,000

75,000
	                  N
(45,000)

  15,000

(30,000)


Decision:  Brand B should continue to be produced

(b)
The Decision will be to ascertain the option that will give a higher benefit to the organisation.

Contribution Margin Statement

	
	          B
	         D

	Sales

Less: Relevant Costs

         Variable Cost

         Direct Fixed Cost

Contribution
	N
75,000

15,000
	N
120,000

90,000

30,000
	N
90,000

18,000
	N
150,000
108,000

  42,000

	Incremental Profit  =  N(42,000 – 30,000)  =  N12,000


Decision:  It would now be more profitable to shut down production of B and switch resources to making Brand D, in order to boost total profits by N12,000 to N27,000.

c)
The following non-quantifiable factors should be considered by the management of this organisation:

1.
The extent to which demand for other products can expand to use the capacity vacated by the product being discontinued.

2.
Pricing policy.  Is the product in the introduction stage and therefore priced low to help it become accepted?

3.
The effect on demand of other products if a particular product is no longer produced should be taken into account.
4.
A product may be retained if it is providing a contribution, though may be small.

5.
Risk of loss of company’s share of market during the period of temporary closure.

6.
Risk of loss of skilled staff during the one year shutdown.

7.
Legal/financial implication of any existing contract with existing customers/suppliers

d)
CONTINUING OPERATION
	Sales

Less:  Marginal Cost of Sales

Contribution to Fixed Cost

Less Fixed Costs

Net Loss
	N
360,000

240,000

120,000

300,000

(180,000)

	TEMPORARY CLOSURE

	Fixed Expenses

Closing down cost

Total Cost of closure
	N
120,000

30,000

(150,000)



Decision:  It will minimise its losses by closing down temporarily for one year, if we ignore non-cost considerations.
EXAMINER’S COMMENT
Decision making using Relevant Costing approach.  About 80% of the candidates attempted the question and performance was poor.  Candidates based their decision on the losses incurred by brands B and D instead of their contributions to the company’s profit.  They were also unable to mention the non-quantifiable factors that the company need to consider along with quantitative parameters.
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ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA
ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – MARCH 2011

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 
1. Tax deducted at the source of earning income is known as:

A. Withheld tax

B. Withholding tax

C. Gains tax

D. Income tax

E. Source tax

2. The Corporate tax rate on a profit of a company is at?

A. 30%

B. 35%

C. 25%

D. 20%

E. 40%

3.
Loss incurred by a tax payer in the year of assessment is called

A. Carry forward loss

B. Business loss

C. Current year loss

D. Recoupable loss

E. Certain year loss

4.
The following services are exempt from VAT (GST) EXCEPT  

A. Exported Services

B. Medical Services

C. Plays and Performance conducted by educational learning Institution

D. Legal Services

E. Services rendered by Microfinance Banks.

5.
The VAT charged on Vatable goods and services sold is called 

A. Input VAT

B. Inward VAT 

C. Outward VAT

D. Output VAT

E. Purchases VAT

6.
Tax levied directly on the person who is expected to pay the tax is called

A. Indirect tax

B. Company tax

C. Direct tax

D. Transfer tax

E. Personal Income tax

7.
Relevant Tax Authority is
A. A relevant Authority

B. The Revenue Board that has mandate to assess and collect tax

C. A tax department

D. A Revenue Board

E. Government authority

8.
Board of Internal Revenue is responsible for the assessment and collection of tax for:

A. The Federal(Central) Government

B. The Local Government

C. The State Government

D. Ministry of Finance

E. The Central Bank

9.
Which of the following is an example of indirect tax?

A. Personal Income Tax

B. Capital Gains Tax

C. Corporate Profit Tax

D. Excise Duty Tax

E. Gift Tax

10.
Residency in taxation means

A. Residence of the tax authority

B. The place where the tax payer generates taxable income

C. Residence of the Revenue Board

D. Place of the tax Assessor

E. Residence of the government

PART II     SHORT-ANSWER QUESTIONS (30 Marks)

1.
Incomes of partners newly admitted to partnership are brought to tax on preceeding year basis.  True or False
2.
Roll over relief is available for goodwill.  True or False?
3.
Define the term earned income.
4.
Give TWO benefits derivable from self assessment scheme.
5.
List TWO expenses that are NOT deductible against profit for tax assessment.
6.
The administration of income tax laws in your country is vested in....................

7.
State the perspective of tax base when tax is classified according to what is being taxed.
8.
Define chargeable assets in relation to Capital Gains Tax.
9.
State the basis of assessment of investment income.
10.
Name TWO Vatable Persons.
11.
List TWO services exempt from Value Added Tax.
12.
Dividend received by a company after deduction of withholding tax is regarded as....................................
13.
The right of election is vested in the tax payer under commencement rules while such right is vested in the tax authority under............................... 
14.
An objection notice is valid if such notice is made within......................days of the receipt of notice of assessment.
15.
Assessment that is raised to replace an original assessment is called?
16.
State the circumstances in which the partners in a partnership will NOT be entitled to interest on capital or salaries.
17.
Unearned income is....................................... 

18.
What is the year immediately before the year of cessation?

19.
What is the penalty imposed on a Vatable Person that fails to register for VAT

20.
Withholding tax is charged on dividends and interest paid to a non-resident person at...............................rate.

21.
The relevant tax authority in charge of withholding tax is...................................
22.
TWO examples of allowable donations under the Companies Income Tax are..............................and..............................

23.
Give TWO categories of tax Assessment

24.
Partnership business is subjected to tax under..............................tax

25.
What is benefits-in-kind?

26.
What is pension?

27.
Disabled Relief for individuals’ assessable income is.................................
28.
Under Life Assurance Premium the allowance allowed is.............................
29.
What is balancing allowance?
30.
The relevant tax authority has power to distrain in order to recover tax due and unpaid.  True or False

SECTION B  -  Attempt any FOUR questions (60 Marks)

QUESTION 1

Prince Hallen commenced business on 1st January 2006 making up accounts to 31st December each year.  He trades in household items and fittings.  He is married with a wife and five children; three of which are married.  His accounts show adjusted profits as follows:

	1/1/06 – 31/12/06
	66,000

	1/1/07 – 31/12/07
	120,000

	1/1/08 – 31/12/08
	24,000


You are required to calculate:

(i) The assessment which will be raised for the relevant years taking cognisance of his right of election 



      

       (5 Marks)

(ii) His tax liability for the relevant tax years if the income from the trade is the only income earned by the Prince.


              
      (10 Marks)

      (Total 15 Marks)
QUESTION 2

Gbekuba Limited bought a house in 2005 for N4,200,000.  Letting and acquisition expenses incurred amounted to N210,000.  In May 2009, the company sold the house for N7,350,000 and the incidental expenses are as follows:

	
	          N
	

	Agent’s commission
	105,000

	Solicitor’s fees
	84,000

	Advertising
	31,500

	Accountant’s fees
	105,000

	Income Tax on rent collected by Estate Agent
	63,000

	Valuation fees
	210,000


Gbekuba Limited also sold for1,050,000 on 30th September 2009, National Government Securities which cost N840,000 in 2005.  The incidental sales expenses totalled N52,500

Required:

Compute the capital gains tax payable by Gbekuba Limited.                      (15 Marks)

QUSTION 3                   
  3(a)   There are basic principles underlying a good tax system.



Explain briefly FIVE of such principles



       (5 Marks)
  (b)
State TWO features that distinguish tax from other public charge

       (2 Marks)

  (c)
Distinguish the following:


(i)
Tax Policy and Tax Law


(ii)
Tax Evasion and Tax Avoidance


(iii)
Tax Elasticity and Tax Effect


(iv)
Tax Base and Tax Rate


                               (8 Marks)

                                                                                                      (Total 15 Marks)
QUESTION 4

Kwame, Addoz and Efaal who are in partnership have agreed to share profits and losses in the ratio of 2:2:3 respectively.  During the year ended 31st December 2009, their books showed adjusted loss of ¢310,000 after accounting for the following:
	
	   Kwame
       ¢
	   Addoz
      ¢
	   Efaal
     ¢

	Salaries
	100,000
	90,000
	140,000

	Interest on Capital
	15,000
	20,000
	18,000

	Bonus
	10,000
	12,000
	15,000

	
	
	
	

	Depreciation
	153,600
	
	


You are given the following additional information:

(i)      Kwame received ¢60,000 as gratuity from his former employment

(ii)      Kwame is married with seven children all under sixteen years of age and in various educational institutions.

(iii)      Kwame has a life assurance policy on himself attracting a capital sum of ¢150,000 but pays annual premium of ¢3,600.
You are required to compute:

(a) Each partner’s assessable income                                  
      (10 Marks)

(b) Kwame’s income tax for the relevant year of assessment       (5 Marks)

                                                                                 (Total 15 Marks)

QUESTION 5

Momibiuz & Sons has been in business for a long time.  Owing to the recent economic meltdown which is affecting his business, he is thinking of winding up his business.  But considering the right of election of the tax authority, he does not know when it will be beneficial to do so.

He makes up account to 31st December of every year.

The following are the assessable profit for the last four accounting years of operation:

	
	          L$

	Year ended 31/12/05
	124,600

	Year ended 31/12/06
	130,500

	Year ended 31/12/07
	120,000

	Year ended 31/12/08
	81,000



If he extends business operation to 31st March 2009, the business would earn L$45,000 for the three months.

Required:

You are required to advise Messrs Momibiuz & Sons on whether to cease business on 31/12/08 or 31/3/09.





                (Total 15 Marks)

QUESTION 6

Teessy Industries Limited has been making its accounts to 30th September each year but decided to change its accounting period to end on 31st December of each year.


Her records show adjusted profits for the following period:

	
	Le’000

	Year ended 30th September 2005
	390,400

	Year ended 30th September 2006
	538,880

	15 months ended 31st December 2007
	820,480

	Year ended 31st December 2008
	665,600

	Year ended 31st December 2009
	829,440


Required:

(a)
Compute the assessable profits for the relevant tax years. 

(Show your workings)                                                                            (10 Marks)                                                                                                         

(b)
Enumerate FIVE different methods of evading taxes.
                   (5 Marks)









                (Total 15 Marks)

SECTION A

PART I 
 MULTIPLE-CHOICE QUESTIONS 

1.
B
2.
A
3.
C
4.
D
5.
D
6.
C
7.
B
8.
C
9.
D
10.
B


EXAMINER’S COMMENT
The Multiple Choice Questions covered almost the entire syllabus.  It is important to know that all the candidates attempted these questions.  The general performance was satisfactory.

PART II      SHORT-ANSWER QUESTIONS 

1.
False      

2.
True

3.
Earned income in relation to any individual, is any income derived from any trade business, profession, vocation or employment exercised by hire on pension derived by him from any previous employment.                          

4.
(a)
It reduces cost of Tax collection


(b)
Bestows high degree of trust on tax payer 

(c )
Reduces longtime lag between submission of returns and service of notices of assessment

5.
(a)
Domestics or private expenses, general provision for doubtful debts   

(b) 
Depreciation of any assets 

(c )
Capital withdrawal from the trade, stamp duty, fines and penalty

6.
The State Board of Internal Revenue/Federal Board of Inland Revenue  

7.
Tax base

8.
(a)
Buildings of permanent nature


(b)
Business assets


(c )
Land


(d)
Shares of company

9.
Preceding year Basis of Assessments 

10.
(a)
A limited liability company


(b)
Sole Trader/Registered Business


(c )
An individual


(d)
A club or Society

11.
(a)
Medical services


(b)
Exported services


(c )
Religious services


(d)
Plays conducted by Educational Institutions

12.
Franked Investment Income

13.
Cessation rules/change in accounting date 

14.
30 days

15.
Revised or amended assessment

16.
When there is no partnership agreement between them and if a partner is a sleeping or dormant partner or when the partnership agreement specifically states so

17.
Income derived from rent, dividends, royalty, discounts received net of withholding Tax.

18.
Penultimate year 

19.
N10,000 for the first month in which the failure occurs and N5,000 for each subsequent month

20.
10% 

21.
Federal Inland Revenue Service/State Internal Revenue Service

22.
(a)
Donations to charitable Institution


(b)
Scholarships


(c )
ICAN Building  Fund, Donation for Sports development 


(d)
Boys scout of Nigeria, Donations to Rural & Urban development

23.
(a)
Best of Judgment 


(b)
Provisional 


(c )
Self-Assessment


(d)
Final assessment

24.
Personal Income Tax Act

25.
The non-monetary remuneration of an employee

26.
Pension is received after leaving employment where the payer has been in service for more than 10 years.

27.
10% of earned income or N3,000 whichever is lower

28.
Premium paid is allowed 

29.
Balancing allowance occurs where the sale proceed on disposal of qualifying capital expenditure is less than the tax written down value.

30.
True

EXAMINER’S COMMENT
These questions touched all aspects of the syllabus; but the general performance was below average.  The candidates should be advised to study and understand all topics in the syllabus so as to enhance their overall performance
SECTION B  

SOLUTION 1

	Y.O.A
	BASIS PERIOD
	ASSESSABLE PROFIT

	
	
	N

	2006
	1/1/06-31/12/2006
	66,000

66,000

	2007
	1/1/06-31/12/06
	

	2008
	1/1/07-31/12/07
	120,000

	
	
	186,000

	
	
	24,000

	RIGHT OF ELECTION

	
	
	

	Y.O.A
	Basis period
	Assessable Profit

	
	
	N

	2006
	1/1/06-31/12/06
	66,0000

	2007
	1/1/07-31/12/07
	120,0000

	2008
	1/1/08-31/12/08
	24,000

	
	
	144,000


Comment:

Based on the above computation, Prince Hellen is advised to exercise its right of election.

(ii)


Prince Hellen

	Computation of Tax liability for the Relevant Tax years.

	Tax Year
	
	

	2006
	N
	N

	Earned Income: Profit for year ended 31/12/06
	
	66,000

	Less Reliefs:
	
	

	Personal Allowance (20% x 66,000)+ N5,000
	18,200
	

	Children Allowance- 2x 2,500
	5,000
	(23,200)

	Taxable Income
	
	42,800

	Tax liability:
	
	

	1st N30,000 @5%
	1,500
	

	Balance N12,800 @10%
	1,280
	

	Tax Liability
2,780
	

	
	
	

	
	
	

	
	N
	N

	2007
	
	

	Earned Income
	
	

	Profit for year ended 31/12/07
	
	120,000

	Less Reliefs:
	
	

	Personal allowance (20% x 120,000) + N5,000
	29,000
	

	Children allowance 2 x 2500
	5,000
	(34,000)

	Taxable Income
	
	86,000

	Tax liability:
	
	

	1st N30,000 @ 5%
	1,500
	

	Rent N30,000 @ 10% 
	3,000
	

	Balance N26,000@ 15%
	3,900
	

	Tax liability
	8,400
	

	
	
	

	2008
	
	

	Earned Income:
	
	

	Profit for year ended 31/12/08
	
	24,000

	Less Reliefs:
	
	

	Personal allowance (20% x 24,000) +5,000
	9,800
	

	Children Allowance 2 x 2,500
	5,000
	(14,800)

	Taxable Income
	
	9,200

	Tax liability
	
	

	1st N9,200 @ 5%
	460
	

	Tax liability
	460
	


EXAMINER’S COMMENT
This is a standard question on Personal Income Tax.  It also tested the candidates’ knowledge of the ‘Commencement Rule’.  About 70 percent of the candidates attempted the question.  The general performance was satisfactory.

SOLUTION 2

GBEKUBA NIGERIA LIMITED

COMPUTATION OF CAPITAL GAINS TAX FOR 2009 YEAR OF ASSESSMENT

DISPOSAL OF BUILDING

	
	N
	N

	Sales proceed
	
	7,350,000

	Less: Allowable Selling Expenses
	
	

	Agents commission
	105,000
	

	Solicitor’s fees
	84,000
	

	Advertising 
	31,500
	

	Accountant’s fees
	105,000
	

	Valuation fees
	210,000
	   535,500

	
	
	

	
	
	

	Net sales proceeds
	
	6,814,500

	Less cost of acquisition
	
	4,410,000

	
	
	2,404,500

	
	
	

	Capital Gains Tax @10% 
	
	240,450


	Disposal of Nigerian Government Securities

	
	 N

	Sales proceeds
	1,050,000

	Less selling expenses
	52,000

	
	997,500

	
	

	Less cost of acquisition
	840,000

	Capital gain
	157,500


Gains on disposal of Government securities are exempted from capital gains tax. (CGT)   

EXAMINER’S COMMENT
This is a good question on Capital Gains Tax.  About 90 percent of the candidates attempted the question.  The general performance was satisfactory.

SOLUTION 3

PRINCIPLES UNDERLYING A GOOD TAX SYSTEM
A.
CERTAINTY 
It is very vital for the tax payer to know the exact amount he / she is expected to pay, not only this,  the basis of taxation and the rate of tax applicable and the relevant tax authority he is paying to must be known.
B.
ECONOMY IN COLLECTION COST: -


One of the major principles of a good tax system is to ensure that the cost of collecting taxes should be relatively lower than the amount of tax collected.      



C.
CONVENIENCE: -

A good Tax system must incorporate a convenient method and timing of tax payment to the payers.  It must be easy to locate the tax payers.  


D.
EFFICIENCY: -

The cost incurred i.e (Compliance and administrative) must be kept lower than the revenue raised in order to avoid resentment from the tax payers especially those whose incomes are lower.  

E.
EQUITY: -

There should be fairness in principles of a good tax system in order to gain acceptability by the tax payers.  There must be vertical equity and horizontal equity.

Vertical equity is a system whereby the rich pay higher tax than the poor whilst horizontal equity is a situation which requires equal treatment to people in similar situations 







 

F.
FLEXIBLITY: -

For a tax system to serve as a veritable fiscal tool, it must be flexible.  The rate must be capable of being altered without much difficulty.

          

G.
NEUTRALITY: -

A tax is said to be ‘neutral’ if it avoids distortion of the market.   In other words a tax is neutral when it does not discriminate between different activities in the economy.









(3b)
	Tax
	Charges

	(i) It is a compulsory contribution
	(i) may not be compulsory



	(ii) It is a source of income to the government 
	(ii) May not necessarily be imposed   to collect revenue but to punish



	(iii) Not levied in return for any specific                                                    service
	(iii) Are mostly levied in return for services rendered


(3c)
	(i)Tax policy- Statement of ideas and intentions of government guiding her actions towards realization of goals set
	(i) Tax Law- Legal instrument of fiscal policy derived from adopted tax policy e.g company income Tax Act. Personal Income Tax Act e.t.c



	(ii) Tax Evasion- Deliberate and willful practice of not disclosing full taxable income so as to pay less tax. It is a criminal act.
	(ii) Tax Avoidance- An attempt to escape tax liability by circumventing the tax law.  It is not a criminal act.

	(iii) Tax Elasticity- Resultant change in tax yield due to change in tax coverage or review in tax rate
	(iii) Tax Effect: Resultant response and changes in the economy as a result of tax imposition and collection

	(iv) Tax Base – An object on which tax is imposed or charged
	(iv) Tax Rate- The proportion of the tax base that is payable as tax


EXAMINER’S COMMENT
This is a three-part theory question on Tax System which includes tax law, tax policy and tax administration.  Not less than 85 percent of the candidates attempted the question.  The major pitfall was lack of proper understanding of the features distinguishing tax from public charges.  However, the general performance was fair.

SOLUTION 4

KWAME ADOZ EFAAL

	COMPUTATION OF ASSESSABLE INCOME FOR EACH PARTNER

	
	
Kwame
	Adoz
	Efaal
	Total

	
	     N
	N
	 N
	  N

	Salaries
	100,000
	90,000
	140,000
	330,000

	Interest on Capital
	15,000
	20,000
	18,000
	53,000

	Bonus
	10,000
	12,000
	15,000
	37,000

	
	125,000
	122,000
	173,000
	420,000

	Share of adjusted profit
	(44,686)
	(44,686)
	(67,028)
	(156,400)

	Assessable Income of each partner
	80,314
	77,314
	105,972
	263,600


(b)

	COMPUTATION OF KWAME INCOME TAX LIABILITY FOR 2010 ASSESSMENT YEAR

	
	    N
	              N

	Assessable /Earned Income
	
	80,314

	Less Reliefs: 
	
	

	Personal allowance (N5,000 +20% of N80,314)
	21,063
	

	Children Allowance (N2,500 x 4)
	10,000
	

	Life Assurance
	3,600
	(34,663)

	Taxable Income
	
	45,651

	Tax Payable:
	
	

	First N30,000@5%
	
	1,500

	Balance of N15,651 @ 10%
	
	1,565

	
	
	3,065

	Kwame- 2/7 x 156,400
	
	44,686

	Adoz- 2/7 x156,400
	
	44,686

	Efaal- 3/7 x 156,400
	
	67,028

	
	
	156,400


Workings 






       N
Loss as per account





(310,000)
Less Depreciation





 153,600








         (N156,400)

EXAMINER’S COMMENT


This is a standard question on Partnership.  More than 80 percent of the candidates attempted the question.  Most candidates did not score good marks in the aspect of allowances and reliefs due to lack of proper knowledge of this aspect of the syllabus.  The general performance was below average.

SOLUTION 5

	DETERMINATION OF ASSESSABLE PROFIT

	Mombinz & Sons
	
	
	A

	If it ceased business on 31/12/08
	
	
	

	Tax year 
	Basis period
	
	Assessable Profit

	2006
	1/1/05-31/12/05
	
	124,600

	2007
	1/1/06-31/12/07
	130,500
	130,500

	
	Or1/1/07-31/12/07
	120,000
	

	2008
	1/1/08-31/12/08
	
	81,000

	
	
	
	336,100

	
	
	
	

	If it ceased business on 31/03/09
	
	
	

	Tax year
	Basis period
	
	Assessable Profit

	
	
	N
	N

	2007
	1/06-31/12/06
	
	130,500

	2008
	1/1/07-31/12/07
	120,000
	120,000

	
	Or1/1/08-31/12/08
	81,000
	

	2009
	1/1/09-31/3/09
	
	45,000

	
	
	
	295,500


The client is advised to cease trade on 31/3 /2009 since the total profit is lower
EXAMINER’S COMMENT

This is a question testing candidates’ understanding of ‘Cessation rule’.  Less than 45 percent attempted the question.  However, majority of those who attempted the question performed above average.

SOLUTION 6

Tessy Industries Ltd
Computation of Assessable profit

On a change of Accounting date

	
	Old Basis:
	Basis Period
	Assessable Profit

	
	Year of Assessment (YOA)
	
	N’000

	1
	2007
	1/10/2005- 30/09/2006
	538,880

	
	
	
	

	2
	2008
	1/10/2006-30/09/2007
	

	
	
	12/15 x N820,480
	6,56,384

	
	
	
	

	3
	2009
	1/10/2007-30/09/2008
	

	
	
	3/15xN820,480 =N164,096
	

	
	
	9/12 x N665,600 =            N 499,200
	663,296

	
	
	
	1,858,560

	New Basis:
	
	

	YOA
	Basis Period
	Assessable Profit

	
	
	N’000

	2007
	1/10/2006- 31/12/2006
	

	
	9/12 x 538,880 = N404,160
	

	
	3/15 x  N820,480 = 164,096
	568,256

	
	
	

	2008
	1/01/2007-31/12/2007
	

	
	12/15 x N820,480
	656,384

	
	
	

	2009
	01/01/2008-31/12/2008
	665,600

	
	
	1,890,240


NOTE

The practice of the Board is to assess the company on the new basis which is an aggregate assessable profit of N1,890,240, as against N1,858,560.

Thus the assessable profits are as follows:
	YOA
	Assessable Profit

	
	N

	2007
	568,256

	2008
	656,384

	2009
	665,600


(b)
DIFFERENT METHOD OF EVADING TAXES

(i) Refusing to register with the relevant tax authority

(ii) Failure to furnish a return, statement, or information or keep away required records 

(iii) Making an incorrect return either by omission or understating any income liable to tax

(iv) Refusing or neglecting to pay tax

(v) Overstating expenses so as to reduce taxable profit or income

(vi) Entering into artificial transaction

EXAMINER’S COMMENT

This is a two-part question.  Part (a) tested candidates’ understanding of the ‘Change of Accounting Date’, whilst part (b) is on methods of evading taxes.  More than 90 percent of the candidates attempted the question.  The major pitfall was the inability to identify the correct relevant tax years due to change of accounting date.  However, the general performance was above average
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       EXAMINATION NO:……………………………
ASSOCIATION OF ACCOUNTANCY BODIES IN WEST AFRICA
ACCOUNTING TECHNICIANS SCHEME

PART III EXAMINATION – MARCH 2011

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.
A ..................... is one in which product being manufactured remains stationary while workers and equipment are moved to it to provide processing.

A.
Fixed-position layout

B.
Process layout

C.
Product layout

D.
Workers and equipment layout

E.
One-product layout

2.
The following are dimensions of planning EXCEPT

A. Long-range planning

B. Tactical planning

C. Production planning

D. Corporate planning

E. Sequential planning

3.
The obligation to assign duties and responsibility to another person for carrying out specific activities is

A. Accountability

B. Delegation of authority

C. Centralization

D. Decentralization

E. Span of Control

4.
ONE of the following is NOT a source of conflict in organisations.

A.
Differences in perception

B.
Limited resources

C.
Departmentalisation

D.
Clarification of goals and objectives

E.
Violation of territory

5.
An assessment of the business characteristics of a firm or organisation with emphasis on the strengths and weaknesses of the firm or organisation is
A.
Business objectives

B.
Business Profile

C.
Business Ethics

D.
Business focus

E.
Business analysis

6.
The process of comparing an organisation’s practices and technologies with those of other organisations is known as 

A.
Benchmarking

B.
Empowerment

C.
Technological forecasting

D.
Competitive intelligence

E.
Environmental scanning

7.
A managerial approach that relies on regulation through rules, policies, supervision, budgets, schedules, reward system and other administrative mechanisms aimed at ensuring that employees exhibit appropriate behaviour and meet performance standards is

A.
Market control

B.
Cybernetic control system

C.
Clan control

D.
Bureaucratic control

E.
Noncybernetic control

8.
Which of the following concepts is best designed to build profitable relationships with target consumers?

A.
Societal marketing concept

B.
Marketing concept

C.
Production concept

D.
Product concept

E.
Target concept

9.
ONE of the strategies used to stock the products of a company in as many outlets as possible is referred to as

A.
Exclusive distribution

B.
Selective distribution

C.
Conclusive distribution

D.
Deductive distribution

E.
Intensive distribution

10.
A Manager communicating goals, inspiring and motivating employees, providing examples for people to follow and guiding people to work well together is engaging in .....................function of Management.

A.
Planning

B.
Organising

C.
Leading

D.
Co-ordinating

E.
Controlling

PART II     SHORT-ANSWER QUESTIONS (30 Marks)

1.
Characteristics of services that their quality may differ greatly, depending on who provides them and when, where and how is ...........................

2.
The compound name used for the 4Ps of marketing is..............................

3.
What is an activity or benefit that one party can offer to another that is essentially intangible and does not result in the ownership of physical item?

4.
The step in the selling process in which a sales person identifies potential customers is....................................

5.
The process of setting objectives to be accomplished in the future and outlining steps that are considered adequate to attain the projected objectives is called..................................

6.
A decision made in response to unestablished procedure is termed....................................... 

7.
The authority of members of staff over the activities of other departments as they relate to specific staff responsibilities is known as..............................................

8.
The superior-subordinate authority relationship that starts at the top of the organisational hierarchy and extends to the lowest level is..............................

9.
The system that involves overseeing the implementation of operating plans, monitoring day-to-day results and taking corrective action when required is called......................................

10.
The means of accomplishing corrective action in the operating system when it becomes apparent that actual outcomes are diverging significantly from the standards that reflect planned outcomes is ............................

11.
Financial ratios that help measure management’s ability to control expenses and earn profits through the use of organisational resources are............................

12.
The managerial approach that relies on values, beliefs, traditions, corporate culture, share norms and informal relationships to regulate employee behaviour and facilitate the achievement of organisational goals is........................... 

13.
The production process in which particular aspects of production or operation are allocated to individuals or groups is called........................

14.
People’s reaction to being observed or studied resulting in superficial rather than meaningful changes in behaviour is known as.....................

15.
Individuals and groups who affect and are affected by the achievement of the organisation’s mission and strategies are known as.............................

16.
The sending of work to and from one’s office via computer modem while working at home is known as..........................

17.
A production system that produces a high-volume of standardized, discrete units of a product is known as a.................................... 

18.
The procurement of needed raw materials, components, equipments and services is............................

19.
A machine which employs electronics to record the human voice which an audio-typist can play back later and type what he/she hears is called  a.......................

20.
The THREE broad aspects to consider in designing forms are the purpose, contents and.......................

21.
Individuals or groups who break into the computer to alter or even destroy records are known as.............................

22.
A process in which two or more parties exchange goods and services and attempt to agree on the exchange rate for them is...............................

23.
The idea of planning for the future personnel needs of an organisation taking into account both internal activities and factors in the external environment is..........................

24.
The term.........................refers to the use of machines, tools, and information in the production of goods and services.

25.
A theory which states that achievement, power, and affiliation are three important needs that help explain motivation was propounded by...........................................

26.
A conflict resolution technique which involves face-to-face meeting of the conflicting parties for the purpose of identifying the problem and resolving it through open discussion is called.................................

27.
An economic system in which all means of production and distribution are privately owned and operated for profit is..........................

28.
The use of some form of sanction or punishment when employees deviate from the rules is..........................

29.
The motivation theories which seek to understand the thought processes that take place in the minds of people and that act to motivate their behaviour are called..........................

30.
A conflict management technique which involves ignoring and suppression of the conflict is called.................................. 

SECTION B - Attempt any four questions (60 Marks)

QUESTION 1

(a)
Describe the concept of Social Responsibility. 

                   (3 Marks)

(b)
What are the arguments for and against Corporate Social Responsibility?
                         



     


                              (12 Marks)    




                                            (Total 15 Marks)


QUESTION 2

Management functions and skills differ in organisational hierarchy.

Required:

Discuss this statement giving reasons why you support or disagree with it.








                (Total 15 Marks)
QUESTION 3

What is planning? Of what benefits is the concept to an organisation?
    (15 Marks)

QUESTION 4

(a)
Distinguish facilities location from facilities layout                                (6 Marks)

(b)
What are the factors that influence facilities location?

       (9 Marks)










       (Total 15 Marks)





QUESTION 5

Define the term Leadership.  How would you differentiate between Leadership and Management?         





                    (Total 15 Marks)
QUESTION 6

(a)
What is maintenance?





       (3 Marks) 

(b)
State and carefully explain the different types of maintenance, highlighting their advantages and disadvantages.               
                              (12 Marks)







                                      (Total 15 Marks)
SECTION A

PART I
MULTIPLE CHOICE QUESTIONS- (10 Marks)

1.
A

2.
E

3.
B

4.
D

5.
B

6.
A

7.
D

8.
A

9.
E

10
C

EXAMINER’S COMMENT

Candidates were able to pick good choices, because there were options that could guide them. Overall performance was above average.

PART II
SHORT ANSWER QUESTIONS

1.
Variability 

2.
Marketing Mix elements

3.
Service

4.
Prospecting
5.
Planning
6.
Non-programme decision/unprogrammed decision
7.
Functional authority

8.
Chain of command/Scalar chain
9.
Operational control

10.
Effector

11.
Profitability ratio
12.
Clan control
13.
Division of labour
14.
Hawthorne effects  

15.
Stakeholders
16.
Telecommuting/Telework
17.
Mass-production system /Repetitive system

18.
Purchasing

19.
Dictating machine

20.
Layout
21.
Hackers
22.
Negotiation
23.
human resource planning /Employment planning/Manpower planning

24.
Technology
25.
David McClelland 

26.
Problem solving
27.
Capitalism/Capitalist Economic system
28.
Discipline
29.
Process theories
30.
Avoidance

EXAMINER’S COMMENT

Candidates displayed lack of in-depth understanding of the various topics covered under this section.  Rather, they were just guessing. Therefore, the performance recorded were below average.

SECTION B

SOLUTION 1

Corporate social responsibility is the obligation toward society assumed by business.   Corporate social responsibility is the serious consideration of the impact of the company’s actions on society.

Corporate social responsibility is the interaction between business and social environment in which it exists

Arguments for social responsibility:

(i) public needs have changed , leading to changes in expectations.  Business received its charter from society and consequently had to respond to the needs of society.
(ii) Business has the resources specifically, business should use the talents of its managers and specialists, as well as its capital resources,  to solve social problems

(iii) Social involvement creates a favourable public image.  As a result, the firm may attract customers, employees, and investors.

(iv) Business should try to solve the problems that other institutions have not been able to solve

(v) It is better to prevent social problems through business involvement than to cure them.  It may be easier to help the hard- core unemployed than to cope with social unrest.

(vi) Social involvement may be in the interest of stockholders

(vii) Modern society is an interdependent system, and the internal activities of the enterprise have an impact on the external environment.
(viii) Social involvement discourages government regulation and intervention.   The result is greater freedom and more flexibility in decision making for business.

(ix) The creation of a better social environment benefits both society and business as well.  Society gains through better neighbourhood and employment opportunities; business benefits from a better community, since the community is the source of its workforce and the consumer of its products and services.

Arguments against corporate social responsibility
(i) The primary objective of business is to maximize profit by focusing strictly on economic activities.   Social involvement could reduce economic efficiency.

(ii) There is a lack of accountability of business to society.  The training and experience are with economic maters, and their skills may not be pertinent to social problems..

(iii) Business people lack the social skills to deal with the problems of society as their main focus is only on economic matters.

(iv) Social involvement would create excessive costs for business which are invariably transferred to the society in form of higher prices.

(v) Business has enough power, and additional social involvement would further increase its power and influence.

(vi) Social involvement can create a weakened international balance of payment situation. Socially involved companies selling in international markets, would be at a disadvantage when competing with companies from other countries that do not have these social costs to bear.

(vii) There is no full support for involvement in social actions.   Consequently, disagreement among groups with different viewpoints will cause friction.   
EXAMINER’S COMMENT
About 97 percent of the candidates attempted the question. Those who failed the question could not muster convincing arguments for and against, the Corporate Social Responsibility (CSR) of business, rather they were concentrating on the various activities associated with CSR.  About 40percent of the candidates scored 50 percent and above.
SOLUTION 2
Generally management functions are classified into five main categories.

(i) Planning -setting objectives and determining means of accomplishing objectives 


(ii) Organising- differentiation and integration of activities 

(iii) Staffing- filling organizational positions with personnel

(iv) Leadership- showing leadership, motivating and communicating  


(v) Controlling –monitoring and evaluation performance. 

 The four skills required by managers include:

(i) Technical skills- the ability to make use of tools, principles, techniques, relating to assigned jobs.

(ii) Human skills- the ability to work with people

(iii) Design skills – the ability to identify and solve problems 

(iv) Conceptual skills- the ability to view organisation as a whole 

Management levels can be classified into three main levels:

(i) Top level management 
(ii) Middle level management

(iii) Low level management   





All managers carry out managerial functions but the relative importance differs somewhat depending on managerial level.  For instance, planning tends to be more important for top level managers than for middle level managers because top level managers are responsible for determining the overall direction of the organisation.

Organising is somewhat more important for both top and middle levels managers than for front line managers because these managers are usually responsible for allocation of resources.  Leading is substantially more important to the first-line supervisor because they are charged with the ongoing production of goods and services, they must engage in substantially higher amount of communicating, directing and supporting all of which are associated with leading.   All the three hierarchical levels are involved in management functions of controlling
The relative importance of these skills may differ at various levels in the organisational hierarchy.  Technical skills are of greatest importance at supervisory level, human skills are helpful in the frequent interaction with subordinates.  Conceptual and design skills are usually not critical for lower-level supervisors.   At the middle management level, the need for technical skills decrease, human skills are still essential, while conceptual skills gain in importance.   At the top management level, conceptual and design abilities and human skills are especially valuable, but there is relatively little need for technical abilities. 

EXAMINER’S COMMENT

About 70 percent of the candidates attempted the question.  Majority were able to identify the “Management functions, skills and organizational hierarchy”. However, they could not properly relate them now to management functions and skills vary along organizational hierarchy.   About 70 percent of those who attempted the question scored 40 percent and above.

SOLUTION 3
Planning is a process whereby managers select goals, choose actions (strategies) to attain those goals, allocate responsibility for implementing actions to specific individuals or units, measure the success of actions by comparing actual results against the goals, and revise plans accordingly.   Planning is that management functions that assesses the management environment to set future objectives and map out the activities necessary to achieve those objectives.

Planning involves selecting missions and objectives as well as the actions to achieve them, which requires decision making that is, choosing a course of action among all alternatives. 

Benefits of planning to organisations are:

(i)
Provision of timely data for decision making – Planning enables managers to have access to information and data that are used in taking rational decision in a complex and dynamic business environment 

(iii) Easier coordination: - Planning is a mechanism for coordination.  Through it, interdepartmental activities are brought together by focusing attention on common objectives.
(iii)
Planning provides a sense of purpose- planning involves selection of objectives, actions (strategies), hence planning provides a sense of purpose and direction for all members of the organisation. Without a sense of direction organisational members will react to day to day events in their environment in an uncoordinated manner.

(iv)
Planning provides for more optimal use of resources acquisition, maintenance, utilisation, disposal and placement.  In other words, planning emphasises efficient operation of resources.

(v)
Planning enhances control- Control involves holding people accountable for resources and whether they have been used justifiably or  not However, nobody can be held responsible for any lapses if objectives have not been spelt out.

(vi)
Planning focuses on organisational objectives –planning allows employees to focus on set goals.  Without planning, employees do their work without optimum results and thus unable to meet target.

(vii)
Planning minimises risk and uncertainty- planning enables managers to take rational decision before project execution.  Where changes occur in the environment, contingency plans are made to deal with such uncertainty.

(viii)
Planning improves decision making-  Decision making involves choosing from alternatives course of action.  While planning itself is a selection of means and actions.   

Conclusively, the above benefits contribute to organisational success.    

EXAMINER’S COMMENT








      

About 95 percent of the candidates attempted the question.  Majority of the candidates were able to define the concept of planning.  The major pitfall of the candidates was the repetition of points under the benefits of planning, leading to loss marks.  Over 60 percent of the candidates scored above 40 percent.

SOLUTION 4
(a)
Facilities location relates to strategic decisions concerning the choice of the right place to site organisation’s production/operations facilities.

Facilities layout refers to the configuration of departments, equipments units, etc that facilitates the smooth movement of work though the production/operations system 






(b)
Factors influencing facilities location


(i)
Nearness to raw materials


(ii)
Nearness to markets

(iii) Nearness to labour
(iv) Government policy pertaining to tax incentives, export free zones
(v) Commercial and social infrastructure, e.g electricity, telecommunications, water, financial services etc.
(vi) Site characteristics, e.g possibility of future expansion, rent, accessibility, traffic density, roads, etc. 

EXAMINER’S COMMENT
About 90 percent of the candidates attempted the question.  About 70 percent of those who attempted it, could not differentiate between “facilities location” and “facilities layout”.

The (b) part was well attempted.  About 60 percent of those who attempted the question scored 40 percent and above.

SOLUTION 5
Leadership is the ability to influence a group towards the achievement of a vision or set goals.

Differences between leadership and management

	
	Leadership
	Management

	
	
	

	1
	It is about coping with change
	It is about coping with complexity

	
	
	

	2
	It involves developing a vision and inspiring people to achieve that vision
	The role of management is in the area of implementation and control

	
	
	

	3
	Leadership often requires altering the status quo and getting people to commit to the strategy
	Management is most likely to be oriented toward maintaining the status quo along with monitoring and measuring to make sure that trenches.

	
	
	

	4
	It’s about changing what the job is
	It’s about getting the job done



	
	
	

	5
	Designed to promote adaptive or useful change
	Designed to promote stability or to enable  the organisation run smoothly

	
	
	

	6
	Leaders keep people focused on moving the organisation toward its ideal future, motivating them to overcome whatever obstacles lie in the way
	Management requires structuring the organisation, staffing it with capable people and monitoring activities

	
	
	

	7
	Leaders are more concerned with making important decisions that may break with tradition but are humane, moral and right
	Many managers are overly concerned with fitting in and not rocking the boat.


EXAMINER’S COMMENT
On the average 90 percent of the candidates attempted the question.  Although, most of the candidates could define leadership, very few were able to identify differences between leadership and management.

About 80 percent of those who attempted the question scored below 40 percent.

SOLUTION 6

(a)
Maintenance is the activity that is aimed at keeping facilities and equipment in good working condition for as long as possible through repairs and servicing. 





        

(b)
The different types of maintenance are preventive maintenance, breakdown maintenance, and shutdown maintenance.

(i) Preventive Maintenance:
This involves periodic and planned programmes of inspection, adjustment, overhauls, lubrications and repairs of facilities and equipment with a view to preventing them from breaking down. 





Advantages:


· It anticipates the failure of facilities and equipment and thus prevents potential dislocations that could result from breakdowns.      

· It is cheaper than allowing the equipment to breakdown completely which results in higher repair costs. 



        

Disadvantages:

(i) It may interfere with smooth production process 
          
(ii) Breakdown maintenance- This policy allows the facility or equipment to be in operation until it breaks down before effecting the necessary repairs. 




        
Advantage

· The organisation does not spend periodically on maintenance.

Disadvantages of breakdown Maintenance 

· It may be much more expensive to maintain equipment or facility if it is allowed to breakdown completely before effecting repair     
· It may not be suitable in situations involving very sensitive or complex equipment 







(iii) Shutdown Maintenance- This involves shutting down the facility or equipment at designated times while it is still in working condition and carrying out comprehensive repairs and servicing as necessary. 









Advantages:

· It ensures that facility or equipment is always in good working condition   







· It prevents costly unanticipated breakdowns       
Disadvantages:

(iv) It could disrupt the supply of the organisations products and services 



(v) It might require keeping a large inventory of finished goods to meet demand during the maintenance period                       
EXAMINER’S COMMENT
About 40 percent of the candidates attempted the question. Majority of them did not have a good understanding of the term ‘maintenance’.   Many were able to state the types of maintenance, but displayed inadequate knowledge when explaining them.  In addition, most of the candidates were unable to highlight the advantages and disadvantages of each type of maintenance.  Over 70 percent of those who attempted the question scored below 40 percent.
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Although these suggested solutions have been published under the Institute’s name, they do not represent the views of the Council of the Institute. They are entirely the responsibility of their authors and the Institute will not enter into any correspondence about them.
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